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NNOORRTTHH KKOORREEAA’’SS FFUUTTUURREE:: WWHHAATT PPYYOONNGGYYAANNGG,,
SSEEOOUULL,, AANNDD WWAASSHHIINNGGTTOONN CCOOUULLDD LLEEAARRNN
FFRROOMM EEAASSTT EEUURROOPPEE,, TTHHEE FFOORRMMEERR UUSSSSRR,,

AANNDD CCHHIINNAA

WWAALLTTEERR CC.. CCLLEEMMEENNSS,, JJRR*..
Boston University

AAbbssttrraatt

This essay seeks to spell out the lessons from East Europe, the
former USSR, and China that may be relevant to North Korea-
lessons that could be useful for policy-makers and analysts in the
DPRK as well as in the USA, the ROK, and other countries concerned
about security and development in Northeast Asia. All the Communist
regimes in Eastern Europe, the former USSR, and China changed
due to internal reasons-not from external pressures. The East German
case, however, shows that internal pressures within the disenfranchised
group of a divided people tend to accumulate and may explode if
central controls weaken. When one government fears and dislikes
another but cannot overthrow it, planners may seek to ignore, isolate,
contain, or engage the target regime; while ignoring or isolating is
the opposite of engaging, engagement can contribute to containment.
This is a cardinal lesson of U.S. policy towards the former USSR
and Communist China. Applied to North Korea, this lesson calls for
engaging Pyongyang as a way to contain and, in time, help reform
or transform the existing regime. Like the rulers of the People’s
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Republic of China (PRC), those in Pyongyang wish to avoid the fate
of erstwhile comrades in Moscow and other bygone citadels of
Communist rule. For North Korea’s leaders the East European and
Soviet examples offer some hope: Engagement with the U.S. can
improve living standards and buy time in which to reform an inefficient
system. China’s Communists have prospered and retained power
even as they engage the capitalist world and foster economic
liberalization. Optimal societal fitness, however, requires self-
organization, not top-down control. If North Korea’s leaders wish to
save their system, they must embark on far-reaching economic and
political reforms. China’s example shows that market reforms are
possible while retaining strong political controls. Top-down rule is
not optimal for development, but may preserve the regime for some
years. If the United States and the Republic of Korea seek arms
control with North Korea and wish to promote peaceful change, then
they should reexamine their policies towards Pyongyang. Neither
an ultra-hard nor an ultra-soft approach works well in foreign affairs.
Neither zero-sum nor win-win assumptions are wise. The lesson
from U.S. dealings with the former USSR and present-day Communist
China (as well as Libya in the past) can be summarized: If you can’t
overthrow a regime you dislike, engage it and work for positive
change.

Key Words: WMD, GRIT (Graduated Reciprocity in Tension Reduction),
Regime Change.

TTHHIINNKKIINNGG AABBOOUUTT CCHHAANNGGEE

What does the future hold for North Korea? This essay seeks
to spell out the lessons from East Europe, the former USSR, and
China that may be relevant to North Korea - lessons that could
be useful for policy-makers and analysts in Pyongyang as well
as in Seoul and Washington and in other places concerned about
security and development in Northeast Asia
For decades, top leaders of the Democratic People’s Republic

2 THE JOURNAL OF EAST ASIAN AFFAIRS



of Korea (DPRK) hoped for and sought unity with South Korea
(Republic of Korea or ROK) on Communist terms. Particularly
after the collapse of the USSR, however, Pyongyang’s elites have
feared for the survival of their own regime and their personal
safety. Like the rulers of the People’s Republic of China (PRC),
those in Pyongyang wish to avoid the fate of their erstwhile
comrades in Moscow and other bygone citadels of Communist
rule. The East German case underscores that internal pressures
within the disenfranchised group of a divided people tend to
accumulate and may explode if central controls weaken.
For North Korea’s leaders the East European and Soviet examples

also offer some hope: Engagement with the outside world -
including the United States and its allies as well as with China-
can improve DPRK living standards and buy time in which to
reform an inefficient system. China’s Communists have prospered
and retained power even as they engage the capitalist world and
foster economic liberalization. Complex systems theory, however,
cautions that optimal societal fitness, however, requires self-
organization-not top-down control.
Several implications for U.S. and ROK policy to North Korea

emerge from Western experiences dealing with Communist regimes
in Eastern Europe, the USSR and China. All these regimes changed
due to internal reasons-not from external pressures. When one
government fears and dislikes another but cannot overthrow it,
planners may seek to ignore, isolate, contain, or engage the target
regime. While ignoring or isolating is the opposite of engaging,
engagement can contribute to containment. This is a cardinal lesson
of U.S. policy toward the former USSR and Communist China.
Applied to North Korea, this lesson calls for engaging Pyongyang
as a way to contain and, in time, help reform or transform the
existing regime.

NORTH KOREA’S FUTURE 3



TTHHEE GGOOOODD AANNDD BBAADD NNEEWWSS FFOORR PPYYOONNGGYYAANNGG
FFRROOMM CCOOMMMMUUNNIISSTT EEXXPPEERRIIEENNCCEESS EELLSSEEWWHHEERREE

TThhee GGoooodd NNeewwss ffrroomm tthhee UUSSSSRR,, YYuuggoossllaavviiaa,, aanndd CCzzeecchhoosslloovvaakkiiaa

“Every unhappy family is unhappy in its own way,”Tolstoy
tells us on the first page of Anna Karenina. Whatever the problems
of North Korea, the country is unique in many respects. Some of
its distinctions are captured in its mythical past. Legend says that
the first king to rule the “Dragon-Backed Land”of Korea was
Tan Kun, son of the Spirit King and a “she-bear.”During a reign
that lasted 1000 years, Tan Kun taught a previously wild and
untutored people all the arts of living, including how to make
kimchee. He founded Pyongyang, his capital, in the shape of a
boat. Since a boat will sink if a hole is bored into its bottom, it
was “forbidden in those early times to dig wells inside this boat
city. That is why the people there had to carry all their water
such a long way”(Land of Morning Brightness in Carpenter 1973:
27-35) - a harbinger perhaps of even greater hardships to come.
Tan Kun’s successor, Ki Jan, is called the “Father of Korea.”

He had been a high official in China but was unhappy with the
wicked emperor there and wanted to rule a kingdom where people
could live safely and in peace. He crossed the “Duck Green River
beneath the Ever-White Mountains,”bringing with him five thousand

“good Chinese”doctors, scholars, mechanics, carpenters, fortune
tellers, and magicians; he also brought the precious worms that
spin silk. Ki Jan gave his subjects the Five Laws that taught them
their duties. Those were golden days, when travelers were safe
from robbers and gates could be left open. According to local
guides, Ki Jan’s tomb can still be seen near Pyongyang, where
Kim Il Sung, father of today’s DPRK, reposes in a mausoleum
much grander than that of Lenin or Mao Zedong.
Ki Jan’s successor kings demanded sons and sometimes acquired

them in strange ways. One worried king found his successor, a
tiny boy under a stone, but whose skin glistened like gold. Another
heir to the throne was conceived when the wind of a passing
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cloud placed an egg inside the dress of a royal wife. This boy’s
jealous brothers tried to kill him, but he fled south. He used magic
to cross the dark-green waters of the River Apnok and then charm
its waters to swallow up his pursuers. Later, this boy’s name -
Chosun, “Light of the East,”became the name of the entire country.
Perhaps these legends help explain why North Korea is the

only Communist country that has experienced a dynastic succession
- father Kim Il-sung, son Kim Jong-Il, slated to be followed by
one of his children - and why these dear leaders can adorn
themselves in superhuman superlatives, even as they act in ways
that many observers see as not only odd and also as quite harmful
to most North Koreans.
Another distinction is that North Korea is ethnically homogeneous.

Indeed, all of Korea - north and south - is one of the most
ethnically homogeneous places in the world. By contrast, the
largest national grouping in the former USSR, Russians, made up
barely half the total population; while in Yugoslavia, Serbs were
the largest ethnic group, but numbered just over one-third the
total. Dissident nations within each multinational state - Estonians,
Latvians, Lithuanians, Slovenes, Croats, Bosnians-split from the
metropole when central controls weakened. Even after the Soviet
breakup, the Russian Federation is only 80 percent Russian and
its leaders fear separatist movements - from tiny Chechnya to
huge swaths of Siberia.
Czechs made up nearly two-thirds the population of the former

Czechoslovakia; Slovaks, only about a one-third. Slovaks had long
complained of discrimination and consequently formed their own
state after Communist rule collapsed.1

Nearly all the former Communist countries of Eastern Europe
and the former Soviet Union have ethnic, religious, and linguistic
divisions that impede national unity. Albania, once an ally of Maoist
China, is sometimes compared to North Korea because it is
relatively homogeneous. But Albanians are deeply divided by clan,
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in ways unknown to Korea, and confront differences between the
Muslim majority and Orthodox and Catholic minorities (circa 20%
and 10% respectively of the total population before World War
II) (Krieger 2001, 19).
Most of the Soviet successor states must cope with serious

ethnic or religious divisions. Across what Moscow calls its “near
abroad”there is a Russian diaspora, unhappy that it now lacks
direct backing from Moscow. Indeed, every Soviet successor state
wrestles with uneasy combinations of culture and language, the
result of historical migrations and of Stalin’s malevolent mapmaking.
In many republics Christians feud with Muslims, while in Central
Asia secular elites struggle with both political Islamists and religious
purists (McGlinchey 2006, 123-44).
Most of the erstwhile Yugoslav republics also face serious

minority issues-not just the well known ones between Albanian-
and Serbian-speakers in Kosovo, but even in relatively harmonious
Slovenia.
On the surface, China seems less troubled. More than 90 percent

of its people are Han, but China’s borderlands are restive. Uigurs
and Kazaks-Muslim and speaking their own languages-live in lands
rich in mineral deposits and where oil pipelines carry resources
vital to China’s industrial heartlands. The status and future of
Inner Mongolia, Tibet, and borderlands close to Indochina are not
certain (Safire 1998). Even Hans are divided by language (Mandarin,
Cantonese, and other variants) and cultural orientation. Hans are
also split between relatively affluent urban and coastal regions
and the less advantaged countryside (divided 5:1) by income,
according to Gallup surveys. Many middle-class residents of
Shanghai live better than their counterparts in the United States,
while nearly half of China’s people live on less than $2 a day
(Florida 2006a).

WWhhyy tthhee EEaasstt GGeerrmmaann EExxaammppllee IIss TTrroouubblliinngg

Pyongyang’s leaders face a more difficult challenge than ethnic
demands for autonomy or separation. It is a problem more difficult
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to handle than the ethnic diversity that weakened the USSR and
Yugoslavia. Kim Jong Il has no need to juggle constitutional formulas
for federation or consociation. The ethnic-cultural challenge facing
the DPRK leadership resembles that which sapped and finally
destroyed the German Democratic Republic. Like East Germans,
North Koreans feel themselves part of a larger nation. Indeed,
East Germans and North Koreans are outnumbered more than 2
to 1 by their kin to the west and the south. While East German
living standards were at least one-third those of West Germans,
North Korea’s GDP per capita has become minuscule compared
to the South’s (perhaps 1:50 or less). Many North Koreans still
believe they live better than their non-Communist kin, but more
and more North Koreans are becoming aware of the reality. While
North Korea has no ethnic cleavages, its people (like those of
China and Russia) are divided between privileged urban elites and
the rural poor.
It could well be easier to maintain unity in a multinational state

than to continue a separate national existence right next to kinsmen
who are more numerous, better fed and clothed, freer, and -
probably - more content. This assumption is confirmed by history:
anti-Communist sentiments erupted in a violent revolt in East
Germany in June 1953 - earlier than in any other Soviet satellite.2

Though repressed in 1953, these feelings soon fed a persistent
exodus through West Berlin, halted only by the Wall erected in
1961. In 1989, as East Germans found ways to skirt the Wall,
some 2 percent of the population migrated to West Germany. In
November of that year the Wall collapsed. In 1990 the GDR
Volkskammer (parliament) voted to accede to the Federal Republic
of Germany under Article 23 of the FRG Basic Law.
Analogous to what happened in divided Germany, mass defections

by North Koreans to China and South Korea (over 5,000 to South
Korea alone since the end of the Korean War) weaken the DPRK
economy still further and cast doubt on the legitimacy and viability
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of Communist rule. If push came to shove, we simply do not know
what percentage and what segments of North Korean society
would support or oppose the regime.3 The dilemma for the DPRK
leadership is captured by the concepts “voice”and “exit.”If the
regime continues to limit “voice,”many of North Korea’s most
energetic people will “exit”by escaping or by becoming more
inwardly defiant. If the regime permits more openness, however,
the leaders may themselves be compelled to exit.4

Prospects for normalization of DPRK relations with Washington
improved in 2007, but international recognition of a divided nation
does not assure the stability of their regimes. Diplomatic recognition
of the German Democratic Republic and acceptance of its borders
by the United States and other Western powers did not secure
the East German regime. Wider recognition of the DPRK government
would not assuage whatever demands the North Korean people
have for a better life. Indeed, greater access to the world outside
DPRK borders might well feed a revolution of rising expectations
and nearly insatiable demands. Meanwhile, many U.S. and DPRK
officials would probably continue to see their regimes as opponents
in a nearly zero-sum relationship. 
The uncertain future of the DPRK regime is ironic, because

Communists in the North for many years seemed more devoted
to national unity than leaders in the South. Indeed, the North’s
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elite segments of the German Democratic Republic - signed their names
to a ledger in the town hall supporting “socialism with a human face”and
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4 These concepts, derived from Hirschman (1970) are applied by Kim,
Choong Nam  (2000, 247-76). Short-and long-term political and economic
prospects are outlined in his Table 1.



armies crossed the 38th parallel in 1950 confident that kinsmen
in the South would join their sweep toward national unification.
Even after the fighting stopped, DPRK diplomacy for decades
appeared more devoted to unification than that of the South, which
tended until the late 1990s to be more cautious and defensive.
Even as many North Koreans fled their homeland, some DPRK
guides in the early 21st century still told visitors that unification
would soon take place on Communist terms, because Kim Jong
Il is supported by all the North Korean people and half of those
in the South.
Many (but not all) citizens of the ROK yearn for unification with

their kin across the DMZ. Many - especially those without direct
memory of the Korean War - see their nation - North and South
- as “victimized”by foreign imperialists. They press for withdrawal
of U.S. forces as a step toward national “liberation.”
But national unification would bring its own problems. Germany’s

federal government since 1990 has expended many billions in
grants of all kinds to the East - many times more than West
Germany received per capita during three years under the Marshall
Plan, but living standards and public spirit in the East still lag the
West by large margins. A syndrome of dependency and depression
still grips the East, nearly two decades after unification. But the
gaps between North and South Korea - in mentality as well as
in material infrastructure - are far greater than existed in divided
Germany. Just to care for the millions of children in the North
whose minds and bodies have been stunted by malnutrition could
pose heavy burdens.
East Germany’s last two Party secretaries were tried by courts

in a reunified Germany and found guilty of high crimes.5 Still, there
is also some good news from the former Communist realm for
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today’s elites in Pyongyang. Few of the former Communist leaders
in Eastern Europe and the USSR suffered persecution when the
old ways gave way to new. Indeed, many quickly adapted to the
times and used their privileged positions and networks to become
capitalist managers or owners of newly privatized firms; some,
too elderly to make such a transition, were pensioned in comfortable
circumstances. Some of Russia’s liberals tried but soon gave up
conducting any serious legal review of possible crimes by the old
regime. Instead, Vladimir Putin, ex-KGB agent, became Russia’s
president and brought many of his former associates into high
positions in Moscow and the provinces.
The exceptions to this rosy picture took place in the Balkans.

In Bucharest the dynamic Ceausescu duo, husband and wife,
resisted the waves of change sweeping Eastern Europe and were
shot dead in a jail yard. Slobodan Miloševic′and some other
Yugoslav warlords also fought the tides of freedom and self-
determination, but were eventually driven from power - many of
them later tried for war crimes.
For DPRK leaders the lesson is clear: Accommodate change

before it is too late. The supreme accommodationist, former Soviet
president and party leader Mikhail S. Gorbachev, received a Nobel
Peace Prize for his efforts and headed the much praised and quite
wealthy Gorbachev Foundation. “Gorby,”of course, did not play
a major role in repressing Soviet citizens, while Kim Jong Il has
presided over a massive gulag and permitted more than a million
of his subjects to starve. Thus, the grounds for a criminal trial
against Kim Jong Il are even more substantial than against the
last two East German leaders, each found guilty of authorizing
border troops to kill would-be escapees. The “dear leader”and
his close comrades would be advised to try and negotiate some
kind of amnesty before events spiral out of their control.
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CCAANN AA LLEESSSS--TTHHAANN--EEFFFFIICCIIEENNTT AANNDD UUNNPPOOPPUULLAARR
RREEGGIIMMEE JJUUSSTT MMUUDDDDLLEE TTHHRROOUUGGHH??

CCaann TTaannkkss aanndd RRoocckkeettss UUpphhoolldd CCoommmmuunniisstt RRuullee??

Bountiful weapons of mass destruction (WMD) did not save-
or destroy-Communist rule in the USSR. Huge and costly deployments
of missiles, tanks, and manpower on each side played only a
marginal role. Communist rule imploded without any direct pressure
or blows from within or from outside.
To be sure, the economic burden of maintaining a large modern

force was enormous-as much as 25 percent of Soviet GDP. Also,
the coercive use of Soviet military power in neighboring Hungary,
Czechoslovakia, and Afghanistan eroded Soviet morale and confidence
in Communist rule. Kremlin efforts to complete with the revolutions
in military technology promoted by the Reagan administration
probably diverted Soviet R&D programs from more constructive
pursuits. But the awesome forces of a military superpower did
not save Communist rule in the USSR and its empire.
If North Koreans study the Soviet experience, they should

conclude that a large military establishment tends to impede overall
development and, hence, weaken regime security. The large fraction
of GDP that the Kim Jong Il regime devotes to its military efforts
must have an absolutely disastrous effect on living standards as
well as on economic growth.6 To be sure, Pyongyang probably
wants a deterrent against the risk of an American attack -
especially after the George W. Bush administration demonstrated
its willingness to initiate preventive wars against regimes it defines
as “evil.”Even without nuclear and other WMDs, however, DPRK
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6 Some South Korean estimates place the defense burden in the North at 30
percent of GDP. The CIA World Factbook (2006) suggested that DPRK
defense outlays amounted to $5.2 billion in 2002, but in 2007 the Factbook
simply said “not available,”https://www.cia.gov/cia/publications/factbook/geos/
kn.html#Military. This reference work was very tentative in 2006 and 2007
about estimating DPRK GDP, but said that during 2005-2006 it might have
amounted to $40 billion in purchasing power parity terms.



missile and artillery firepower suffice to hold South Korea hostage
against any American attack on the North.
It may be useful for Communist (and other) governments to

provide military and military-industrial elites with adequate resources
to buy their support. But this can be done on a far more modest
scale than practiced by the Soviet-era Kremlin or the DPRK.
Chinese leaders in recent years have shown that they can provide
generous resources for military R&D and procurement, as well
as for the prestige and comfort of military and military-industrial
elites, without disrupting overall development.
DPRK leaders might take some comfort from the fact that it is

not easy to overthrow a totalitarian regime. Some Cuban Communists
may have thought they needed a nuclear deterrent to protect their
regime, but long experience after the missile crisis in 1962 showed
this was not so. But while Soviet and Chinese Communists started
to reform their systems from the top down (in the mid-1950s
and late 1970s), North Korea’s autocracy may be crumbling from
below - as happened also in much of Eastern Europe (Lankov
2006, 95-121).

DDoo CCoommmmuunniisstt RReeggiimmeess NNeeeedd aa FFoorreeiiggnn BBooggeeyy ttoo JJuussttiiffyy SShhoorrttaaggeess
aanndd SSaaccrriiffiiccee??

This question is urgent for the DPRK regime as it was in
previous times for the leaders of the USSR and other Communist
regimes. Stalin probably reckoned that his regime needed the
image of a foreign bogey. He warned his countrymen in 1946
that the hostility of world capitalism would compel the USSR to
concentrate for more than a decade on developing heavy industry
so as to acquire the essential means for self-defense. But most
Soviet leaders after Stalin, starting with Khrushchev, counted on
de′tente and summit meetings to add credibility to their promises
of a better life. An opening to the West, they hoped, would boost
their domestic support and help modernize the economy. Though
this opening narrowed from time to time, it served to weaken the
Soviet regime. Freer contacts with the West helped erode ideological
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zeal and fed local dissatisfaction with Communist rule.
The hard reality is that isolation and autarky are barely viable

in an interdependent world. The central principle of North Korea’
s ideology has been juche - self-reliance. The only East European
regime that seriously pursued its own version of juche was
Communist Albania. Poor to begin with, it remained - after many
decades of isolationist Communism - the poorest country in
Europe.
Apart from Albania, all other Communist regimes in Europe or

the USSR recognized that they needed Western technology to
keep up with innovations in the West. This technology could be
acquired by theft (Vladimir Putin’s forte), education, scientific
exchanges, or as a byproduct of trade. If Communist exports had
a market in the West, they would also earn hard currency with
which to buy technology.
The Soviet approach resembled that of Japan’s Meiji reformers.

They wanted Western technology but without ideological contamination.
To obtain the one without the other, however, became more
difficult in the late 20th century than in the 19th. Why? Modern
technology transfer required tapping some of the cultural as well
as the material components of Western life. Soviet graduate
students went to Stanford to study physics or engineering, but
brought home jazz records and novels still deemed anathema by
the Kremlin. The man who, decades later, did much to inspire
Gorbachev’s “new thinking”in the 1980s learned a new way of
thinking at Columbia University in 1958-1959 where he studied
how Roosevelt’s New Deal helped save American capitalism.7

Gorbachev’s reforms did too little too late to save the Soviet
system. But Hungarians, Poles, and other East Europeans initiated
major reforms even while Communist regimes still held sway. For
these countries the transition to post-Communism was much
smoother than for Russia and the other Soviet succession states. 
Mao Zedong and Zhou Enlai opened China to a wide range of

contacts with the United States and other countries in the 1970s,
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but were cautious about internal reform. Starting in 1979, however,
Deng Xiaoping presided over a transformation to what may be
called Leninist capitalism. How long Leninism can coexist with
capitalist development in an era of global interdependence is not
clear. Still, for more than a decade, China remained a one-party
state even as it led the world in economic growth. Communist
China, unlike post-Communist Russia, even joined the World Trade
Organization, with foreknowledge of its many pressures to reduce
barriers to free trade.
Whether the Chinese Communist Party can cope with the political

challenges of the Information Age is not clear. China permits many
privately owned computers but tries to restrict the information
they access. Even when Google and other search engines cooperate
with PRC censors, however, ingenious free thinkers find ways
around restrictions. This is a game where the reactionary defense
seems unable to counter the multiple thrusts by those determined
to shake the status quo.
So up tight is the PRC regime that it has banned Wikipedia, the

online encyclopedia available free in many languages - a model
of “from each according to his abilities.”When China’s leading
Internet Company, Baidu.com, began to develop and release its
own “Baidupedia,”the PRC government required that official
censors vet all submissions. Contributors were told not to submit
articles critical of the government, that gave details about terrorist
acts, that promoted “negative views of life, were “boring,”or
“might make other people feel upset or unhappy (Dickie 2006).”

Constraints on free thought are not good for innovation. In 2006
China ranked 36th out of 45 countries on the Global Creativity
Index, a measure of technology, talent, and tolerance; looking only
at technology, China ranked 28th, on a par with Croatia and Ukraine
but behind India (Florida 2006a).8

The heavy hand of government in the Chinese economy generates
many negative features. Still unrealistic about the value of money,
the government encourages banks, with little oversight, to loan
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huge sums to keep the economy humming and sustain employment.
Several Western accountancy firms estimated that in 2006 bad
loans in China were much higher than official estimates and could
even exceed the country’s gigantic foreign reserves. Indifferent
to the value of money, Chinese firms spend $5 of fresh capital
for each $1 of additional output - far less boom for the buck than
in India, not to speak of OECD countries (Guerrera 2006),
If the DPRK regime wishes to strengthen and modernize its

economy, it must admit and foster foreign ties of many kinds. It
could seek to follow the Chinese model and try to prevent or at
least limit the wider liberalization that occurred in most East
European Communist countries. But the Kim Jong Il regime would
probably be reluctant to surrender control over so much of the
economy as has been opened to private entrepreneurs in China.9

DPRK leaders face a special handicap. Their subjects know less
about the outside world than did the citizens of China and most
ex-Communist lands. Thus, more encounters with outside reality
will come as a greater shock to most North Koreans than it did
to their counterparts in other Communist states. The longer the
ruling circles delay the opening, the more painful will be the
ultimate shocks; the greater the shock, the greater the prospect
of disillusion with the existing regime and its deceptions. Already,
DPRK troops stationed at the DMZ can compare the bright lights
of South Korea with the darkness that shrouds the North.
Allowing more foreign contacts of all kinds is essential for North

Korea’s development but presents severe risks for the regime.
Pyongyang’s rulers face unpleasant choices. Probably they must
opt either to open the country within a few years, despite the
risks to their own privilege and power, or put off change and say
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9 Reports from Guangzhou say that when Kim Jong Il wished to stay in
the White Swan Hotel, its management promptly cleared out its 24 floors
of foreign business people, even those with long-term contracts. On one
visit to China the DPRK leader was so shocked by the bustle and gleam
of China’s boom towns that he could “not sleep all night”and later asked
high level comrades, sometimes led by one of his relatives, to look for
themselves, “learn from the Chinese comrades,”and report to him.



“apre′s nous le de′luge.”

TToopp--ddoowwnn RRuullee vvss.. SSeellff--OOrrggaanniizzaattiioonn:: IInnssiigghhttss ffrroomm CCoommpplleexx
SSyysstteemmss TThheeoorryy

North Koreans have lived under one dynasty for more than half
a century. Have the ruling family and its network of supporters
established sufficiently deep roots so that they can hang on, no
matter the challenges at home and abroad? Communists ruled
Russia from 1917 to 1991 and China from 1949 to the present
day - long reigns that persisted despite huge blunders and the
repercussions of state-sponsored politicide, genocide, and democide.10

North Koreans might try and follow the Chinese example of
Communist politics with economic liberalization. If so, could they
succeed?
The history of evolution, human as well as general, shows

that survival requires fitness. Complex systems theory holds
that, for human societies, fitness means the ability to meet
complex challenges. Fitness flows from self-organization -
and never from top-down, directed development. Societal
fitness requires a polity that is neither too rigid nor too
loose.11 In the 21st century, however, the creative energies
and strengths needed for fitness are likely to be found close
to the edge of chaos, as in the United States and - since
the 1980s, in South Korea, and very far from the hierarchical
structures of authoritarian regimes.
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10 Politicide is killing political rivals on a large scale; genocide is killing
“another”people or their culture (Tibetans); democide is killing one’s own
(Han) people, as happened in the Great Leap Forward and the Cultural
Revolution. These terms are developed and applied by Rummel 1996.
11 Like a fractal, this pattern holds true on many levels throughout the chain
of being, from large groups and entire organisms down to the heartbeat of
an individual. For more on complexity theory and contributions by Nobel Prize
winners in economics and physics, see the web sites of the Santa Fe Institute,
New England Complex Systems Institute, and David Suzuki Foundation. For
applications in politics, see Harrison 2006 and Clemens 2001.



Self-organization has done much to boost South Korea’s social
and economic development. The ROK government in 1970 launched
the New Village Movement (SaeMaul Undong) to mobilize the
human and material resources of villages. Two years earlier,
however, the Planned Parenthood Federation of Korea (PPFK)
began to organize “Mothers’Clubs”in villages to promote family
planning and community development. Soon, women in Oryu Li,
one of South Korea’s poorest villages, used their club not just
for family planning but also to transform their way of life. Just
a few years later, the husband of the club leader observed: Our
“village was once known for its lack of cooperation. But now,
because of the Mothers’Club activities, there is much better
cooperation.”The club minimized the role of clan membership
and enlightened women to the advantages of cooperation -
working in the fields together, planting trees, and even starting
a weaving facility so that girls could earn as they studied.
Injections of material resources and information were important,
but the Oryu Li experience showed the importance of changing
the old ways of communication. What leaders of the club said
and did at key junctures was critical to the direction and rate
of change. Women became not just followers but change agents
in a traditionally hierarchical and male-dominated society (Kincaid
and Ym 1976).
By the end of the 20th century, labor unions had become very

powerful in South Korea and women’s rights in the work place
were radically improved over previous decades. Union activity
was repressed during and after the 1997-1998 financial crisis,
but unions continued to use the Internet to promote resistance to
chaebols.
Along with other forces, greater self-organizationfor both

genders helped convert South Korea from a society averse
to change to one that seeks progress on all fronts.12 One of
the most “wired”countries in the world, the ROK taps the
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12 Some cultures are “progress-prone”while others are “progress-resistant”
(Martin 2006).



self-organizing resources of the Internet - highly restricted in
China and off limits to most North Koreans. The best available
measure of societal fitness is probably the UN Human
Development Index, which aggregates ratings on income, public
health, and education. The ROK in 2006 placed 26th, just
below Singaporeand above Slovenia, while China ranked 81stth,
behind Armenia and just above Peru. Still closed to outside
scrutiny, the hermit kingdom of North Korea is not listed at
all on the UN website page at: http://hdr.undp.org/hdr2006
/pdfs/report/HDR_2006_Tables.pdf.
Self-organization is antithetical to hierarchical organization, as

in the Confucian-Communist system of North Korea. Confucian
culture instills discipline and respect for authority, and has been
exploited by the Communist rulers of North Korea to control and
command their subjects. Confucian (along with Christian) traditions
have shaped all of Korea, but all vestiges of hierarchy have been
eroded by the forces of “modernity”in South Korea (as also in
Hong Kong, Shanghai, and many other Chinese cities). The fact
that Communist rule has merged with some pre-Communist traditions
will make it harder for the North to modernize.
The ultimate reason for the collapse of Communist rule in the

USSR and Eastern Europe is that top-down dictation (euphemistically
called “democratic centralism”) cannot maintain or generate a high
level of societal fitness.13 Heavy industry grew at rapid rates for
a few decades in Stalinist economies thanks to heavy inputs of
surplus labor from the countryside and “primitive socialist
accumulation”- aka extracting grain from hungry peasants. By
the 1950s, however, these resources were no longer available
and the burdens of arms racing on the Soviet system intensified.
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13 For centuries, many Russian leaders perceived the need to decentralize
power and responsibility. To do so, however, they had to depend on the
same apparat whose flaws contributed to the existing stagnation. The reformers
who tried to impose their own ideal blueprint (Catherine II, Alexander I, and
N.S. Khrushchev) were less successful than those who tried to change
government in tune with the needs and wishes of a changing populace
(Alexander II and Nicholas II) (Starr 1989, 49).



By 1963 the USSR began importing grain from arch rival America.14

By the early 1970s infant mortality began to rise in Russia and
other Soviet republics.15 Having overreached in all respects, the
Kremlin could not muster the imagination or flexibility needed to
reform and save the Communist system.
Much of China’s economic growth results from energies by local

initiative - what complexity theory terms “self-organization.”But
overall direction is still top-down and hierarchical; without open
criticism of government plans, there is too little check on hare-
brained schemes. Communist authorities basically ignored environmental
constraints in pursuit of gross national product. Having been mauled
and raped, Mother Nature became less forthcoming. Hunger in the
Soviet Union could be averted by importing surpluses from a few
grain exporters. If food shortages strike a billion plus Chinese,
surpluses from other states may not suffice. If complexity theory
is correct, China faces severe challenges for which an authoritarian
regime is poorly equipped. Much of the country’s material progress
rests on shallow foundations. Starting in the late 1970s, China’s
economic reforms advanced from a very low base line. Even though
liberated from Mao Zedong’s whims and dictates, the Party leadership
has persisted in vast schemes such as the Three Gorges Dams
without public discussion of the pros and cons. Like Soviet-era
planners, Beijing has embraced grandiose schemes for example,
to pipe water thousands of kilometers to thirsty cities, while ignoring
leaky pipes and (like some U.S. leaders) treating conservation as
at best a private virtue. Human rights as well as “human development”
(as measured by the United Nations Development Programme)
remain very low for an economic colossus like China.
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14 Many subsequent Kremlin concessions in arms control and other facets
of East-West relations coincided with poor Soviet harvests. For more on the
helpful and necessary conditions for arms accords, see Clemens 1990, 251-
86, where economic factors are analyzed at 265-67.
15 Infant mortality in the United States also began to rise in the early 21st

century. Even wealthy Americans were suffering from more debilitating
diseases and dying earlier than their English counterparts, not known for
their healthy life styles. American fitness was not guaranteed for all time.



“Self-organization”equates to “civil society”- the institutions
that stand between citizens and government and help shield them
from the potential brutalities of untrammeled free markets. Civil
society is nearly absent in Kim Jong-Il’s DPRK, but it was also
quite weak in China at the beginning of the 21st century. By
contrast, in 2006 China’s once totalitarian system was “facing
growing pressure from a population awakening to the power of
independent organization. Uncounted millions of Chinese, from the
rich cities of the east to the impoverished countryside,”were
“pushing an inflexible political system for redress over issues
from shoddy health care and illegal land seizures to dire pollution
and rampant official corruption (French 2006, A1, 8).”Early in
the 21st century it is impossible to know whether China’s incipient
civil society will undermine the one-party dictatorship or transform
it perhaps as happened in Taiwan. Thus, October 2006 saw
authorities in Beijing charge 17,000 Communist Party officials
across China with corruption, but they did so in part to assuage
popular unrest. Bottom-up displeasure led to a top-down crackdown.
North Korea’s life - political, economic, cultural - is far more

centralized and hierarchical than in today’s China or in Eastern
Europe and the USSR when Communist rule there collapsed. The
DPRK system is profoundly unfit. One expert believes that Stalinism
has steadily eroded since about 2000 and that the regime has
lost its will and ability to control outside influences (Lankov 2006).
Other experts believe the Kim Jong Il regime is determined and
able, - at least for the presentto resist fundamental change.

So while admitting our uncertainties about the pace and direction
of change in North Korea, there is a chance that Communist rule
there could be preserved for some years. Probably this will require
major reforms - perhaps along Chinese lines. Can outsiders help?
Should they try? If so, how?
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CCAANN CCOOMMMMUUNNIISSTTSS AANNDD NNOONN--CCOOMMMMUUNNIISSTTSS
CCOOOOPPEERRAATTEE FFOORR MMUUTTUUAALL GGAAIINN??

NNoonn--RReeccooggnniittiioonn aanndd OOtthheerr OOppttiioonnss

When one government fears and dislikes another but cannot
overthrow it, planners may seek to ignore, isolate, contain, or
engage the target regime. The United States refused to recognize
the Communist regime in Moscow for sixteen years (1917-1933),
in China for thirty (1949-1979), and in Pyongyang for more than
half a century.16 The United States has recognized the Communist
government of Vietnam, which it fought for more than a decade,
but not that of Fidel Castro-ruler of Cuba since 1959. And while
Pyongyang has delivered many signs it wants U.S. recognition,
the Bush White House is loathe to promise any kind of normalized
relationship unless North Korea carries out major policy changes
in many domains. When the DPRK hints at a concession, the White
House often raises the bar.
Disempowered peoples who feel themselves captives in larger

empires welcome news that their cause is not forgotten. Washington’s
refusal to recognize Soviet annexation of Estonia, Latvia, and
Lithuania in 1940 kept the legitimacy of Communist rule there in
doubt and helped the three Baltic “Davids”to undermine the Soviet
Union in 1991 (Clemens 1991). Also, Radio Free Europe and
Radio Liberty transmissions stirred discontent in Eastern Europe
and among Soviet dissidents. But efforts by U.S. and other Western
clandestine services to inject agitators and saboteurs to undermine
Communist rule in these countries served only as pinpricks.
Criticism and harassment by outsiders often leads people to rally
around their own rulers, even when their faults are blatant - as
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16 The U.S. State Department refused even to invite the Soviet regime to
the 1921 Washington Naval Conference on the grounds that the Communist
rule was immoral and could not last. Hence, the U.S. would represent Russia’s
interests in Far Eastern matters at the conference. Not until 1933, when the
depressed U.S. economy sought new outlets, did Washington recognize the
USSR.



in theocratic Iran.
On balance, there is little evidence that Washington’s long refusal

to recognize Communist rule produced much positive change in
the USSR, China, Cuba, or North Korea. Changes in each country,
whether large or small-scale, stemmed mainly from economic and
other internal pressures. 

ZZeerroo--SSuumm vvss.. VVaarriiaabbllee--SSuumm PPeerrssppeeccttiivveess

Mutual distrust if not outright hostility usually dominated relations
between most of the world’s former or present Communist regimes
and Western powers led by the United States. Both Communists
and non-Communists tended to view their relationship as zero-
sum. For decades, Soviet Russians asked, “Kto kovo-who [will
destroy] whom?”Over time, however, each party tended to alter
its mindset to allow temporary collaboration for parallel objectives,
such as defeating Hitler. Then, after many bouts of Cold War
crisis followed by short-lived de′tentes, each side gradually
transformed its rationale for short or medium-range cohabitation
into acceptance of a need to collaborate for the indefinite future.
Thus, Article XV of the antiballistic missile treaty signed by Leonid
Brezhnev and Richard Nixon in 1972 provided that it was of
“unlimited duration”but allowed either party to withdraw on six-
month notice after stating the “extraordinary events”associated
with the treaty’s subject matter that jeopardized its “supreme
interests.”17

While the Kremlin in earlier decades denounced the concept of
“interdependence”as a mask for U.S. imperialism, the Brezhnev
regime conceded the need for all countries to cooperate on “global
problems so complicated that they cannot be resolved by any one
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17 The Bush White House did not explain what “extraordinary events”
justified its withdrawal from the treaty in 2002 nor did it ask Congressional
approval to withdraw,  even though treaties are the highest law of the
land and require the approval of the Senate or the entire Congress to
become binding. For the text of the ABM treaty, see Encyclopedia of
Arms Control and Disarmament, vol. 3, 1253-59.



state alone, no matter how powerful.”Later still, Gorbachev’s
Kremlin joined with the Reagan and first Bush administrations to
work for long-term cooperation in many domains. Gorbachev argued
that “human”needs should prevail over national and even over
class considerations (Clemens 1978 and 1990). When disagreements
arose between the Kremlin and the White House, they were
moderated by the personal rapport cultivated by each side. Not
only Gorbachev but also his successors, Boris Yeltsin and Vladimir
Putin, enjoyed good ties with their American counterparts - Reagan,
Bush the elder, Clinton, and Bush the younger. 
Communist China’s cooperative relationship with the United

States began only in the 1970s but developed rapidly, despite
deep differences over Taiwan - an issue for which there was no
counterpart in Soviet-U.S. relations. Unlike the USSR but like
North Korea, the PRC had suffered - and inflicted - substantial
losses fighting American-led forces. In the 1970s and later, however,
Chinese and Americans relegated these events to the past and
focused on present and future issues. American presidents, despite
U.S. campaigns for human rights, seldom allowed this issue to
obstruct agreements with Moscow or Beijing on security or trade.18

The scientific rationale for this cooperation came from game
theorists such as Thomas C. Schelling (co-winner of the Nobel
Prize in Economics in 2005) who analyzed mixed-motive games
(Schelling 1980). Applied to relationships between adversaries,
game theory identified “variable-sum”situations in which each
side could win, each side could lose, or one win and the other
lose. The implications for foreign policy were clear: If conflict
risks mutual loss and if one-sided gains are not feasible, enlightened
self-interest dictates that each side look for a mutual gain outcome
- provided, of course, that the gains of each side are somewhat
balanced if not absolutely equal or symmetrical. Also, whatever
deal is reached should contain internal safeguards so that neither

NORTH KOREA’S FUTURE 23

18 Even as Nixon and Brezhnev pursued de′tente, however, Soviet refusal to
permit wide-scale Jewish emigration thwarted a most-favored-nations trade
agreement.



side can exploit the new situation to damage the other. As President
Reagan liked to say, “Trust but verify - doveryai no proveryai.”
A broader policy implication has been underscored by a retired

diplomat who helped represent the UK at the UN Security Council
until mid-2002: “In this era of globalization, agreements that fail
to take into account the interests of all concerned parties are not
good or sustainable and, too often, they fall apart. The ultimate
effect is a less stable world. If people are ignored, they tend to
find ways - sometimes violent - to get heard.”The conclusion:

“To really get your way and sustain it, in diplomacy as in life,
you have to include, not exclude. It is harder work at first, but
ultimately, the result would be a more stable world (Ross 2006).”
These ideas contribute to two propositions: First, the optimal

way to enhance one’s own interests is to pursue a strategy of
mutual gain, buttressed by safeguards against exploitation by the
other side. Policies oriented to zero-sum outcomes, by contrast,
tend to get nowhere or, if they achieve some quick gains, tend
subsequently to backfire. Second, policies framed, planned, and
implemented in the open - at home and abroad - tend to generate
long-term outcomes better than those conceived and carried out
away from public scrutiny.19 Conforming to both these standards,
the European Recovery Program (Marshall Plan) has been judged
the most successful U.S. foreign policy for more than a hundred
years - perhaps ever.20 Washington’s Indochina and 2003 Iraq
campaigns, by contrast, violated both these principles, with dire
consequences for all parties.
These concepts derived both from game theory and recent

history take us to the nub of DPRK relations with the ROK, with
the USA, and with other parties concerned with security and other
issues on the Korean peninsula. Taking for granted the deep
mistrust if not hostility between and among most of these players,
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19 Thee propositions are illustrated by more than a dozen case studies in
Clemens 2004.
20 This opinion was expressed in three surveys of experts on U.S. foreign
policy conducted by the author and in public opinion polls on the 50th
anniversary of the Marshall Plan (Clemens 2000: chapters 1-2).



is there any basis for negotiations that could lead to mutual gain?
Increasingly isolated after the fall of the USSR and China’s

normalization of ties with the ROK, the DPRK leadership in the
1990s intensified its dedication to self-reliance (juche) - buttressed
by acquisition of a nuclear deterrent. By 1993 U.S. intelligence
reckoned that the DPRK already possessed or could soon produce
several nuclear bombs. Further alarmed by DPRK withdrawal from
the Nuclear Nonproliferation Treaty, the Clinton administration
deployed additional military forces that could attack and disarm
North Korea. At this juncture, however, several private American
envoys met with Kim Il-sung. One of them, ex-president Jimmy
Carter reported to the Clinton administration in mid-1994 that
Pyongyang agreed to the outlines of a deal to resolve the current
crisis and set the stage for longer-term accommodation (Creekmore
2006). Tensions subsided and, within a few months, DPRK and
U.S. representatives signed an “Agreed Framework”to freeze and
later destroy DPRK plutonium facilities under international inspection
in return for heavy oil shipments and construction of two light-
water reactors to help meet North Korea’s energy needs. Initial
estimates were that the heavy oil deliveries and two reactors
would cost 4 to 5 billion dollars, but Washington hoped most of
the costs would be borne by Japan and the ROK. Both Tokyo and
Seoul (followed later by the European Union and nine other
countries) joined the United States in the Korean Peninsula Energy
Development Organization (KEDO) to supply oil and nuclear power
to North Korea.21

Problems on all sides kept KEDO from breaking ground for the
LWRs until 2002-eight years after the framework agreement was
signed. In late 2002-early 2003 both Pyongyang and Washington
declared the agreement null and void, each blaming the other for
not fulfilling its terms. Beginning in December 2002, KEDO
suspended shipments of heavy fuel oil to the DPRK. In 2003
KEDO suspended work on the light-water reactor (LWR) project
but endeavored to preserve and maintain the LWR project assets
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at the construction site in North Korea and at manufacturers’
facilities around the world. In November 2005, KEDO’s Executive
Board members began discussions regarding termination of the
LWR project. On January 8, 2006, KEDO completed the withdrawal
of all workers from the LWR project site in Kumho, DPRK.

WWHHAATT FFAACCTTOORRSS AANNDD DDIIPPLLOOMMAATTIICC TTEECCHHNNIIQQUUEESS
CCOONNDDUUCCEE TTOO TTEENNSSIIOONN--RREEDDUUCCTTIIOONN

AANNDD AARRMMSS CCOONNTTRROOLL??

DDeetteerrrreennccee

The Cold War confrontation took shape rapidly during the period
1945-1947 but required many decades to dissolve. It was rooted
in many factors: opposed and rival political systems and ideologies,
contending aspirations for East Central Europe, Turkey, and Iran-
all exacerbated by the personalities of Iosef Stalin and Harry S.
Truman. These differences were all aggravated by a strategic
weapon asymmetry. Starting in 1945, America could destroy the
USSR while the Kremlin lacked a credible nuclear deterrent
(delivery systems as well as warheads) until the mid or late-
1950s. Similar to the USSR, China also needed years to marry
its nuclear warheads (first tested in 1964) to a credible delivery
system that could threaten U.S. allies near to China or its Communist
rival, the USSR.
Fear of nuclear war and confidence in mutual deterrence brought

the two nuclear superpowers to the negotiating table. Starting in
the late 1950s, Moscow and Washington reached dozens of arms
controls - most of them quite limited. In 1987, however, they
agreed and began to destroy an entire class of up-to-date, highly
lethal weapons - all their intermediate-range nuclear missiles -
with on-site verification.22 Far reaching commitments on reducing
intercontinental strategic weapons were reached in the 1990s,
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22 Warheads and guidance systems, however, could be saved and used in
other weapons.



though this process was halted or reversed by the George W.
Bush administration. By the 1990s if not earlier, China also had
a credible deterrent against the United States - at least twenty
ICBMs, plus nuclear warheads that could be carried by plane or
shorter-range missiles to China’s neighbors.

HHooww ttoo BBuuiilldd CCoonnffiiddeennccee

If two or more antagonistic parties want an agreement, they
must still overcome mutual distrust. This may require confidence-
building measures to reach an accord and reliable safeguards
against cheating, if an accord is reached. A strategy to build
confidence was laid out by psychologist Charles E. Osgood (1962).
He proposed a program called GRIT - graduated reciprocity in
tension-reduction. One side, usually the stronger, must take the
initiative to get off the treadmill of “mutual defection.”It must
announce publicly that it is embarking on a long-range strategy
to reduce tensions and improve relations. It must then commence
with symbolic gestures that, if reciprocated, must be followed by
more substantive concessions. It should not expect reciprocal
steps immediately, but should give the other side time to assess
the new situation and, if it too wishes to reduce tensions, offer
symbolic and then substantive moves to show its good will.
Soviet leader N.S. Khrushchev and U.S. President Dwight D.

Eisenhower moved toward their own versions of GRIT in 1955
and again in 1959. Later, presidents John F. Kennedy and Lyndon
Johnson, with their Soviet counterparts, adapted the technique to
build de′tente during 1963-1964. Once the process of tension-
reduction begins, of course, all kinds of monkey wrenches can
break the momentum. Thus, improving relations between Moscow
and Washington were interrupted by the Hungarian revolt in 1956,
the U-2 incident in 1960, and escalation in Vietnam in 1965 and
later. In the early 1970s, however, Henry Kissinger and Zhou
Enlai utilized GRIT-like moves to begin normalizing U.S.-PRC
relations. M.S. Gorbachev employed the technique to improve
Soviet relations with Beijing as well as with Washington (Clemens
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2004: chapters 6-7).
Assuming goodwill on each side, the parties also need the fine

art of diplomacy to conceive of trade-offs that create values for
each side. While Americans tended to focus on technical arms
control accords with the USSR, Soviet leaders often had their
eyes on easier access to trade and technology to benefit their
lackluster economy. Even between the two superpowers, asymmetries
in military forces made it difficult to reach accords. Soviet warheads
were often larger than those of the U.S., while Americans deployed
not just intercontinental and submarine-based missiles, but also
thousands of bombers on land and at sea for which there was no
Soviet equivalent. Washington also had two nuclear-armed allies,
while Moscow had none.

MMiilliittaarryy AAssyymmmmeettrriieess oonn tthhee KKoorreeaann PPeenniinnssuullaa

The USSR had produced a credible deterrent by the late 1950s
and China a decade or so later. Starting during 2002-2003, DPRK
representatives sometimes claimed that their country possessed
nuclear weapons - essential, they said, for deterrence. Like the
Arab world vis-a`-vis Israel, North Korea in 2007 still lacked a
credible nuclear deterrent - a weapons of mass destructionthat
could reach the United States. Without long-range aircraft or
ICBMS or submarine-launch systems, Pyongyang’s nuclear weapons
(if they existed) might menace the ROK, Japan, China, or Russia
but not the regime’s main concern, the United States. There is
even the remote possibility that, if ROK-American relations become
more antagonistic, the North’s capacity to harm the South might
not stay Washington’s hand in the event of a fraught crisis.23

Adding bite to this situation, Pyongyang has existential grounds
to fear America’s strategic power. While U.S. forces have never
attacked the USSR or China, American planes carpet bombed the
North Korean capital in the 1950s; this could happen again. The
Clinton administration gave signs it was ready to attack the DPRK
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23 On the state of the alliance, see, for example, Bechtol 2005.



during the crisis period of 1993-1994, while the George W. Bush
administration for several years placed North Korea on the “axis
of evil”or among the “tyrannical states,”and advocated “pre-
emptive”war as a legitimate way to save American lives. To be
sure, the Bush team often declared its intention to resolve its
problems with North Korea by diplomacy, indeed, by multilateral
diplomacy. But Pyongyang has to wonder, if Iraq ever settled
down, whether the bell would not toll next for North Korea.

IInnssiigghhttss ffrroomm LLiibbyyaa

Washington’s experiences with Libya as well as with Communist
regimes suggest lessons for dealing with America’s perceived
adversaries on the world stage. U.S. officials have sometimes
suggested that North Korea should emulate Libya by dismantling
its nuclear facilities and renouncing terrorism. President George
W. Bush and Vice President Dick Cheney credited the changes in
Libya to the initial successes of the U.S. invasion of Iraq (Lindberg,
2003; Ignatius 2004). However an analysis of the factors that
brought Libya, another putative “rogue state,”to these actions
illustrates why U.S. policies toward the DPRK did not soon achieve
similar results.
American policy toward Libya went through three phases: First,

the Reagan administration relied on hard-line pressures - including
bombing - to intimidate the Libyan government and perhaps kill
its leader, Mu’ammar Quaddafi. Second, the George H. W. Bush
and Bill Clinton administrations mixed coercion with multilateral
diplomacy. This blend helped initiate secret U.S.-UK negotiations
with Tripoli that produced positive outcomes in 1999 and, continued
under the George W. Bush administration, in 2003 (Jentleson and
Whytock 2005/06).
The winning approach balanced credible force (economic sanctions

as well as military threat) with deft diplomacy - and did so
consistent with three criteria: proportionality, reciprocity, and
coercive capability. It demanded major policy changes of Libya
but not regime change. It exploited the willingness of domestic
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elites in Libya to act as a “transmission belt,”pressing the top
leader to move the country into the international community.24

Indeed, the Libyan case even suggested that rogue nations can
be reformed when the top leader believes his regime can be better
preserved by engagement than by global radicalism (Jentleson
and Whytock 2005/06: 81-2).

CCOONNTTAAIINNMMEENNTT OORR EENNGGAAGGEEMMEENNTT OORR BBOOTTHH??

During 1946-1947 the United States gave up on efforts to
continue its wartime partnership with the USSR and embarked on
a strategy to contain Communist expansion. The initial version of
containment sought to restrain rather than to engage the USSR;
but attempts over many years to isolate politically and economically
the USSR and, later, other targeted countries - including Communist
China, Cuba, and Libya failed to alter the policies or character of
their regimes. When Washington shifted to an engagement strategy,
however, it normalized relations with Moscow, Beijing, and Tripoli
- setting the stage for accords useful to each party.25 Only when
Washington offered positive incentives against a backdrop of
credible U.S. hard power did it enhance American objectives.
As noted earlier, the Kremlin and White House began efforts

to reduce Cold War tensions in 1955. Trade and cultural exchange
were on the table along with security issues when President
Eisenhower met with Soviet leaders in Geneva. Three years later
the U.S. and USSR embarked on a wide range of cultural and
scientific exchanges. Each program served a specific goal, for
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24 Qaddafi’s son stated that the December 19, 2003 agreement with
the U.S. was a “win-win”deal for both sides. “Our leader believed that
if this problem were solved, Libya would emerge from the international
isolation and become a negotiator and work with the big powers to
change the Arab situation.”
25 By contrast, nearly half a century of unremitting pressure against Fidel
Castro’s Cuba deprived U.S. as well as Cuban citizens of many potential
benefits.



example, an exchange of editors from youth magazines. The
Kremlin saw the exchanges as a way to gain respectability and
acquire Western technology. For Washington, the exchanges
contributed to a grand strategy to moderate and perhaps transform
an authoritarian and often dangerous regime.
Apart from formal exchanges, Western governments and private

parties also provided a “Marshall Plan for the mind”to Soviet bloc
intellectuals and professionals. One of its architects, George C.
Minden, opined that the West did not face “Marxist obstacles, but
a vacuum,”and that the West should do “something against
frustration and stultification, against a life full of omissions.”Over
some thirty-seven years, Minden’s International Literary Center
delivered 10 million Western books and magazines to Eastern
Europe and the USSR 300,000 in 1991 alone. Fully a third of the
recipients in later years wrote thank-you letters (Martin 2006).26 

Critics said that engagement would prolong the Soviet dictatorship.
Its proponents replied that Washington could not overthrow the
Communist regime but that engagement would promote system
change. Looking back, we see that de′tente made it easier for
Soviet dissidents such as Andrei Sakharov to speak out. Greater
openness meant that Western TV crews were present in Estonia,
Latvia, and Lithuania in the late 1980s-early 1990s, inhibiting
Soviet use of force to extirpate independence movements in the
Baltic republics.27

America’s experiences with the Soviet realm during its final
decade bear great relevance to U.S. and ROK dealings with North
Korea. During the first half of the 1980s the Kremlin was headed
by three elderly and ailing Party leaders with whom President
Ronald Reagan made little effort to negotiate. Reagan wanted to
end what he termed “the evil empire”- beginning with East
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26 Mr. Minden’s Center sent several hundred copies of Clemens’1991
book, Baltic Independence and Russian Empire, to readers in Moscow
and in the Baltic countries.
27 Fewer than fifty persons were killed as the three Baltic republics
regained their independence. One Russian-speaker died in Tallinn in
2007 - one of the few deaths in street fighting since 1918.



Germany and its Wall. He opposed bolstering Soviet capabilities
by technology transfer. He called (in vain) on West Germany not
to supply high grade steel for Soviet pipelines and urged Western
Europe not to become overly dependent on Soviet gas and oil
exports.
Things changed after M. S. Gorbachev took the helm in 1985.

Then UK Prime Minister Margaret Thatcher informed Reagan that
one could do business with the new Soviet leader. Reagan tested
these waters and concurred with Thatcher. He and Gorbachev
met several times and arrived at some far reaching agreements
- an orientation continued during the period l988-1991 by George
W. H Bush. The Wall fell in 1989 and the USSR disintegrated in
late 1991.

IImmpplliiccaattiioonnss ffoorr DDeeaalliinngg wwiitthh NNoorrtthh KKoorreeaa

The lesson from U.S. dealings with the USSR could be summed
up: If you can’t overthrow them, engage them and wait for better
things to happen. As regards North Korea, however, neither
Washington nor Seoul absorbed or applied these lessons well in
the early years of the 21st century.

The Agreed Framework signed by U.S. and DPRK representatives
in 1994 broke down during 2002-2003; trust and goodwill were
lacking on each side. Both sides were at fault, but it is not clear
who did what first. Admittedly, the United States and its KEDO
partners were slow to fulfill their obligations. By the late 1990s,
if not earlier, the North Koreans were conducting an end run
by building a clandestine facility to enrich uranium. Still, the
Clinton Administration seemed in 2000 to be close to a more
comprehensive deal with Pyongyang on missiles as well as
nuclear weapons. The George W. Bush team, however, did not
continue these explorations. Instead it underscored over and
over its disdain for the DPRK leadership (Clemens 2005). Apart
from the president’s manifest dislike of Kim Jong Il, the Bush
team probably had an unspoken motive: to maintain a raison d’
etre for the ballistic missile defenses being built in Alaska and
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California. The fragile system had no hope ever of thwarting a
Russian or even a Chinese attack, but might intercept at least
some DPRK missiles (Clemens 2004).
Adopting quite the opposite orientation, South Korea’s Sunshine

Policy offered bountiful concessions to the North with virtually
no demand for reciprocity (Kim, Choong Nam 2005). If zero-sum
policies fail, does this mean that a win-win orientation must win?
The answer is “No.”Actors without scruples will be tempted to
take one-sided advantage of unconditional generosity. East Germany’s
Communist leaders accepted economic largesse from West Germany
but did little to reciprocate. Their Wall finally collapsed due to
internal discontent - driven in part by anger that the regime had
prevented travel to the other side. Similarly, Seoul’s Sunshine
Policy in the early 21st century produced few positive changes in
North Korea.
As detailed below, however, Pyongyang signed what could prove

to be major denuclearization accords in September 2005 and
February 2007. These moves probably derived from a blend of
new confidence and desperation in Pyongyang-shaped only marginally
by ROK carrots. But when Pyongyang stalled on implementing the
February 2007 commitment, Seoul held back on delivery of rice
promised to North Korea. As soon as Pyongyang reaffirmed its
February commitment in June 2007, Seoul delivered the rice. The
ROK implicit demand for a quid pro quo represented a toughening
of the Sunshine orientation and gave the DPRK another incentive
to proceed with the February accord.
Like Communist East Germany, the DPRK continued to limit

penetration by outside influences. Kim Jong Il put off his meeting
in 2000 with Kim Dae Jung by one day until the cash reward
offered him under the table was securely in his coffers.28 The
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28 The “cash for summit”inducements to Kim Jong Il in 2000 seem to have
totaled at least half a billion North another $600 million for its Mt. Jumgang
and two other projects (Kim, Choong Nam Kim 2005: 11-12). The International
Literary Center was covertly funded by the CIA, but this is rather different
from making cash bribes to DPRK potentates. While Hyundai and the ROK
government seemed to be following complementary tracks in



existence of slush funds - in both Koreas - may not fit with
Confucian ideals, but Korean children have been taught to expect
that lesser officials will “squeeze”government funds for personal
advantage.29 Lacking much sense of a Heaven-ordained vocation
(as Max Weber imputed to European Protestants), many South
Korean business people curry favor with political elites, providing
them with tokens of appreciation for favors received (Kim, Yong-
nok. 1973). For their parts, North Koreans, isolated and impoverished,
may take satisfaction from tales that relate how the small but
clever can outwit the large and powerful, even those who speak
with honey on their lips while they carry a knife close to the
heart. (The Rabbit That Rode on a Tortoise in Carpenter 1973:
125-139 at 130).
Because most relationships are variable-sum, however, neither

hard-line cynics nor overly optimistic idealists do well in international
politics. Neither an unmitigated hard line nor an altruistic soft
approach is likely to achieve its underlying goals (Deutsch 1988:
153).
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North Korea, ROK prosecutors intensified their battles with corruption. In April
2006 authorities arrested Chung Mong Koo, the head of Hyundai Motor,
charging him with embezzlement of $106 million to create a slush fund to buy
political favors, and of breaching his obligations by damaging his company’s
fortunes by over $300 million. In May 2006 the South Korean stem cell
researcher Dr. Hwang Woo-suk was indicted on charges of criminal fraud,
embezzlement, and violating bioethics laws. The chief ROK prosecutor compared
the case with the shoddily made Sungsu Bridge that collapsed in 1994 killing
32 people. Meanwhile, serious corruption cases also occurred in many other
countries and capitals including Washington, D.C.
29“You’ve often heard your father complain of officials who take for
themselves a fat share of the taxes the people pay to the King. Well,
that is a squeeze (Carpenter: 1973: 169).”



PPRROOSSPPEECCTTSS FFOORR KKOORREEAA:: AALLTTEERRNNAATTIIVVEE FFUUTTUURREESS

TTrruuee GGRRIITT??

Is there any analog on the Korean peninsula to the dissemination
of ideas fostered by the International Literary Center? John P. C.
Matthews, who worked on the book program, wrote in 2003 that
the library had sprinkled reality into an “unnatural and ultimately
irrational”system. It also laid the foundation for a smoother
relationship among opinion leaders in the West and in the East,
because they had been reading the same books (Martin 2006).
Shrill radio broadcasts with semi-official views of the U.S., DPRK,
and ROK governments are not the same thing as books that may
do “something against frustration and stultification, against a life
full of omissions (ibid.).”30 The Asia Foundation sends many books
to North Korea, but is not sure who gets to read the physics and
biology texts-not to speak of those dealing with social science.31

As Korean children learn, the Jade Emperor may grant the status
of court scholar [paksa] to those whom he pleases-not necessarily
for their “pure learning (Carpenter 1973: 143).”
Could GRIT and the arts of diplomacy help bring peace to the

Korean peninsula? More than half a century after the 1953 Armistice,
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30 The Korean CIA in 1970 showed me what looked like Time Magazine
with DPRK propaganda inside. Perhaps the ROK sent similar “publications”
to the North. But such “transmissions”are in no way as credible or
influential as sending a Soviet reader the same material as that meant
for Western audiences. Besides smuggled publications, the USSR and U.S.
governments agreed to exchange a limited number of magazines in the
other’s language. Amerika was very popular in the USSR and commanded
high prices for used copies. Many of its articles were translations of
articles originally written for publication in the United States.
31 When Robert Scalapino lectured in Vladivostok, a student from North Korea
challenged him on the origins of the Korean War. Having summarized the
relevant documents for the class, Scalapino invited the student to talk to him
later in his room. The student duly appeared, but with two colleagues -
insurance against crossing any lines. Scalapino’s recollections in a conversation
on May 1, 2006, Berkeley, California.



there was still no peace treaty ending the Korean War. Wartime
memories and fears of renewed fighting remained. Distinct political
cultures divided the parties, fostering misperceptions and communication
failures. As suggested in Table 1, the reasons for Kim Jong Il to
resist an accommodation with the non-Communist world are much
stronger than those that faced other Communist leaders at crucial
junctures.
Despite overhanging clouds, Pyongyang and Washington had

deep reasons to reach a new and broader accommodation. The
outlines of an accord that could benefit the DPRK and United
States (and Washington’s partners) were well known. As a
Brookings Institution study published in 2003 argued, normalized
relations would probably rest on moves - all in tandem - toward
nuclear disarmament by the North in exchange for security
assurances, major economic assistance, and diplomatic recognition.
The basic quid pro quo would probably resemble that of the 1994
Framework Agreement - DPRK denuclearization in exchange for
security assurances and economic assistance.32

Though the Bush administration balked at direct bilateral talks
as sought by Pyongyang, the U.S. took part in six-party talks
brokered by China (including also the ROK, Russia, and Japan).
Usually, however, one step forward was followed by one or more
steps backward. The initial rounds of these negotiations saw U.S.
diplomats demand a sequence of moves that Pyongyang was sure
to reject - what could be called a “joker”(Spanier and Nogee
1962). Thus, Washington insisted on verified dismantling of the
DPRK nuclear facilities first, with energy and other assistance to
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32 This “Geneva 2”would fill in details left vague or empty in 1994 and take
account of the many changes that have occurred in the years since the 1994
accord.  It would establish a constructive role for the other four parties in
the six-party talks and some of the many states that joined the KEDO. The
Brookings proposal included two items missing from the September 2005 and
February 2007 agreements discussed later in this paper. The Brookings

“grand bargain”suggested substantial reductions by DPRK, ROK, and American
conventional forces. It also stipulated that Pyongyang permit all kidnapped
Japanese to leave and open discussions on other human rights issues
(O’Hanlon and Mochizuki 2003).



follow later. North Korean diplomats, understandably, wanted
parallel tracks to be followed simultaneously - a sequence like
that agreed to in 1994.
In September 2005 the six-party talks reached an accord on

general principles that raised hopes another grand bargain was in
sight. Washington confirmed that it had “no intention to attack or
invade the DPRK”and that “the DPRK and the United States
undertook to respect each other’s sovereignty, exist peacefully
together and take steps to normalize their relations subject to
their respective bilateral policies.”The accord called for a process
going forward “commitment for commitment, action for action.”
But within days the agreement in principle fell apart as both
Washington and Pyongyang insisted on different sequences of
implementation.
How near and yet so far. Petulant and proud, neither the DPRK

nor the United States wanted to take the first step to break the
impasse (Onishi 2006). Adding to the discord, Washington charged
that the North engaged in drug trafficking, money laundering, and
making counterfeit of dollars-accusations that Pyongyang denied.
Beginning in late 2005, the United States began to crack down
on North Korean companies and the financial institutions that deal
with them. U.S. pressure managed to freeze some $25 million of
North Korean assets in a Macao bank. Pyongyang refused to talk
about its nuclear weapons until the United States lifted its siege
and the $25 million was repatriated. Washington replied that the
six-party nuclear talks could and should proceed without regard
to the financial crackdown, while North Korea linked the two
spheres - saying that the money laundering charges showed
Washington’s underlying hostile intent. While the U.S. position
was understandable, Washington had put up with the DPRK
machinations for years, and counterfeit dollars could be seen as
a trivial issue next to nuclear disarmament.33
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33 The BBC World News (April 18, 2006) reported that  DPRK agents had
counterfeited $45 million since the 1970s when a “Bureau 39”began to create
a slush fund for Kim Jong Il.



Looking at the increase in the number of countries possessing
nuclear arms and the quest by terrorists to obtain such weapons,
a lead negotiator for Ronald Reagan and other Republican presidents
wrote in 2006 that he had never been more worried about the
future of his children and grandchildren. “Unfortunately,”he
observed, “the goal of globally eliminating all weapons of mass
destruction is today not an integral part of American foreign policy
(Kampleman 2006).”
Confounding many hopes and adding to many fears, North Korea

tested a three-stage missile and detonated a nuclear device in
2006. The missile fell apart in mid-flight and the device was puny.
Much further research and development would be required to
produce nuclear warheads sufficiently small and light to fit atop
a missile. Much work would also be needed to develop missiles
that were reliable and accurate. But Pyongyang was developing
the essentials of a minimum nuclear deterrent. Would this prospect
make a grand bargain less or more feasible?
The United Nations Security Council took a hard line on both

tests. Resolution 1695 adopted unanimously on July 15, 2006
condemned the recent DPRK missile launches and demanded the
suspension of all related ballistic missile activity. It urged North
Korea to return immediately to the six-party talks without
preconditions.34 Resolution 1718, adopted unanimously on October
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34 The resolution condemned the multiple launches by the DPRK of ballistic
missiles on 5 July 2006 local time. The text spelled out that the Security
Council:

1. Demands that the DPRK suspend all activities related to its ballistic
missile programme, and in this context re-establish its pre-existing
commitments to a moratorium on missile launching;

2. Requires all Member States, in accordance with their national legal
authorities and legislation and consistent with international law, to
exercise vigilance and prevent missile and missile-related items, materials,
goods and technology being transferred to DPRK’s missile or WMD
programmes;

3. Requires all Member States, in accordance with their national legal
authorities and legislation and consistent with international law, to
exercise vigilance and prevent the procurement of missiles or missile 



14, 2006, demanded that the DPRK “abandon all nuclear weapons
and existing nuclear programmes in a complete, verifiable and
irreversible manner.”It provided stronger teeth than the earlier
resolution.35

The events of late 2006 and early 2007 could push the parties
toward or away from a deal. But U.S. and DPRK diplomats met
on a bilateral basis and then in a fifth round of multilateral talks
again brokered by Beijing. On February 13, 2007 the six parties
signed a document entitled “Initial Actions for the Implementation
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related-items, materials, goods and technology from the DPRK, and the
transfer of any financial resources in relation to DPRK’s missile or
WMD programmes;

4. Underlines, in particular to the DPRK, the need to show restraint and
refrain from any action that might aggravate tension, and to continue
to work on the resolution of non-proliferation concerns through political
and diplomatic efforts;

5. Strongly urges the DPRK to return immediately to the six-party talks
without precondition, to work toward the expeditious implementation of
the 19 September 2005 Joint Statement, in particular to abandon all
nuclear weapons and existind nuclear programmes, and to return at an
early date to the Treaty on Non-Proliferation of Nuclear Weapons and
International Atomic Energy Agency safeguards;

6. Supports the six-party talks, calls for their early resumption, and urges
all the participants to intensify their efforts on the full implementation
of the 19 September 2005 Joint Statement with a view to achieving
the verifiable denuclearization of the Korean Peninsula and in north-
east Asia;

7. Decides to remain seized of the matter.
35 For teeth, the resolution provided that shipments of cargo going to and
from North Korea may be stopped and inspected for WMD or associated
items. (In deference to China and perhaps to the ROK, however, the resolution
did not obligate member states to perform such inspections.) It banned  imports
and exports of “battle tanks, armored combat vehicles, large calibre artillery
systems, combat aircraft, attack helicopters, warships, missiles or missile
systems”, “related materiel including spare parts”and any other items identified
by a sanctions committee. UN member states were to freeze the overseas
assets of individuals and companies involved with the DPRK’s weapons
programs. An international travel ban was placed on program employees and
their families last but not least, the resolution forbade UN members to export
luxury goods to North Korea.



of the [September 19, 2005] Joint Statement. The February 13
accord seemed to meet many of the basic needs of each party,
but implementation raised both technical and political problems for
all parties. Pyongyang refused to seal the Yongbyon reactor or
carry out other required moves until it got the $25 million
sequestered in Macao. But even when the U.S. Treasury Department
authorized release of the money, the DPRK government claimed
not to have received it. North Korea wanted assurances that its
banking links would be liberated from any tinge of dirty money.
The financial transfer was finessed in June 2007 by wires from

Macao to Washington to Moscow, where the DPRK had banking
representation. Having received the $25 million, Pyongyang said
it was ready to seal the Yongbyon reactor. It invited IAEA
representatives to arrange verification. Many other steps remained
on the road to denuclearization. Only time would reveal whether
the February 13 accord marks a significant breakthrough, or
whether it was just another speed bump on the road to a more
intense confrontation. Experts argued the case pro and con.36

AALLTTEERRNNAATTIIVVEE FFUUTTUURREESS

What do the foregoing arguments imply for the major alternative
futures facing North Korea?
The status quo - a continuation of present political, economic,

and military trends - is unlikely to hold beyond a few years.
Stalinism may already be suffering a natural death. Top-down
controls and juche isolation are not viable - especially given the
vibrant dynamism of South Korea and the increasing permeability
of the North.
Some of the worst imaginable worlds are also quite feasible.

Stalinism might not wither gradually. Instead, North Korea could
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36 Was the February 13 deal an event worth celebrating? See, for example,
the debate between Henry Sokolski and Andrew J. Grotton on March 16 at
Council on Foreign Relations 2007.



implode or explode. It could suffer an economic breakdown and
intense civil strife. The regime would probably respond with even
more repression, but it could also collapse, yielding anarchy.
Societal fitness would decline even further as North Korea veered
between rigid order and sheer anarchy. Refugees would flood into
South Korea and China, creating major disruptions.37

On the other hand, if the Communist regime hangs on and the
DPRK becomes a credible nuclear armed power, both optimistic
and pessimistic scenarios are plausible. Optimists hope that regional
security would improve because Pyongyang could rest secure
behind its minimum deterrent. Neighboring countries such as Japan
would take few countermeasures because they trust in their
burgeoning antimissile defenses and America’s nuclear umbrella.
By contrast, pessimists worry that a nuclear equipped DPRK would
provoke Japan, the ROK, and perhaps Taiwan to join the nuclear
club - goading China and then India and then Pakistan to take
compensatory actions; growing fears of a nuclear confrontation in
the region could stimulate capital flight from South Korea and
Japan. To prevent this outcome the United States might try to
disarm the DPRK by force, a move that would probably incite a
cross-border attack on South Korea and push China, Russia, and
Japan to bolster their own defenses. The chaos of war might even
lead to hostilities between China or Russia and the United States.
If all sides play their cards well, however, a variety of not-so-
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37 China does not want chaos on the Korean peninsula, but it is doubtful that
Beijing would try to inject military force to save a brother Communist regime
or establish a client state. Apart from Tibet, China has not used force abroad
for regime change. Beijing places great weight on good ties with Seoul and
may even see Korean unification as inevitable. Against this prognosis, however,
Dr. Jun Zhan notes (e-mail dated May 11, 2006) that several years ago China
replaced its military police with regular People’s Liberation Army units at
the border with North Korea and that elite PLA units then conducted maneuvers
in the region. While Beijing values good relations with the ROK, it would not
welcome loss of a deep (some 3,000 km.) buffer zone, permitting hostile
forces to advance to the Duck-Green River-Mao Zedong’s 1950 nightmare. For
analysis of  efforts to bridge differences between Beijing and Taipei, see
Zhan 1993.



bad alternatives are attainable. Emulating China, the Communist
regime in North Korea might retain its central role but try to
foster a market economy. It might engineer a “bold switchover”
- shifting the lion’s share of resources away from the military
to a broad development orientation (Noland et al. 2006). Like the
U.S. and former Soviet Union, Washington and Pyongyang could
replace vituperation and tension with a program to reduce tensions
and normalize relations. De′nente and some entente between
Pyongyang and Washington could set the stage for a more
constructive relationship between the two Koreas-confederation
if not federation or union. These actions, in turn, would help East
Asia become a stable zone of peace and prosperity.
Which scenarios prevail will depend on a welter of factors, but

ultimately hinge on the perceptions and decisions of individuals
in key places.

42 THE JOURNAL OF EAST ASIAN AFFAIRS



RREEFFEERREENNCCEESS

Bechtol, Bruce E., Jr. 2005. The ROK-US Alliance During the
Bush and Roh Administrations: Differing Perspectives and
Their Implications for a Changing Strategic Environment.
International Journal of Korean Studies. 9(2): 87-115.

Burns, Richard Dean, ed. 1993. Encyclopedia of Arms Control and
Disarmament. ABM treaty. New York: Scribner’s. 3(3): 1253-
59.

Carpenter, Frances. 1973. Tales of a Korean Grandmother. Boston,
Ma.: Tuttle.

CIA. World Factbook in 2006. http://cia.gov/cia/publications/
factbook/geos/kn.htm#Econ Accessed May 11, 2006.

CIA. World Factbook in 2007/ https://www.cia.gov/library/publications
/the-world-factbook/index.html. Accessed May 17, 2007.

Clemens, Walter C., Jr. 1978. The U.S.S.R. and Global Interdependence:
Alternative Futures. Washington, D.C.: American Enterprise
Institute. 

Clemens, Walter C., Jr. 1990. Can Russia Change? The USSR
Confronts Global Interdependence. Boston: Unwin Hyman.

Clemens, Walter C., Jr., 1991. Baltic Independence and Russian
Empire. New York: St. Martin’s.

Clemens, Walter C. Jr. 2000. America and the World, 1898-2025:
Achievements, Failures, Alternative Futures. New York: St.
Martin’s.

Clemens, Walter C., Jr. 2001. The Baltic Transformed: Complexity
Theory and European Security. Lanham, Md.: Rowman &
Littlefield.

Clemens, Walter C. Jr. 2004. Dynamics of International Relations:
Conflict and Mutual Gain in an Era of Global Interdependence.
2d. ed.; Lanham, Md.: Rowman & Littlefield. 

Clemens, Walter C. Jr. 2004. Almost Back to Square One [in
North Korea]. Bulletin of the Atomic Scientists. 60(5): 22-25.

Clemens, Walter C., Jr., 2005. Negotiating Weapons of Mass

NORTH KOREA’S FUTURE 43



Destruction in North Korea. International Negotiation Journal.
10: 453-86.

Council on Foreign Relations 2007. http://www.cfr.org/publication/12791/
is_the_north_korea_deal_worth_celebrating.html?breadcrumb=
%2Fregion%2F276%2Fnorth_korea. Accessed May 26, 2007.

Creekmore, Marion V., Jr. 2006. A Moment of Crisis: Jimmy
Carter, the Power of a Peacemaker, and North Korea’s Nuclear
Ambitions. New York: Public Affairs.

Deutsch, Karl W. 1988. The Analysis of International Relations.
3d ed.; Englewood Cliffs, N.J.: Prentice-Hall.

Dickie, Mure. 2006. Censors Turn China’s Baidupedia Into Closed
Book. Financial Times. May 13/14: 4.

Florida, Richard L. 2006a Do not get impaled on the spikes of
China’s success. Financial Times. April 7: 8.

Florida, Richard L. 2006b. The Flight of the Creative Class: The
New Global Competition for Talent. New York: HarperBusiness.

French, Howard W. 2006. Chinese Turn to Civic Power As a New
Tool. New York Times. April 11: A1, 8.

Guerrera, Francesco. 2006. China is in Danger of Sinking. Financial
Times. May 6/7: 12.

Harrison, Neil, ed. 2006. Complexity in World Politics. Albany,
N.Y.: State University of New York Press.

Hirschman, Albert O. 1970. Exit, Voice and Loyalty. Cambridge,
Ma.: Harvard University Press.

Ignatius, David. 2004. A Gaddafi Cover-Up. The Washington Post.
October 26.

Jentleson, Bruce W. and Christopher A. Whytock. 2005/06. Who
‘Won’Libya? The Force-Diplomacy Debate and the Implications
for Theory and Practice. International Security. 30(3): 47-
86.

Kampleman, Max M. 2006. Bombs Away. New York Times, April
24: A23.

Kim, Choong Nam. 2000. Pyongyang’s Dilemma of Reform and
Opening - How to Compromise Economic Benefits with Political
Risks. Korea and World Affairs. 24(2): 247-76.

Kim, Choong Nam. 2005. The Roh Moo Hyun Government’s Policy

44 THE JOURNAL OF EAST ASIAN AFFAIRS



toward North Korea. International Journal of Korean Studies.
9(2): 1-33.

Kim, Yong-nok. 1973. On Korean Entrepreneurship in Listening
to Korea: A Korean Anthology, edited by Marshall R. Pihl.
New York: Praeger: 227-233.

Kincaid, D. Lawrence and June Ock Ym. 1976. The Needle and
the Ax - Communication and Development in a Korean Village
in Communication and Change: The Last Ten Years - and
the Next, edited by Wilbur Schramm and Daniel Lerner.
Honolulu: University Press of Hawaii: 83-97.

Kampleman, Max M. 2006. Bombs Away. New York Times. April
24: A23.

Korean Peninsula Energy Development Organization. http://www.
kedo.org/. Accessed May 17, 2007.

Krieger, Joel, ed. 2001. Oxford Companion to Politics of the World.
2d ed.; New York: Oxford University Press.

Lankov, Andrei. 2006. The Natural Death of North Korean Stalinism.
Asia Policy. 1 (January): 95-121.

Lindberg, Tod. 2003. A Policy of Prevention: The Administration’s
Strategy against WMD Is Working. Washington Times.
December 30.

Martin, Douglas. 2006. George C. Minden, Who Smuggled Books
in a Cold War of Words, Is Dead at 85. New York Times.
April 23: 29.

Martin, Lawrence E. 2006. The Central Liberal Truth: How Politics
Can Change a Culture and Save It from Itself. New York:
Oxford University Press.

McGlinchey, Eric. 2006. Islamic Leaders in Uzbekistan. Asian
Policy. 1 (January): 123-44.

Noland, Marcus et al. 2006. The Regional Economic Implications
of North Korea’s Security Behavior - the “Bold Switchover”
Concept. Seattle, Wa.: National Bureau of Asian Research.

O’Hanlon, Michael and Mike Mochizuki. 2003. Crisis on the Korean
Peninsula: How to Deal with a Nuclear North Korea. New
York: McGraw-Hill.

Onishi, Norimitsu. 2006. Key Diplomats Together Again, But Not

NORTH KOREA’S FUTURE 45



Meeting on North Korea. New York Times. April 11. 
Osgood, Charles E. 1962. An Alternative to War and Surrender.

Urbana: University of Illinois Press.
Ross, Carne 2006. We must hear the unheard for a more stable

world. Financial Times, April 6: 13.
Rummel, Rudolph J. 1996. Death by Government. New Brunswick,

N.J.: Transaction.
Safran, William, ed. 1998. Nationalism and Ethnoregional Identities

in China. London: Frank Cass.
Schelling, Thomas C. 1980. Strategy and Conflict. Rev. ed.;

Cambridge, Ma.: Harvard University Press.
Spanier, John W. and Joseph L. Nogee. 1962. The Politics of

Disarmament: A Study in Soviet-American Gamesmanship.
New York. Praeger.

Starr, S. Frederick. 1989. A Peculiar Pattern. Wilson Quarterly.
13(2): 37-50.

United Nation Development Programme 2006. Human Development
Report at http://hdr.undp.org/hdr2006/pdfs/report/HDR_2006_
Tables.pdf.

Yakovlev, Aleksandr N. 2003. Sumerki. Moscow: Materik.
Zhan, Jun. 1993. Ending the Chinese Civil War: Power, Commerce,

and Conciliation Between Beijing and Taipei. New York: St.
Martin’s.

46 THE JOURNAL OF EAST ASIAN AFFAIRS



NORTH KOREA’S FUTURE 47

<Table 1> WWhhyy SSoommee CCoommmmuunniisstt LLeeaaddeerrss WWoouulldd BBee RReelluuccttaanntt ttoo
NNeeggoottiiaattee DDee′tteennttee wwiitthh tthhee WWeesstt

KKIIMM JJOONNGG IILL 22000077
((BBeeffoorree
CCoommmmiittttiinngg ttoo
tthhee FFeebbrruuaarryy 1133
AAccccoorrdd))

MMAAOO ZZEEDDOONNGG 11997700
((BBeeffoorree
NNoorrmmaalliizzaattiioonn ooff
RReellaattiioonnss wwiitthh
WWaasshhiinnggttoonn))

SSTTAALLIINN 11994466
((BBeeffoorree tthhee CCoolldd
WWaarr IInntteennssiiffiieedd))

LLEENNIINN 11991188
((BBeeffoorree tthhee
BBrreesstt--LLiittoovvsskk
TTrreeaattyy wwiitthh
GGeerrmmaannyy))

PPEERRSSOONNAALLIITTYY

IInnsseeccuurree

RRiiggiidd,, IInnfflleexxiibbllee

PPeerrssoonnaalliittyy CCuulltt

DDeeiiffiieedd

HHIISSTTOORRYY

RReemmoottee FFrroomm

WWeesstteerrnn CCuullttuurree

PPeerrcceeiivveedd AAbbuussee

bbyy tthhee WWeesstt

PPOOLLIITTIICCAALL SSYYSSTTEEMM

OOnnee--PPaarrttyy RRuullee

TToottaalliittaarriiaann

FFaaccttiioonnss OOppppoosseedd

ttoo DDeetteennttee

DDeeppeennddeennccyy oonn

MMiilliittaarryy EElliitteess

ZZeerroo--SSuumm WWoorrllddvviieeww

EExxppaannssiioonniisstt IIddeeoollooggyy

EEtthhnniicc--NNaattiioonnaalliisstt

CCeennttrriiffuuggaall FFoorrcceess

LL

LL

LL

LL

LL

MM

MM

LL

HH

LL

HH

HH

HH

MM

MM

HH

HH

MM

MM

HH

HH

MM

LL

MM

MM

MM

LL

MM

HH

HH

HH

MM

HH

HH

MM

MM

MM

LL

LL

??

??

HH

HH

HH

HH

HH

HH

??

??

HH

HH

LL

(CODE: Low, Medium, or High rating in the given year; author’s evaluations)



48 THE JOURNAL OF EAST ASIAN AFFAIRS

KKIIMM JJOONNGG IILL 22000077
((BBeeffoorree
CCoommmmiittttiinngg ttoo
tthhee FFeebbrruuaarryy 1133
AAccccoorrdd))

MMAAOO ZZEEDDOONNGG 11997700
((BBeeffoorree
NNoorrmmaalliizzaattiioonn ooff
RReellaattiioonnss wwiitthh
WWaasshhiinnggttoonn))

SSTTAALLIINN 11994466
((BBeeffoorree tthhee CCoolldd
WWaarr IInntteennssiiffiieedd))

LLEENNIINN 11991188
((BBeeffoorree tthhee
BBrreesstt––LLiittoovvsskk
TTrreeaattyy wwiitthh
GGeerrmmaannyy))

NNaattiioonnaalliisstt IIddeeoollooggyy

SSeellff––RReelliiaanntt EEccoonnoommyy

NNeeeedd FFoorreeiiggnn BBooggeeyy

PPOOWWEERR BBAALLAANNCCEE

PPeerrcceeiivveedd TThhrreeaatt

PPeerrcceeiivveedd HHoossttiilliittyy

ffrroomm WWeesstteerrnn LLeeaaddeerrss

RReelliiaannccee oonn aa

MMiilliittaarryy DDeetteerrrreenntt

FFoorreeiiggnn AAlllliieess aanndd

SSyymmppaatthhiizzeerrss AAggaaiinnsstt

DDee′′tteennttee

SSeeccrreettss ttoo KKeeeepp

ffrroomm FFoorreeiiggnneerrss

DDiivviiddeedd NNaattiioonn wwiitthh

RRiivvaall NNeexxtt DDoooorr

FFoorreeiiggnn AAiidd eevveenn

wwiitthhoouutt DDee′′tteennttee

LL

MM

LL

HH

HH

LL

MM

((wwoorrkkeerrss’’ppaarrttiieess))

MM

LL

LL

HH

MM

MM

MM

MM

MM

LL

HH

LL

LL

MM

MM

MM

HH((ffrroomm UUSSSSRR))

LL––MM

MM

LL

MM

MM

LL

HH

HH

HH

HH

HH

HH

LL

HH

HH

MM--HH



CCHHAANNGGIINNGG UU..SS.. AALLLLIIAANNCCEE SSTTRRAATTEEGGYY AANNDD
TTHHEE LLIIMMIITTSS OOFF BBIILLAATTEERRAALL AALLLLIIAANNCCEE

SSTTRRUUCCTTUURREE IINN NNOORRTTHHEEAASSTT AASSIIAA

IIHHNN--HHWWII PPAARRKK
Ewha Womans University

AAbbssttrraacctt

Throughout the Cold War, Korea-US and US-Japan alliances in
Northeast Asia functioned as United States’major security network.
However, as the substance of both global and Northeast Asian
regional security relations is transforming, theoretical and policy-
oriented reconfiguration of the bilateral alliance is rapidly making
progress. It is understood that changes in the identity of the ROK-
U.S. and U.S.-Japan alliance in terms of threat perception and security
goal are fairly differentiated. In case of ROK-US alliance the common
foundation of the alliance such as perception on deterrent subject
is slowly collapsing. At the same time the U.S. has shown a firm
vision on the ROK-U.S. alliance and confirmed a continuous discussion
and compromise with its counterpart. The U.S-Japan alliance is
affected by more complicated diplomatic relationship between the
two nations. Most importantly, the future U.S-Japan alliance will act
as an institutional tool contributing not only for Northeast Asia’s
security, but for Japan to contribute for international security.

Key Words: Alliance, Northeast Asian Bilateral Structure, Korea-US
Alliance, US-Japan Alliance, Military Strategy.
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IINNTTRROODDUUCCTTIIOONN

After the Second World War, the United States, overcoming its
geographical identity as merely a continental state of North America,
moved to bolster its position as part of the Northeast Asian regional
order by consolidating its military security relations with Northeast
Asian allies: the Republic of Korea, Japan, and Taiwan (Calder
2003; Ikenberry 1998/9; Buckley 1992). Consequently, the two
alliances, the ROK-U.S. alliance and the U.S.-Japan alliance, served
as key mechanisms to advance U.S. strategic national interest in
the Northeast Asian region. However, new changes in the Northeast
Asian regional security complex are forcing the United States into
pursuing new alliance strategies. Currently, these changes are
taking shape in two dimensions: first the U.S. no more shares the
military goals of the alliances with their Northeast Asian allies as
they did during the Cold War period, and, second, the U.S. has
faced a new trend of regional integration among Northeast Asian
countries in the post-Cold war era (Pempel 2005; Krauss & Pempel
2004).1

Considering this background, it is absolutely necessary to review
theoretical and policy oriented countermeasures to the changes
in the military relations among the ROK, the U.S. and Japan.
Especially after 9.11 and the advent of the ‘War on Terrorism,’
the trilateral relationship in the past that comprised the U.S.-Japan
and ROK-U.S. alliance is losing common ground on Northeast
Asian security as the two bilateral alliances each continue to
evolve and find new directions (Armitage 2007; Cha 2002, 129).
At this juncture it is indispensable for analysis purposes to provide
a theoretical framework within which to review the policy options
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67-77; Daniel Twining, America’s Grand Design in Asia. The Washington
Quarterly 30(3), 2007. 79-94.



facing the U.S; this framework needs to take into account various
scenarios concerning the North Korean nuclear issue, the so-
called China threat and related issues regarding the future of the
Northeast Asian power structure, as well as the asymmetrical
regional structure that exists between economic development on
the one hand and the security framework on the other.
It is this paper’s objective to analyze the process of transformation

in the Northeast Asian bilateral structure of the ROK-U.S. and
U.S.-Japan alliances which is confronting a new security environment
in the 21st Century. Throughout the Cold War, the two bilateral
alliances in Northeast Asian region functioned as a major security
network for the U.S., typically helping to protect its military and
security interests and its geopolitical relations across the whole
Eurasian Continent. However, as the substance of both global and
Northeast Asian regional security relations is transforming,
reconfiguration of the bilateral alliance both in theory and practice
is rapidly underway. It is also clear that while both the ROK-U.S.
and U.S.-Japan alliances are undergoing change, they are substantially
different in terms of threat perception and security goals. Thus,
the purpose of this research is to individually compare and analyze
how the development of each alliance, ROK-U.S. and U.S.-Japan,
has unfolded amidst vast changes in the Northeast Asian security
order due to diverse variables including global terrorism, China
as a rising power, Northeast Asian economic development, Japan’s
normalization, and North Korea’s nuclear problem, etc. Also, this
paper explores policy-oriented suggestions according to a comparative
analysis. First the paper carries out an analysis of the special
features of the global and Northeast Asian security environment
of the 21st Century from the perspective of U.S. strategic interests.
Based on this analysis, explanations will be provided for the new
direction of development and nature of the ROK-U.S. and U.S.-
Japan alliances. Lastly, the paper will cover the significance of
changes in the Northeast Asian security complex in terms of how
they relate to Korea’s national security policies.
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CCOONNCCEEPPTTUUAALL CCHHAANNGGEESS IINN SSEECCUURRIITTYY AANNDD
TTHHEE UU..SS.. AALLLLIIAANNCCEE SSTTRRAATTEEGGYY

NNeeww CCoonncceepptt ooff SSeeccuurriittyy

Since 9.11, a chain of events in the international security
environment induced the United States to pursue fundamental
changes in its national security policy by creating an entirely new
concept of security (Lebovic 2006; Mandelbaum 2002). At the
outset, one country’s national security strategy starts by outlining
a view of the ‘world.’The United States’view of the world in
the 21st Century can be encapsulated as securing ‘efficient
sovereignty.’This approach requires a different understanding
than that of traditional sovereignty.2 Sovereign control does not
indicate superior control of the strongest over various subordinate
interest groups within a specific territory anymore. From a legal
standpoint, sovereignty means direct control by a state over the
administration of a territory’s subjects and property. Simultaneously,
it implies a certain consciousness of responsibility on the part of
the sovereign power and provides a role for multilateral peacekeeping
under a pluralistic international order. According to this logic, the
United States bestows a unique consciousness of responsibility
on itself where international peace and security are concerned. 
At the present time, a conceptual reconstruction of national

security is taking place along the lines of the following.3 First, the
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2 Traditional understanding of sovereignty focuses on the concept of
‘absolute sovereignty,’while post-cold war concept of sovereignty confines
itself to the narrow notion of ‘efficient sovereignty.’For more specific
discussion see, Helle Malmvig, State Sovereignty and Intervention: A
Discourse Analysis of Intervention and Non-Interventionary Practices in
Kosovo and Algeria. London: Routledge, 2006.
3 This explanation is mainly based on the following reference: Barry R.
Posen. Command of the Commons: The Military Foundation of U.S. Hegemony.
International Security 28(1), 2003, 3-43; Thomas Donnelly. What’s next?:
Preserving American Primacy, Institutionalizing Unipolarity. AEI National
Security Outlook, New York: AEI, 2003; Philip Zelikow. The Transformation
of National Security. The National Interest 71, 2003.



United States is establishing afresh the geographical basis for
national security. In the past, an enemy was given that title only
after a specific scale of military forces had been mobilized and
stationed ready for combat. This approach is in stark contrast to
the one taken in a post-9.11 environment of asymmetric threats,
where frontiers of national security are basically ubiquitous. The
threat from terror attacks conspicuously explains this development,
and the frontier-vaunting national security policy of the United
States thus responded by newly reorganizing and establishing
institutions for systematic defense. The department of Homeland
Security was created, and the FBI was required to carry out
reorganization on a massive scale, 30 years or so after the last
major US Congressional Inquiry had forced it to do likewise in the
wake of the Watergate scandal (1972) and the subsequent
congressional hearings of 1976. Above all, the Department of
Defense has been undergoing revolutionary structural reform through
the US’military strategy, Revolution in Military Affairs (RMA).
Usually, diplomatic relations concisely express the domestic values
and thoughts within an individual society. As a result, the fact that
the United States’national security interests are set outside any
spatial conceptions of national boundaries indicates that the U.S.
geopolitical aspirations have expanded more than ever before. Thus,
for the foreseeable future, it is predicted that the United States
will continue to exert its influence on the international political
stage to achieve its national interests in global security.
Secondly, the United States’conceptual reconstruction of national

security has an integrating trait between realism and liberalism
(Hoffman 1977). After WWII, what used to be the most common
theoretical division of labor - between realism and liberalism -
in U.S. external policies became meaningless in policy making
(Malone and Yuen 2003, Ch. 1). One of the most symbolic changes
that the ‘War on Terrorism,’and the Iraq War indicates in US
policy-making is the combination of ‘power,’and ‘principle’(Park
2003, 62-65). In pursuing its objectives concerning national
security, the United States has shown a disposition to resort to
policy in which the end justified the means. In the annual State
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of the Union Address delivered by President Bush in 2002, he
asserted his administration’s commitment to the “non-negotiable
demands of human dignity.”As evident in the Iraq War, the moral
high ground the United States has claimed has been different in
substance from that of any of the other strong powers in the
international community. Hence, what is inevitably referred to as
the moral high ground seems to easily invite the criticism that it
has been a mere excuse for the eventual victors to justify military
intervention throughout history. The problem is how this sort of
concept subscribed to by the United States will influence international
order and security. The future of intenational security depends
on a large extent on what values and principles the US, as the
sole superpower, will accommodate for ensuring that just such a
goal is achieved (Twining 2007, 82-83). Even after the current
Bush administration becomes replaced by the next administration,
it is quite likely that the combination of power and principle shall
continue to reign in shaping national security policy. This can be
explained by the fact that the current Bush administration comprises
several influential so-called ‘neo-cons’- a group of considered
by many to be neither distract nor isolated from the universal
values and aspirations shared by the U.S. as a whole. In spite of
external criticism, the neo-con’s strategic options can be understood
as part of the American society’s general ideological values.4 One
may expect a new policy direction for U.S. foreign policy after
the presidential election of 2008. At the same time some would
claim that Democratic foreign policy has tended to be more morally
based than that of the Republicans’and that in recent Democratic
administrations overseas military interventions have largely been
restricted to humanitarian and peacekeeping role.
Thirdly, the conceptual change in U.S. national security strategy

entails integrating the universal principles of international politics
into a system of great power politics. In other words, the newly

54 THE JOURNAL OF EAST ASIAN AFFAIRS
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see, Irwin Stelzer. The Neo-con Reader. New York: Grove Press, part Ⅱ,
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established U.S. perspective on national security has its focus on
inducing subordination of the international political structure under
U.S. influence. One of the most conspicuous traits of international
politics observed over the centuries is the rivalry of great powers
(Mearsheimer 2001; Snyder 2002). Nevertheless, in this transformed
international security environment, the United States has employed
negotiation and cooperation with the great powers in the world
to its advantage (Walt 2006, Ch. 4; Nye 2003, Ch.1). While history
shows us that intense rivalry among a number of great powers
was prevalent throughout at least the first half of the 20th century
giving rise to two world wars, the global landscape is significantly
different today. The fact that the overwhelming superiority of U.S.
military power actualized a sole superpower indicates that the
United States’steadfast pursuit of neoliberal values and institutions
will also serve as a tool for the attempted establishment of a U.S.-
centered international order. Realistically, it is estimated that the
U.S. has the capacity to continuously set the major agendas for
the international arena, provided it continues close cooperation
with the great regional powers on the Eurasian continent. In fact,
ever since 9.11, the United States has been developing stronger
ties with certain strategically influential countries such as Russia,
China, and India. The U.S. believes that the crux of its national
security lies in maintaining effective partnerships with such countries.

CChhaannggeess iinn UU..SS.. MMiilliittaarryy SSttrraatteeggiieess

The Bush administration has emphasized the importance of
unilateral diplomatic approaches (Walt 2006, Ch. 2; Bush 2002).
Passing beyond traditional strategic concepts of Republican
conservatives, such as ‘deterrence,’‘containment,’and ‘collective
security,’they pursue hegemonic policies with regard to almost
every security-related issues. This distinct policy shift is the root
cause of the changes in U.S. security strategies. The Bush
administration takes pride in the fact that the foundation of the
United States is based on a universal value for human kind: liberal
democracy. The United States largely relies on its traditional
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national and historical view of ‘exceptionalism,’and ‘sense of
mission’which is to spread these kinds of American values to
the rest of the world. The United States’sense of mission amidst
the transforming international order of the 21st century is to take
the lead in setting up an international order that is more progressive
than at any other time in the past. For this, the Neo-cons who
dominate the Bush administration believe the American standards
and values should be practiced at a universally global level.
Accordingly, the Neo-cons believe that a relative decline in the

power of the United States will eventually lead to the deterioration
of the ideological system of international community, as well as
overall global welfare (Park 2003, 66). So, they argue further
that the United States’hegemonic interventionist policy is necessary
not only for American national interest, but also for the welfare
of international human society.5 For this belief to be actualized,
they believe the core preconditions should be based on moral
lucidity, active diplomacy, and military superiority. Also, in order
to realize all such national interests, they see advantage in
fundamentally changing the past alliance relations that focused on
the function of deterrence. The Neo-cons who watchfully attended
to this system contend that the United States is now confronting
a historically unprecedented ‘Unipolar Moment’throughout world
history, and that the role of the U.S. inevitably originates from
this given status (Layne 2006, Ch. 6, 7; Krauthammer 2002).
The U.S. preference for unilateral diplomacy has been further

strengthened since the 9.11 terrorist attacks. In understanding
the 9.11 terrorist incident, there have also been voices of reflection
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5 Of course this kind of American linkage of the country’s national interests
to overall global interests was already founded before 9.11: see Samuel
Huntington. The Lonely Superpower. Foreign Affairs 1999, 78(2); Joseph
Nye. Redefining the National Interest. Foreign Affairs 1999, 78(4). However,
these trends have become more popular both with policy makers and academic
thinkers after 9.11: see, Chris J. Doran. In War We Trust: The Bush Doctrine
and The Pursuit of Just War. Burlington, VT: Ashgate Publishing Company,
2005; Ivo H. Daalder and James M. Lindsay. America Unbound: The Bush
Revolution in Foreign Policy. Hoboken, NJ: John Wiley & Sons, Inc., 2003.



claiming that America’s coercive diplomacy policy rather backfired:
to them, US policy provoked anti-sentiments of peripheral powers
left out of the U.S.-centered international order, and intensified
the solidarity of anti-U.S. sentiments. Nevertheless, this sense of
reprimanding reflection will not entirely stop the unilateral tendency
of the Bush administration’s diplomacy policy which previously
has been running its course for some time now. In particular,
since 9.11, the U.S. could further officially legitimize its unilateral
diplomatic line through the process of building an international
cooperative structure for the U.S.-centered ‘anti-terrorism’war.
This is because the success in the execution of the war on
terrorism essentially requires active measures by a combination
of both U.S. military power and U.S. leadership. Needless to say,
the Bush administration is not directly objecting to a cooperative
system involving the great powers in international politics with
the purpose of efficiently managing international order. Rather,
the U.S. considers the unpredictability and complexity of the
current international order as fundamental grounds for multilateral
cooperation that will eventually lead to the success of U.S. diplomacy
policy (Walt 2006, 180; Layne 2006, 130). Depending on how
the United States utilizes its alliance relations, treaties with other
countries, and international organizations, it is the stance adopted
by the U.S. that it believes it may either be helpful or harmful to
it national interests.
Against this background, it is worth assessing the Iraq War as

the most typical precedent of the Bush administration’s diplomacy
policy that underscores its unilateralist approach. To the U.S., the
legitimacy of the Iraq War was established by the need to respond
to asymmetrical threats that can break out anywhere around the
globe. America’s traditional European partner countries expressed
their dissatisfaction that the United States excessively relied on
unilateral diplomacy during the execution of the War on Iraq
(Lansford and Tashev 2004, Ch. 14). This sense of discontent
was further heightened since the Bush administration favored
taking an offensive diplomatic approach towards the so-called
rogue states in the name of ‘Preventive Diplomacy’in 2002. Still,
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it is the United States’main argument that these deviant states
are not only supporting international terrorism, but also that they
are pursuing the production and proliferation of Weapons of Mass
Destruction, and that these actions have the potential to ultimately
hurt U.S. national interests.

NNoorrtthheeaasstt AAssiiaann SSeeccuurriittyy SSttrruuccttuurree

Compared to Europe or the North American region, the Northeast
Asian international order has experienced a distinctly unique process
of formation. Unlike the European case in which countries of similar
status in economic development, social stability, and at similar
scientific and technological development stages, etc., formed its
regional security order through a process of reciprocity, the state
of international relations among Northeast Asian countries could
be seen as a result of the proliferation and spread of the Western
way of diplomatic relations (Park 2005, 10). This kind of historical
characteristic has considerably influenced the regional security
order as well. A case in point is the fact that there still remains
a tradition of bilaterally resolving major security issues which
originates back to the Cold War period (Park 2007, 82-83; Hughes
and Fukushima 2004, 66-68; Christensen 1999; Freidberg 1993/4).
Traditions like the former are institutionalized in the form of a
‘fragmented array of bilateral relationships’(Park 2005, 8). The
United States is in the very middle of such institutionalization, since
the U.S. substantially secured its position as part of the Northeast
Asian security framework during the Cold War.
What the United States’new global strategy means to Northeast

Asia does not differ much from what it means to the rest of the
world. The United States’primary goal regarding its interest in
Northeast Asia is to effectively deter the advent of a Northeast
Asian rival power that may challenge U.S. hegemony, and at the
same time, to create a U.S.-friendly environment by relying on
existing alliance relations (Christensen 2006, 82-84). Although
not officially announced, most specialists agree that within Asia,
China is most carefully monitored by the United States. China’s
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rapid modernization and rise in Northeast Asia may bring about
severe rivalry with Japan; furthermore, the possibility of Taiwanese
independence is another reason why the U.S. is wary of China’s
rise. Moreover, the U.S. does not want to see any disequilibrium
in the regional security balance, nor any unstable situations arise
over the issue of due to North Korea’s nuclear weapons program. 
From this perspective, it is possible to say that the future

direction of the Northeast Asian security order ultimately comes
down to the trilateral power relations among the United States,
China, and Japan. The year 1997 can be seen as a pivotal point
that brought about the biggest changes in the trilateral power
relations in the post-Cold War period. Ever since then until now,
the strategic partnership relations in the U.S.-Japan military alliance
have been fortified, and China has been successfully carrying out
specific programs for its economic growth. There is, however, a
certain degree of ‘imbalance of relations’in the trilateral relations.
In other words, Japan’s policy towards China is still to a certain
extent under the influence of the U.S. itself and the U.S.-Japan
alliance. Compared to the past, Japan has partly established an
independent domain in diplomacy towards China, yet simultaneously
makes an effort to intentionally keep a certain diplomatic distance
from China.
To explain how the US maintains its geopolitical relations in

order to ensure its Northeast Asian interests are protected, one
has to take into consideration overall U.S. global strategy. The
current Bush administration is actively embodying an American
way of pursuing peace, and as mentioned previously, major policy
makers known as Neo-cons are prevalent in executive government
positions; these ideologically consist of a coalition of Wilsonians
of the right and Jacksonian unilateralists (Park 2003, 62-63).
The United States’general national interests at a global level can
be summarized as: to prevent the proliferation of WMDs; obstruct
the advent of a regional hegemonic state; maintain stability among
the great powers in Eurasia; achieve peace in the Middle East,
as well as securing and maintaining influence in the region; and
secure global economic growth (Twining 2007, 86-89; Park 2005,
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16; Ikenberry 2004, 45-47). Similar national interests can be
applied to the Northeast Asian region: the probable intention of
the U.S. is that it will attempt to seek reinforcement of its hegemony
by helping to resolve the North Korean and Taiwan problem, and
also will concentrate its diplomatic efforts to ensure that China’s
economic growth can be effectively incorporated into the U.S.-
centered world economic order (Kurlantzick 2007, 74-76). For
its national interests to be materialized, the U.S. needs the overall
cooperation of its contemporary alliance nations.
Currently the United States secured military bridgeheads in

Northeast Asia, Central Asia, Southeast Asia, and in all parts of
Eurasia. Also, it is planning to develop a U.S.-led Northeast Asian
military network by strengthening the network with its traditional
allies such as South Korea, Japan, and Australia (Armitage and
Nye 2007, 5-10; Hughes and Fukushima 2004, 84-86). In
particular, the United States is concentrating its efforts on thoroughly
separating military issues from socio-economical issues, and it is
probably fair to say that this approach is likely to receive support
from the members of alliances with the United States.
After 9.11, China has been pursuing a strategic partnership with

the United States.6 This practical stance is an absolutely necessary
precondition for China’s economic development considering the
need for China’s access to U.S. capital, technology, and market;
also, ensuring regional stability is a significant factor in contributing
to China’s overall economic development. China accepts the
overwhelming power of the U.S., and at the same time, continuously
pushes to decentralize the present state of unipolarity of the
international system. Naturally, for success in its ‘decentralization
strategy,’both external and internal conditions should be fulfilled:
1) securing sustainable economic development as well as securing
minimum military deterrence as a counterbalance to U.S. military

60 THE JOURNAL OF EAST ASIAN AFFAIRS

6 For a further comprehensive introduction on China’s foreign policy both in
the period before and after 9.11, see Robert S. Ross and Ilastair Ian Johnston.
New Directions in the Study of China’s Foreign Policy. Stanford: Stanford
University Press, 2006.



power, and 2) coalescing a strategic Anti-American solidarity
movement internationally.
On the other hand, China has been emphasizing the need for a

multilateral approach to the issue of regional security since the
1990s. It appears that such a policy changes took place because
China thought it was wise to safeguard its national interests by
seeking to actively dissolve the much talked about the so-called

“China Threat”pervading the international society. At this point
it is difficult to assess how well the ‘Multipolarization Strategy’
is progressing, yet China is effectively responding to U.S. unilateralism,
while at the same time working hard to achieve its diplomatic goal
of conveying its image as the leader of the East Asian region.
Such efforts are guided by taking a diplomatic approach based on
pragmatism. For economic development, China is maintaining
friendly foreign relations with other great powers, and it is also
actively participating in regional and global international multilateral
forums (Shambaugh 2004/5, 66-70; Johnston 2003, 7-12). China
is particularly maintaining international political relations with the
United States, while at the same time developing diplomatic
strategies that do not allow the U.S. to hinder Chinese economic
and geopolitical aspirations. As can be seen by China’s consistent
stance on resolving the North Korean Nuclear crisis, China is
actively cooperating in regional security issues such as the problem
of the Korean peninsula.
Japan basically attempts to unite its roles as a ‘normal state’

and as a ‘global civilian power’(Berger 2003; Heginbotham and
Samuels 2002). The most meaningful development in America’s
new strategic values in the dimension of Northeast Asia is the
changed nature of the U.S.-Japan alliance. Japan understands that
the current changes in alliance strategy pushed for by the United
States are necessary at all costs. Therefore, Japan accepts the
U.S.-centric world order, explores ways to maximize its roles
within this international order, and actively cooperates with the
U.S.-led “Japan as Asia’s Great Britain”policy. Ever since the
1997 US-Japan Defense Cooperation Guideline, the scope of the
U.S.-Japan security cooperation system is transforming itself into
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a security mechanism that transcends Asia. Such transformations,
in particular, include a series of specific provisions such as: a
‘law on special measures for terrorism’in 2001; a ‘law on
measures in arms-use situations;’a ‘self defense force law;’a
‘safety guarantee council installation law’in 2003; and the ‘safeguard
principle’in 2004. These movements are gradually widening the
scope of Japan’s role in international security since 9.11. In
summary, the U.S.-Japan alliance can be thought of as the crux
of the United States’Asian security network.

TTHHEE CCHHAANNGGEE OOFF TTHHEE KKOORREEAA--UU..SS.. AALLLLIIAANNCCEE AANNDD
TTHHEE UU..SS..--JJAAPPAANN AALLLLIIAANNCCEE

AAmmeerriiccaann NNaattiioonnaall IInntteerreesstt aanndd AAlllliiaannccee SSttrraatteeggyy

After the World War II, alliance strategy in the international
order evolved around the center of the United States’external
security policies. As Germany and Japan lost in the Second World
War, the Soviet Union emerged as the next security threat to the
United States. Pursuing a containment policy against the Soviet
threat made it necessary to form long term military alliance. At
the same time, some felt that there was a lesson to be learned
in that U.S. aloofness from European politics during the ‘inter-
war period (1919-1939),’the period between WWI and WWII,
was a contributing factor in causing the breakout of World War
II. The ‘Double Containment’policy and formation of alliances
with Western Europe and Japan made the achievement of national
security as well as industrial development and economic development
possible after the end of World War II.7

NATO, the military alliance in Europe, alienated the former
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Soviet Union by treating it as an outsider and keeping it out of
European power politics because of its communist form of
government, while at the same time it systematically ensured
Germany’s growth and importance within the framework of
international security, and secured the United States’Europeanization.
NATO was a definite mechanism of enforcement of US geopolitical
policy from a strategic perspective. As a result, a U.S. Cold War
military strategy of pursuing a network of military alliances was
executed globally with NATO at the core. Throughout the Cold
War, a chain development of alliance relations was established:
most typically SEATO (Southeast Asia Treaty Organization), an
alliance of Southeast Asian countries, ANZUS (the security treaty
formed between Australia, New Zealand, and the U.S); core bilateral
alliances such as the ROK-U.S. and U.S.-Japan alliance; and CENTO
(Central Treaty Organization), a security pact involving Great
Britain, Iran, Turkey, Pakistan, and Iraq (until 1958). Of course,
the United States assumed the chief role within all of these alliance
relations.
From this perspective, the realistic management of ‘containment

policy’took the appearance of a U.S.-led alliance of nations
surrounding the former Soviet bloc’s territorial influence. In fact,
U.S. victory in the rivalry with the Soviet Union can be viewed
as the result of maximizing the strategic effect of alliance relations.
Alliance strategy was expressed realistically as comprising an
integrated form of two strategic aspects: national security and
economic security. In the course of the U.S. executing its military
and economic strategy policy, the U.S., being one of the hegemons
in the bipolar system that existed during the time of the Cold
War, uncomplainingly accepted certain economic loss if it could
fulfill its geopolitical objectives. Although for a time during the
1970s the United States was under a heavy economic burden
from its military expenditure on the Vietnam War, the validity of
the actual alliance strategy itself was sustained by demanding
expense sharing with traditional friendly nations such as Japan
and Germany. Of course, the successful management of the U.S.
Cold War alliance strategy presupposes the United States’
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overwhelming superiority in its military power. Introduced in the
1950s, the “Rational Deterrence Theory”was the theoretical
edifice within which military rivalry of the powers of the East and
West was rountinely conducted and within this context the U.S.
alliance strategy operated efficiency by nurturing the cooperative
spirit of the Western powers (Mogan 2003, 42-45).
Provided that the ultimate purpose of the alliance strategy lay

in efficiently carrying out the US containment policy, the demise
of the former Soviet Union, and the end of Cold War rivalry
presented a critical question related to the efficiency and vitality
of alliance strategy. Decisively since 9.11 and the outbreak of the
Iraq War, the course and direction of US national security interests
has been clearly laid out, and because of this, a new form of
cooperative international security relations as distinct from past
alliance strategies are essential in the more geopolitically complex
world of the 21st century.
As a result, changes in alliance relations including those within

NATO, and others have begun to take shape since the start of
the Iraq War. The issue is not about whether alliance relations
are still relevant in the post-Cold War world, but rather, at least
from a US perspective, how to create an international environment
that would not interrupt the realization of U.S. national interests
regardless of whether the various US alliance in Asia and around
the world continue or are broken up. If viewed from this aspect,
the legitimacy of the United States’current “War on Terrorism”
which has already been called into question, could be a significant
turning point in influencing changes in future alliance strategy;
especially that which is founded on the premise of effecting regime
change in a country perceived to pose a threat to the respective
alliance members through the use of traditional military intervention.
Particularly, the rift among NATO members in the course of the
Iraq war was a significant incident. The contrasting stances between
the traditional core NATO states, Germany and France and the
newly included Easter European states is a good example of the
potential for change in alliance strategy.
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CCrriittiiccaall FFaaccttoorrss ooff tthhee RReecceenntt CChhaannggee ooff tthhee UU..SS.. AAlllliiaannccee SSttrraatteeggyy 

In realistic terms, the changes in U.S. alliance strategy evolved
around the axis comprising US overseas military bases and military
forces, and the readjustment in military strength. These new
military strategic guidelines began to take shape starting from the
latter period of year 2003. For now, plans on readjusting the
stationing of U.S. military forces overseas has been proceeding
by re-categorizing all U.S. military bases in the world into four
different stages, following the steps outlined in the blueprint for
U.S. military relocation known as the Global Posture Review (The
U.S. Dept of Defense 2004; The U.S. Dept. of Defense 2005a).
The first stage is the Power Projection Hub (PPH), that is, a key
base from which to unfold large-scale military power, and equipment.
A PPH may exist abroad, but usually it stays within the United
States, such as in Hawaii, Florida, Guam, although countries like
Japan and the UK are also reviewed as possibilities for locating
PPHs by the United States Department of Defense. The American
government identified that PPH will be limited to the mainland
United States, Guam, the UK, Japan, and Australia. The second
stage is the made up of Main Operating Bases (MOB), the function
of which is to ordinarily support the training of the U.S. military,
and to maintain cooperative security relations with neighbor
countries. The third stage comprises a permanently stationed
small-scale force ready for emergency: Forward Operating Sites
(FOS). Lastly, the fourth stage comprises Cooperative Security
Location (CSL), a host-nation facility in charge of maintaining a
small-scale staff for liaison purposes and to provide minimum
training facilities. The United States stated that according to the
strategy announced in 2004, the U.S. military bases in O-san,
Pyeongtaek will transform into middle stage bases of MOB or
classified as bases somewhere between PPH and MOB bases,
which will ultimately reduce the scale of the U.S. Armed Forces
currently stationed in Korea (USFK). It has since been made
public that South Korea and the United States have agreed on
keeping the scale of the USFK down to a force of around 25,000.
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The United States stressed that this sort of classification is purely
based on functional grounds, and not based on any lessening in
importance of the US-ROK alliance, and asked for people not to
judge the significance of the alliance purely on the numbers of
troops stationed the country.
Basically, the new form of alliance relation that the United States

seeks to achieve through reforming its alliance strategies can be
summed up as the following. The United States separates the
number of military forces from the concept of military strength,
and practically strategizes not to let the reduction of military forces
lead to a decline in military strength. The U.S. is reforming its
military strategy in order to maximize the use of advanced weapons
technologies. The United States has changed the concept of its
overseas military stationing, and is constantly trying to readjust
its stationing of overseas forces in order to prove a flexible response
to strategic threats. Accordingly, the U.S. aims to set up a structure
in which an alliance partner country flexibly allows freedom in
commitment and withdrawal of U.S. troops, and helps to support
such procedures (The U.S. Department of State 2003; The U.S.
Dept. of Defense 2005b). In addition, the U.S. draws attention to
terrorist groups located in regions in the Bush administration’s so-
called arc of instability, and WMD proliferation as the major security
threats of the 21st century; therefore, to help to contain these
threats the U.S. seeks cooperation from its alliances. The scope
of this cooperation should also transcend any regional concepts
such as spheres of influence. The United States believes in the
importance of upward mobility and flexibility in freely locating its
troops on a regional or global basis as it sees fit.
The US is pursuing a long-term policy of developing a friendly

alliance environment for the stationing of its military forces overseas
under the logic that the War on Terrorism is a long-term war,
and that the war may not bear the fruits of success easily. Thus,
it seeks readjustment that focuses on maintaining friendly relations
with the government, and citizens of the stationing country, and
attempts at fundamental troop readjustment if its troops stationed
overseas are treated with hostility. At the same time, the United
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States is always conscious of rivalry with some of the world’s
strong powers while focusing on such threat-containment strategies
as the Anti-terrorism war, and the non-proliferation and counter-
proliferation of WMD. Yet, it still tries to include the great regional
powers in the U.S.-centric structure under the common, yet primary
objective of cooperating in the fight against terrorism. Finally, as
mentioned previously, the United States is using developments in
weapons technologies to accelerate the transformation of its military
capabilities, and at the same time wants to create a mutually
beneficial system of defense and security to ensure the strategic
cooperation of other alliance member countries.
Such changes in alliance strategy can be seen by taking as an

example of the characteristic changes currently transforming the
‘NATO alliance.’The major focus of changes in the NATO alliance
is ‘the inter-operationality of military force units.’The United
States is concerned that there is a high possibility of losing its
leadership to enemies in regions that lack a large-scale U.S. troop
presence, and also predicts that hostile powers may arm themselves
and confront the United States with atmospheric defense systems,
long-range ballistic missiles, WMDs and the like. Therefore, the
U.S. is stressing the need to be prepared to face such situations
with the concept of network centric warfare(NCW) based on its
troop adjustment strategy. Under the NCW approach, network
troops will have access to more information and be able to share
it easily, have more of a flexible and concentrative military strength,
and will have the characteristics of a light weight, small-scale and
swift troops unit. Simultaneously, they will have the quality of
easily adjusting to duties and changes in field situations. 
Under such a military operational executions, and in order to

enhance the changes in US-led military operational plans, and the
‘inter-operationality’between NATO troops, the ‘NATO alliance’
emphasizes the following: First, that inter-operationality should
occur in all strategic areas including operational tactics, the art
of war, and the technology (Reynolds 2006; Gordon 2004, Ch.
7). A military strategist has a tendency to consider inter-operationality
as a tactical, technical problem. However, the concept of inter-

CHANGING U.S. ALLIANCE STRATEGY AND THE LIMITS OF BILATERAL ALLIANCE STRUCTURE IN NORTHEAST ASIA 67



operationality here is much broader in that all aspects of military
operational plans are closely interconnected with each other.
Especially, the important point is that the political objective of
military operational plans will influence the characteristics of
military strategies, and the art of war. Securing a reliable common
system of communication among alliances with the same political
objectives will affect the efficiency of military operations (Snyder
2002; Chun 2004, 148).
Secondly, alliances must perceive and resolve the very fundamental

problems related to inter-operationality. For example, dissonance
in political purposes can produce severe problems. In other words,
inter-operationality means making political decisions on deciding
the degree of damage to inflict on the enemy during warfare and
the degree of readiness to bear the perceived risk and burdens
prior to the conduction of military operations. Thirdly, to achieve
success in operations, the structure should guarantee flexibility
in its system, principle, and procedure. There have been differences
in the past among NATO alliances on what kind of missions are
in need, on what countries should participate, and on what kind
of military support individual countries should provide. For these
kind of issues to be solved, a collective command structure that
coordinates each country’s role, and a permanent organization
that executes plans, training, and practice should be established. 
Such precedents from the NATO show that based on structural

changes in the U.S. military strategy, the United States is
comprehensively pursuing conceptual changes in military operations
from three key perspectives: on the basis of inter-operationality
by using NATO troops; on the basis of unification in political
objectives when executing the War on Terrorism by securing an
appropriate level of military preparedness for the War on Terrorism
through implementation of changes in military strength and flexibility
by creating rapid reaction units; and finally on the basis of
comprehensive multilateral cooperation by ensuring the support
of the European Union when combating terrorism.
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CChhaannggee aanndd FFuuttuurree ooff RROOKK--UU..SS.. AAlllliiaannccee 

Now we will examine how the previously mentioned change in
US alliance strategy have affected the US-ROK alliance. The US
alliance strategy change towards South Korea has stemmed in part
from the changed nature of the US-ROK alliance itself, and this
transformation started from a change in perception of the threat
posed by North Korea, which was the reason why the two nations
originally formed an alliance (Park 2007, 233-4). Historically it is
natural that once the perceptions of the relevant parties to an alliance
diverge, then the nature of the alliance itself changes. The key
reasons for this change usually include such factors as the weaker
nation’s rising levels of economic development or military capability,
a statues change in the international community, and an increase
of national pride. South Korea and the US shares a mutual security
values during the Cold War period, but the alliance between the
two nations has sometimes caused a conflict of interests in the
past. Despite these different interests at times between South Korea
and the US, they did not arouse any fundamental problems. Especially,
in the post-Cold War period the ROK-U.S. alliance did not confront
the need for any fundamental changes due to North Korea’s
continuous and realistic threat on the Korean peninsula.
However, with South Korea unwilling to perceive North Korea

as a realistic threat after the North-South Korea summit on June
15, 2000, the intrinsic nature of the alliance was bound to alter.
Amid this time of alliance transition, the U.S. embarked upon its
war against terrorism and consequently, a traditional security
dilemma occurred, regarding the respective alliance dilemmas of
‘entrapment’and ‘abandonment;’any reluctance to dispatch troops
to Iraq, which from a US perspective could be seen avoiding one’s
responsibility as an ally, and therefore logically understood to be
in violation of the provision of ROK-U.S. alliance (Lee 2004).8
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Nevertheless, if participation in the alliance is more advantageous
for U.S. interests, a change in the nature of the alliance between
South Korea and U.S. is inevitable. It is more likely that there
will be increasingly various forms of alliance rift in the future.
This is because the common foundation of the ROK-U.S. alliance’s
perception on deterrence is slowly disintegrating (Kim & Lim
2007, 75-78). Also, with the intensified U.S. unilateral diplomacy
adopted since the advent of the Bush administration, criticisms
has been mounting that the ROK-U.S. alliance is tilting towards
primarily US interest.
To elaborate, the strategic change affecting the United States

Forces in Korea (USFK) has been announced and implemented.
Currently, there are 28,300 troops in the army, 8700 in the air
force, and 480 in the navy, adding up to a total of approximately
37,500 troops comprising the USFK contingent. Of this total, 3,600
troops of the Second Brigade in the Second Division are currently
in stationed in Iraq. When the Second Brigade’s troops are
withdrawn from Korea, the army will have approximately 24,700
USFK troops remaining. The U.S. has informed the Korean
government that it will reduce the size of the USFK by deploying
a new weapons system which will help streamline the USFK and
turn it into a leaner, swifter and more flexible unit (Korea Times
2006a).
The U.S. plan can be summarized as reducing the size of USFK

forces and transforming the contingent into a special strike force;
in which case the future role of a more flexible and trimmed down
USFK should be pondered. The US has not yet indicated a specific
goal for the ROK-U.S. alliance role change, and explained that
there will be many situations in the future that will require bilateral
cooperation (Dept. of Defense of the U.S. 2005a). Only through
the sporadic opinions found in the US can we perhaps understand
the nation’s thoughts. On August 27, 2006 Commander of the US
Army B. B. Bell said that the “South ROK-U.S. alliance forces are
not only for humanitarian operations but can also act as Northeast
Asia’s peacekeeping forces”(Korea Times 2006b). Until recently
the issue of the USFK’s strategic flexibility has given rise to
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intense debate, with the Korean government taking the position
that this flexibility should not extend beyond the Korean peninsula.
Even though a final decision has yet to be taken, from the aspect
of the change in alliance strategy discussed previously, a fundamental
transformation of the role of USFK forces could be immensely
influential for South Korea’s security (Korea Times 2007).
The military unit comprising a ‘Striker Brigade,’from the 2nd

Platoon, A Company, the 1-27th Infantry Regiment, which will
eventually replace the US Army’s 2nd Infantry Division in actual
military maneuvers, has recently arrived at the Daegu base and
has participated in the 2007 RSOI(Reception, Staging, Onward
Movement and Integration) military maneuvers conducted by South
Korea and the US. The military unit Striker Brigade, a strategic
symbol of the US Revolution in Military Affairs (RMA), comprises
the US’swift combat response team that can be dispatched to
any conflict area in the world within 96 hours and execute military
tactics. The number of soldiers that are stationed with the brigade
in Korea is only 1/5 of the current Second Division, but its military
capability shows no significant degradation. With the US’swift
response strategy now in place, it has been greatly shortened US
forces’redeployment time from the Okinawa base to the Korean
peninsula, as well as strengthened the navy’s landing capability
and the ability to pre-arrange armament material readiness. Against
this background, the following explains specific directions of change
for the ROK-U.S. alliance.
Although the number of USFK forces will be decreased, the

future $11 million earmarked for investment together with improved
weapons systems and deployment should ensure that the currently
projected downsizing will not lead to a weakened force capability.
The US, however, is seeking to change the concept of the USFK,
while at the same time it is constantly trying to ensure that its
forces around the world can be transferred swiftly to strategic
areas it considers threatened. Since the US perceives that the
major security threats of the 21st century are threats from terrorist
groups and the proliferation of weapons of mass destruction, it
will expect the ROK-U.S. alliance to play a certain role in supporting
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its overall objectives of threat containment. This includes the
expectation that the South ROK-U.S. alliance will play a role in
combating any attempted terrorist attacks in Northeast Asia and
will also support the multilateral effort to prevent North Korea
obtaining weapons of mass destruction (WMDs). Conceptually, the
US desires that USFK and Korean military forces can be flexibly
switched between the roles of either local or international forces
as the situation dictates. Currently, the Korean government strictly
opposes this approach, so we should take notice of whether future
circumstances elicit any change in the government’s position.
The U.S. is looking for a suitable stationing environment for its

troops in Korea in order to fight a long-term war against terrorism,
and it is trying to re-locate the USFK forces to Pyeongtaek, which
lies south of the Han River. The US feels that it needs to be able
to extend the role of the USFK beyond that of purely a defense
force limited to providing a deterrent against an attack from North
Korea. The U.S. is conscious of its relationship with China in
restructuring the ROK-U.S. alliance, but in the long run, it feels
that China should be included in the fight against terrorism currently
being led by the U.S. Also, under the basic goal of anti-terrorism,
the U.S. and China will need to make bilateral cooperation their
utmost priority. Therefore, the U.S. is accelerating the implementation
of its Revolution in Military Affairs (RMA) strategy in accordance
with its Global Posture Realignment (re. Global Posture Review)
by using advanced technology to upgrade its military capabilities,
and accordingly requires the Korean military to prepare for
participation in a system of military and strategic regional and
global cooperation.
As mentioned previously, the U.S. is expediting plans to both

reduce and relocate the number of USFK forces stationed in Korea.
Also the U.S. is trying to establish a new role for USFK under
the goal of protecting regional security as well as significantly
enhancing its threat response capabilities. The previously discussed
participation of the Stryker Brigade unit in the recent RSOI military
maneuvers is an example of US desire to enhance regional security
capability, as well as the measures taken to improve intelligence
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gathering and operational capability, including the scrapping of the
system of War Reserve Stocks for Allies (WRSA) - involving
the pre-positioning of military supplies in times of emergency -
together with the increased use of advanced precision kill weapon
systems (APKWS). These steps are all being taken as part of
the US’s overall policy of ensuring the strategic flexibility of the
USFK. Moreover, to enhance ballistic missile capability, measures
are currently underway to replace the missiles used in the USFK
Patriot units in South Korea since 1994, with a newer version of
the Patriot missile, the PAC-3. Replacing the older attack helicopters
with the latest AH-64D Apachi Long Borough is also being
considered (Nam 2007; Han 2006).
These changes have been implemented in accord with the U.S.’s

firm vision of the future role of the ROK-U.S. alliance in consultation
and negotiation with its counterpart, South Korea. Furthermore,
as shown in the Iraq crisis, the U.S. has high hopes regarding the
capacity of the ROK-U.S. alliance to overcome US limitations of
military personnel and budget constraints by providing an enhanced
and more flexible strategic response to asymmetric threats. Not
only is the ROK-U.S. alliance dealing with containment of the
threat posed by North Korea, its original goal, but it has taken
on new goals such as helping to maintain regional security and
participating in the worldwide war against terrorism. When it comes
to its Northeast Asian policies, it would seem that the U.S. still
takes a hegemonic perspective, albeit in the context of a transformed
post-Cold War geopolitical environment. So, from the U.S viewpoint,
the value of the ROK-U.S. alliance lies in its capacity to both
contain the North Korean threat as well as restrain the rising
hegemony potential of Russia and China. Therefore, even if North
Korea’s threat to regional security diminishes, the U.S. will continue
to view the South ROK-U.S. alliance from its hegemonic perspective
(Park 2007, 97-99). If the U.S. needs the alliance for that purpose,
it will search for various legitimacies to maintain the alliance as
it did with the NATO and U.S-Japan alliances. In which case,
South Korea should prepare contingency measures in the event
of significant change in the characteristics of the ROK-U.S. alliance.
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CChhaannggee aanndd FFuuttuurree ooff UU..SS..--JJaappaann AAlllliiaannccee

In the so called era of terrorism, from the aspect of the changing
nature of alliances, the U.S-Japan alliance is undergoing more
fundamental changes than the ROK-U.S. alliance. As with the ROK-
U.S. relationship where a wide spectrum of diplomacy deciphers
the nature of the ROK-U.S. alliance, the same is true for the U.S-
Japan alliance. However, in the case of the U.S-Japan alliance, a
more complicated diplomatic relationship exists between the two
nations, making it necessary for both nations to consider a wider
range of policy variances. In a nutshell, there are two concrete
questions concerning what U.S. national interests are facing in
Northeast Asia. First, is the question of whether the U.S-Japan
alliance and Japan itself are satisfactory choices for the US to
protect its interests in Northeast Asia. Second, as seen from the
recent concerns of neighboring nations, is the question of whether
Japan will disengage from the U.S-Japan alliance and strike out
on its own to bolster its military and become a hegemonic power
itself in the Northeast Asian region.
To answer the second question, two recent objective sources

concerning an analysis of Japan’s military will be referenced,
namely: the NDPG (National Defense Program Guidelines) released
in December of 2004, and the MTDP (Mid-term Defense Program)
unveiled in February 2005. These two sources are the most
important in examining the direction of Japan’s military policies
and military development by showing how the approach taken by
the Department of Defense, together with the process of policy
decision-making by the government and the respective military
chiefs of Japan’s armed forces. The NDPG comprised the second
revision to a policy statement outlining measures that were first
implemented in 1976 and revised again in 1995, when they were
released as the National Defense Outline. As regards the MTDP,
which was first announced in 1986, policy revision has been made
almost every five years. Therefore, the recently announced fifth
version of the MTDP will act as an important guideline in deciding
Japan’s military direction until 2010. These two policy documents
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show the changing environment of international and regional security
in the 21st century from Japan’s strategic perspective, in terms
of its national interests, the concept of a flexible defense posture,
and the military capability to cope with diverse security threats,
which are the main reasons for its defense policy revision (Park
2007, 89-91; Hwang 2005).
To summarize, there are three factors to consider when examining

both the NDPG and the MTDP policy statements (National Defense
Program Guideline 2005; Mid-Term Defense Program 2005). First,
Japan is trying a new approach to the issue of ensuring security
in the Northeast Asia region. Especially, by identifying North
Korea and China as new areas of instability, it is looking for ways
to cope strategically with diverse threats, both military in nature,
such as that posed by North Korea’s weapons development
program, or economic in nature, such as that posed by China’s
violation of intellectual property rights (IPR). Secondly, Japan
asserts that it will adopt three appropriate policy approaches in
order to attain its national security objectives: self-effort, U.S-
Japan security, and cooperation with the international community.
This means that the U.S-Japan alliance will maintain its original
national security framework and eventually expand its security
role in the international community. Third, for specific defense
improvements, Japan is emphasizing a policy of enhanced coordination
and interoperability among the U.S. army, navy, air force and her
self defense forces, strengthening intelligence gathering and
implementing technological improvements. In this connection, Japan
has unveiled specific enhancement plans for military operations,
such as deploying an Aegis-system missile cruiser and establishing
Patrol Aircraft forces, special forces military units, and ballistic
missile defense military units.
The new policy direction taken by the NDPG and MTDP gives

the impression of a significant departure from the approach taken
by Japan under the previous “Defense Only Policy.”Since the
publication of the two documents, China and North Korea have
been strongly and repetitively asserting that Japan’s security
policy direction runs the risk of undermining Northeast Asia’s
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peace and stability. Whether Japan’s persistence in pursuing a
more militaristic defense policy ultimately results in it becoming
a stronger regional military power and this in turn stimulates an
arms race with China resulting in the destabilizing of Northeast
Asia’s security remains to be seen. Although it is subject to
scholarly interpretation, bolstered military power generally refers
to the situation where a nation is superior in military power to
its neighboring nations or persists in pursuing a militaristic rather
than a benign defense policy and thereby becomes an intimidating
stronger power. Nevertheless, judging Japan’s recent moves to
enhance its military capability in this light would seem to be too
extreme given the present circumstances.9

In connection with the first question raised previously regarding
the US-Japan alliance, from a US perspective it is debatable
whether the alliance is an appropriate mechanism for the US to
achieve its national interests in the region. Despite its limitations,
however, the U.S’s pivotal strategy towards Northeast Asia does
indeed comprise the alliance, as the US-Great Britain relation in
East Asia. The rationale for the belief by the US that the alliance
is its most efficient policy alternative can be explained by considering
the factors that the US and Japan have in common such as:
democracy, an advanced civil society, high growth in a market
economy, responsibility and influence in the international community,
and a shared perception of strategic concerns in the Northeast
Asian region. Currently, there is no regional control mechanism
in Northeast Asia of the type enforced by the Japanese themselves
during their colonial period. Nowadays, the institutionalized U.S-
Japan alliance performs two functions. The first is that in the
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future the U.S-Japan alliance will act as an institutional mechanism
contributing not only towards Northeast Asia’s security, but also
enabling Japan to contribute towards ensuring international security
(Hughes and Hukushima 2004, 71-73). The second important
function that the alliance serves is by acting as a restraining
mechanism to limit the extent to which Japan can enhance its
military capability and thereby destabilize the security situation in
the Northeast Asia region. From a U.S. perspective, it is a status
quo maintenance strategy and one which also guarantees its
interests in the region, while at the same time it is the most
effective method the US has to prevent a revival in Japanese
nationalism and jingoism. Since the 1990s, this kind of environment
has led to Japan making developing its alliance with the US a
priority of its national security policy as well as pursuing various
multilateral avenues and diplomatic channels to ensure its interests
are protected in the region (Berger 2003).
The U.S perspective of the importance of its alliance with Japan

also takes into consideration the crucial impact of China’s emergence
on the world’s geopolitical stage. Japan and China’s diplomatic
relationship in the 21st century is the blueprint justifying the
strategic policy approach taken by the U.S in promoting cooperation
with both aligned and non-aligned nations in order to avoid conflict
in the Northeast Asian region. More than anything else, the U.S-
Japan alliance is acting as a restraint on China’s economic and
military emergence. Since the end of the Cold War, China has
been concerned about the strengthening of the U.S-Japan alliance
and the increasing role and responsibilities of Japan’s self defense
forces as part of its overall national defense policy; China perceived
the alliance as exerting a policy of containment based on the its
view of China representing a threat to mutual US-Japan regional
interests. Also, China opposes the stationing of foreign military
forces in the Asia Pacific region, but has an ambivalent viewpoint
on the U.S-Japan alliance. Therefore, on the one hand, China is
aware of the possibility of an undeclared policy of containment
operating through the U.S-Japan alliance, and yet on the other
hand, it recognizes the fact that the alliance plays an important
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role in restraining Japan’s military and nuclear aspirations. 
Another factor to consider is how the U.S. is strategically

responding to the movement within East Asia towards regionalism.
The gathering momentum behind the issue of regionalism in
Northeast Asia in the post-Cold War period can’t be ignored. To
put matters succinctly, the U.S. believes that for the purposes of
regional security threat containment, widening the scope of the
current U.S.-Japan alliance is preferable to pursuing a multilateral
approach. Even so, the U.S. at times takes an ambivalent approach
to the issue of Northeast Asian regionalism, sometimes actively
supporting the movement, while at other times showing its policy
preference for the U.S.-Japan alliance; but overall the U.S. believes
that the regionalism movement should not devalue the importance
of the U.S.-Japan alliance (Krauss and Pempel 2004).

SSIIGGNNIIFFIICCAANNCCEE OOFF TTHHEE UU..SS.. NNEEWW AALLLLIIAANNCCEE SSTTRRAATTEEGGYY
OONN TTHHEE KKOORREEAA’’SS NNAATTIIOONNAALL SSEECCUURRIITTYY

In the beginning of the 21st century, the era of a technological
revolution in military affairs, many nations are looking to secure
their national interests either by aligning themselves with the U.S.
or remaining non-aligned, or in some cases taking a position in
conflict with US interests. While NATO and Japan had a cooperative
relationship with the U.S. and generally accepted its geopolitical
policy, using US technical know-how to enhance their respective
military capabilities, nations like China and some of the countries
of the Middle East paved their own paths through the adoption of
their own respective revolutions in military affairs. Nations like
North Korea chose a nuclear development strategy to intentionally
take a conflicting position to that of the US and the majority within
the international system. How international politics change and the
position the U.S. takes in the future will give some indication as
to which of the above approaches prove to be the most effective. 
Within the context of this research, a number of suggestions

spring to mind that the Korean government might consider when
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it comes to future policymaking decisions in response to the changes
in U.S regional alliance strategy. First, unless there is a fundamental
change in the Northeast Asian regional order, the ROK-U.S. alliance
and US-Japan alliance need to share a common approach to regional
security consistent with their respective security interests. Although
China’s growth is astounding, it is uncertain if this will lead to any
significant transformation in the Northeast Asian security structure.
Alliance relationships rely on mutual strategic objectives and a
strong commitment to military and defense cooperation, but of
course, from the junior partner’s perspective security alliance
membership involves loss of a certain degree of sovereignty in
return for the guarantee of national security. Furthermore, in a
region where there are both US-aligned and non-aligned states, as
exists in Northeast Asia, alliances are often inextricably linked, as
is the case with the ROK-U.S. and US-Japan alliances, and
consequently the interests of one member in one alliance are linked
to those of its counterpart in another. Therefore, the protection of
South Korea’s national interests, as outlined previously, depends
to a large extent on the existence of a stable diplomatic relationship
between the US and Japan vis-à-vis the US-Japan alliance.
Furthermore, a shared common vision on the part of the US, Korea
and Japan for a comprehensive security framework not only for
Northeast Asia, but also for the entire East Asian region will help
ensure a security environment conducive to stable international
relations in Asia-Pacific.
Second, it is also important to note that the stability of the U.S.-

China-Japan power balance is a prerequisite condition for establishing
a permanent peace settlement on the Korean peninsula. It is
perhaps difficult for a weaker power like South Korea to negotiate
effectively with a stronger power on issues directly affecting its
national interests. Nevertheless, when a firm foundation has been
laid for U.S.-China-Japan relations, the two Koreas should be
prepared to take advantage of that window of opportunity to
negotiate a mutually acceptable peace settlement on the peninsula.
Therefore, now is the ideal time to take concrete steps towards
resolving the North-South Korean confrontational state of a
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temporary ceasefire that still exists between the two brother-
nations, particularly in light of the long history and institutionalized
nature of the US-Japan alliance at a time when diplomatic cooperation
between the U.S. and China is being accentuated.
Third, cooperative efforts between the Northeast Asian nations

to maintain regional security must be ongoing. In the unlikely
event that internal instability led to social collapse in China or, as
would be more likely, in one of the other countries in the region
such as in underdeveloped North Korea, this would precipitate a
security dilemma for the regional security community. However,
clear communication channels with an efficient security network
management system will help to limit the contagion effects from
the outbreak of such a crisis. Many scholars in international
relations contend that the Six Party Talks are a positive starting
point from which to discuss Northeast Asian security issues. This
is true in theory, but in practice it is extremely difficult to
continuously maintain the momentum generated in the wake of
the Six Party Talks. With U.S involvement as a basis for conducting
negotiations, a multilateral regional security framework in the
future may include commonly agreed regional security agendas
such as issues covering: arms race control, economic growth,
macro-economic policy, environment, education, labor mobility,
cultural exchanges, anti-terrorism measures, etc.
Fourth, in order to maintain mutual confidence in the worth of

the ROK-U.S. alliance, the government and civic groups need to
rally round and publicly declare their wholehearted support for
the alliance. If Korean society continues to raise fundamental
questions regarding the need for the alliance, there is the possibility
that the United States may ultimately dissolve the alliance. In
essence, the security fears stemming from the pending relocation
and restructuring of the USFK originate more from political concerns
than military concerns. The positioning of USFK troops on the
Korean peninsula is a meaningful display of US resolve to provide
a security umbrella for the South, but the more significant security
commitment is the dispatch of reinforcements to the Korean
peninsula in case of an emergency. The ROK-U.S. Mutual Defense
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Treaty stipulates that the Assembly’s consent or the president’s
power of ratification is required before there can be any dispatch
of US reinforcements to the Korean peninsula, so there is no
automatic intervention rule in the event of an outbreak of war
with the North (Selig 2001, Ch. 9; Cha 2002a). Therefore, without
a firm determination of Korea’s future security needs in the event
of a crisis the U.S will be limited to the extent with which it can
provide an early countermove to an attack by the North. Recovering
trust between allies doesn’t require a large sum of money nor
political rhetoric. Understanding a counterpart nation’s values,
interests, and institutions is an essential step in striving to develop
a relationship of shared understanding.
Fifth, self-defense efforts should be strengthened in accordance

with the ROK-U.S. alliance. By 2008, 12,500 USFK troops will
be redeployed from Korea. This is by no means an insignificant
number and the decrease in troop strength should be compensated
for by a corresponding improvement in military operational and
technological capabilities. In the meantime, early feasibility of self-
defense and U.S. military reinforcement should go side by side.
Cooperative self-defense is a bilateral alternative to unitary self-
defense and it is an important security policy approach used to
develop international cooperative relations. For the embodiment
of a cooperative self-defense policy, well-equipped and highly-
trained national military forces, integrated within a bilateral or
multilateral security framework are mandatory prerequisites. One
of the goals of Korea’s self-defense policy is to develop a mutually
complementary national and regional security framework to the
ROK-U.S. alliance within the next 10 years10. The plan to carry
out an $11 billion investment in upgrading USFK military capability
over the next 3 years should be implemented as soon as possible,
and the goal to create an independent self-defense force for Korea
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must be advanced by reinforcing its current military capabilities
through high tech weaponry as a matter of urgency, including the
deployment of such advanced systems as AWACS, aegis-level
destroyers, C4I (command, control, communications, computers
and intelligence), and so on.
Ultimately, the most important question is whether the Korean

government has an accurate master plan on how to utilize the
ROK-U.S. alliance for long term security. South Korea is within
the sphere of influence of a number of powerful nations: the U.S.
which is accelerating a “military revolution”for hegemonistic
geopolitical purposes and enforcing various changes in security
diplomacy; China taking a quantum leap in science and technology
by successfully launching a manned spaceship; Japan which is
capable of nuclearization within months due to its advanced
technology; Russia which is overcoming the loss of its empire
after the end of the Cold War and is now expanding its influence
in Northeast Asia; while even an underdeveloped North Korea is
focusing on nuclear weapon development and engaging in nuclear
brinksmanship. South Korea, under the influence as it is of major
and militaristic powers in Northeast Asia, must attain a certain
level of national and military power if it is to ensure its own
national defense and security; otherwise, if this proves too difficult
a task it needs to form a powerful alliance.
Historically, possibilities of betrayal existed in all alliances, and

there are many cases in which alliances ended with betrayal. In
the future, the alliance between South Korea and the U.S. will
face many conflicting factors, opinions, and power struggles, which
of course are natural in international relations. All of these problems
will be resolved through a peculiar process of alliance negotiation.
With the prospect of South Korea leaning towards a more equitable
alliance, it must develop a more sophisticated negotiation strategy
when dealing with the US. A win-win strategy in negotiations
maximizing each party’s interests and avoids the situation where
only one side can profit as in a win-lose strategy. The wisdom
to consider the respective positions of both South Korea and the
U.S. is essential if mutually rewarding negotiations are to take
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place. For South Korea, in the immediate post-Korean war period,
the alliance with the US was merely a question of guaranteeing
its survival; of course this will, to a certain extent, remain a
consideration in the future. Long-term strategic thinking, however,
will be required in order to anticipate to what degree Korea’s
national security policy will be impacted by a number of diverse
elements originating from the fluctuating state of the geopolitical
landscape and regional political and security dynamics in the 21st
century; factors such as these will raise a number of questions
regarding the future of the ROK-US alliance, and how South Korea’s
alliance policy should change to accommodate such an environment.
Most importantly, while pursuing a cooperative self-defense policy,
the principle of autonomy in national security decision-making
within an overall bilateral security framework should be considered
at the same time.

CCOONNCCLLUUSSIIOONNSS

Northeast Asia’s accomplishment in economic growth and
democratic development in the post-1945 world order was in large
part due to the influence of the U.S in its role as a superpower,
whether we admit it or not. Confronting the changing regional
security environment in the 21st century, it is anticipated that the
current network of U.S. led security alliances will dominate the
region for the foreseeable future, with the U.S. intervention based
ROK-U.S. alliance and U.S.-Japan alliance predicted to continue in
one form or another until at least 2030. Meanwhile, China, under
its modernization program, is expected to have completed its
transition from an agrarian to a fully industrialized society around
the same time. Also, as the newly revised Guidelines for US-Japan
Defense Cooperation will continue to provide the framework to
support the U.S. and Japan alliance until 2030, there seems little
prospect for significant change in the Northeast Asian balance of
power in the short-term. In the meantime, China and Japan will
continue to pursue policies of military expansion to secure their
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national interests, while the U.S. will sustain a geopolitical policy
of containment: on the one hand using its alliance with Japan to
contain its partner’s autonomous policy of military expansion, while
on the other using the alliance as a way of containing China’s
geopolitical aspirations in the region, and thereby avoiding the need
for having to take any direct military intervention in the region. 
In the case of the future shape of the ROK-U.S. alliance, the

resolution of North Korea’s nuclear crisis is the key point, but
the U.S. would oppose having the Korean Peninsula influenced
unilaterally by either China or Japan. Regarding the Korean peninsula,
the current status quo of division between North and South Korea
will likely continue; if the North Korean nuclear crisis isn’t
peacefully solved, then the higher the probability becomes. So, if
the unification process on the Korean peninsula is hastened by
South Korea taking the lead, then from a strategic perspective,
the ROK-U.S. alliance will be an effective buffer against Japan’s
potential for interference. If China and Japan at some point face
a military confrontation over gaining a position of hegemony in
Northeast Asia, then South Korea’s approach to its national security
policy including the ROK-U.S. alliance will enter into a critical new
phase of potentially being thrust into a role of mediation between
Korea’s two belligerent neighbors. As mentioned above, this
potential scenario involving conflict over the reorganization of the
balance of power in the region is unlikely to unfold until sometime
after 2030. 
Domestically, there are diverse voices arising that reflect the

environmental changes taking place in the international political
arena. Those voices include calls for a non-aligned foreign policy,
the establishment of a Northeast Asian institution for security,
the appointment of a Northeast Asian power balancer (such as
the ROK) and so on. In conclusion, unless South Korea and the
U.S. annul their status as partners, then ROK-U.S. and ROK-China
parallel alliance relations are in practice an impossibility, while
realistically, there is little prospect of a weaker nation such as
South Korea being in a position to unilaterally secure its interests
in the event that they clash with those of either the U.S. or China.
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Assuming that the basic structure of the geopolitical landscape
remains as it is until at least 2030, and assuming that South Korea
is not preparing to become the next hegemony, which of course
is a fair assumption, then building a strategic alternative to
accommodate a post-U.S. world order isn’t likely to happen for
at least another 20 to 30 years or so. 
It is not easy to have a strong voice in geopolitical affairs as a

weaker power in Northeast Asia. The Korean peninsula, separated
into two by the world’s most heavily fortified border, and site of
one of the bloodiest wars in modern history, has been an area of
strategic importance to successive world powers since the start
of the last century, and is likely to remain so for most of this
century as well. Since the end of the Second World War, and up
until the present-day, save for an interruption by a hot war, in the
form of the Korean War (1950-53), a permanent Cold War state
has existed on the peninsula, making it the focus of geopolitical
tensions between the U.S., as currently the sole superpower, and
China, as a past and present-day strong power, and to a lesser
extent the former superpower, the Soviet Union. Nowadays, of
course the region’s balance of power paradigm is shifting with the
rise of China, giving cause for concern over the possibility of an
eventual confrontation between the U.S. and China for hegemonic
supremacy in the region. The regional security situation is also
further complicated by a number of unresolved issues including of
course the aforementioned security situation on the Korean peninsula
and the issue of Taiwanese claims to independence in the face of
Chinese claims to sovereignty. The complexity and interconnectedness
of the region’s security issues highlight the limitations of bilateral
alliance structures as mechanisms capable of providing long-lasting
security for the region, and is all the more reason why a multilateral
approach to regional security in Northeast Asia is now more than
ever the way toward ensuring that strategic interests at both the
state and regional level are protected.
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CCAANN EEAASSTT AASSIIAA DDAARREE TTOO TTIIEE IITTSS EENNEERRGGYY
SSEECCUURRIITTYY TTOO RRUUSSSSIIAA AANNDD KKAAZZAAKKHHSSTTAANN??

SSTTEEPPHHEENN BBLLAANNKK
Strategic Studies Institute, US Army War College

AAbbssttrraacctt

Due to the global energy crisis many analysts and even policymakers
have contended that Russia could become the next energy superpower
or that it already is. Presumably it could then be a supplier of either
first or last resort to East Asia, the most dynamic region of the global
economy, in times of crisis in the Middle East and possibly even replace
the Middle East as primary supplier. Other observers have also cited
the increased attention paid by East Asian regimes to Central Asian
energy producers as they seek to diversify their sources of supply,
while Central Asia seeks to diversify its customer base and build new
pipelines not controlled by Russia. This essay examines both the
interaction between East Asia and Central Asia on the one hand and
with Russia on the other and casts a rather skeptical look upon the
possibilities for these states reaching their full potential to supply East
Asia. The difficulties involved are primarily structural, stemming from
embedded political and economic structures that invariably point to sub-
optimal outcomes insofar as energy production is concerned. Undoubtedly
Russia and China will be major suppliers for East Asia, but it is quite
unlikely that either of them or both regions together can achieve their
full potential vis-a`-vis East Asia without large-scale reform and investment,.
Unfortunately it is precisely current policies that precludes either the
reform or of the investment necessary leading to a vicious circle by
which these producers will ultimately fail to supplant the Middle East
in East Asian energy calculations.

Key Words: Russia, East Asia, Central Asia, Energy.
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IINNTTRROODDUUCCTTIIOONN

The title question is deceptively simple. But its answer is
complex and lengthy. Nevertheless this essay attempts to answer
that question and its underlying presuppositions. First, it assumes
that Russia and Kazakhstan (or more accurately Central Asia as
a whole) can replace the Middle East and the Gulf as energy
providers to Asia. Thus it presupposes a common understanding
of energy security among Russian and Central Asian energy
producers and major Asian consumers. It also presupposes that
Russia and the Central Asian producers can and will satisfy steadily
rising demand for oil, gas, and other forms of energy like uranium
and electricity among Asian and Russian consumers at acceptable
market prices. And since energy is increasingly a state-owned
product, it also presupposes that policymakers in producer and
consuming states can develop a consensus on energy security
and prices. Thus this question implicitly raises a host of political
issues at the highest level of the interested states’policymaking
processes and reflects the politicization and even securitization of
energy policy across Asia.1

Today national interests now collide with each other in the
international energy market, making access to energy supplies a
strategic issue for many states. Diplomacy, defense, economic,
environmental, and trade policies all intersect with energy issues
across Asia and for many, if not all, Asian governments.2 Simultaneously
Asian and Central Asian states are also developing major infrastructural
and energy projects to connect Central and East Asia. These
states’energy interests and investment needs are quite complementary.
Russia, like Central Asian states, desperately needs markets,
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pipelines, and investment capital for its energy holdings. Japan,
South Korea, China, and India need reliable and affordable energy
sources to meet their rising demand for energy without excessive
dependence upon OPEC and have the capital and technical skills
to invest abroad.
This complementarity of economic interests has stimulated Asian

governments’security interests in Central Asia’s internal stability
as they now recognize the importance of stable diversified energy
sources for their own vital national interests. Thus their economic
and security interests appear to be very compatible with those
of Russia and Central Asian governments who need foreign
investment to help further develop their economies and prevent
internal destabilization due to economic stagnation. This apparent
harmony of interests creates or at least should facilitate creation
of a durable basis for long? lasting energy cooperation between
East Asia, South Asia, and Central Asia.3 And yet this rosy scenario
faces many obstacles to its realization.

WWHHYY RRUUSSSSIIAA AANNDD CCEENNTTRRAALL AASSIIAA CCAANNNNOOTT
RREESSOOLLVVEE AASSIIAANN DDEEMMAANNDD

Despite the aforementioned premises of the title question, virtually
every analysis of Asian energy demand, most notably China’s
demand for energy but including Japan, India, and South Korea,
concludes that this goal is simply not possible given the high rate
of that demand. But there are also other reasons for reaching this
conclusion. While a future Middle Eastern crisis might force this
attempted solution on Asia, and the specter of such crisis is a
constant preoccupation of China’s government, if not others, the
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infrastructure for both Central Asian and Russian energy producers
to satisfy Asian demand under such conditions still does not exist
and is only beginning to be built.
Even though a supposedly natural complementarity exists between

energy abundant Russia and energy starved countries like China,
Japan and South Korea, in fact all potential pipeline projects
advocated for providing either oil or for gas from Eastern Siberia
to Asian countries are based on political advocacy rather than on
the hard economic analysis that should precede major investment.
Moreover, it is unclear how much energy there is in Russia that
can be brought to market to satisfy not just Asian, but also
European and domestic Russian demand, how much pipelines for
this energy will cost, the price at which this energy must be sold
for producers to make profit, and who will pay for what inevitably
will be multinational pipelines - the nightmare of energy companies.
Often these questions are still in dispute. Critical feasibility studies
either have not been done or are only starting now despite years
of discussion, negotiation, and even prior feasibility studies.4 Yet
pipeline construction on major projects like the East Siberia Pacific
Ocean Pipeline (ESPO) has already begun before these questions
have even been clarified let alone answered. As Transneft’s
President, Semyon Vainshtock, said in April, 2006 after President
Putin had unilaterally changed the route of the pipeline,

Vainshtock said that, as far as he knows, the task set by
the president is as follows: to start building the pipeline and

96 THE JOURNAL OF EAST ASIAN AFFAIRS

4“Oil Pipeline Route in Eastern Siberia Still Undecided,”Alexander’s Gas
and Oil Connection, XI, NO. 9, May 4, 2006, www.gasandoil.com/goc/news/ntr61808.htm;
Neil Buckley and Richard McGregor, “Moscow, Beijing, Face Pricing Rift in
Natural Gas Agreement,”Financial Times, March 23, 2006, www.ft.com;

“Study Begins on Siberia-China Pipeline Spur,”Alexander’s Gas and Oil
Connection, XI, No. 20, October 26, 2006, www.gasandoil.com/goc/companycnr64569.htm;
Moscow, Interfax, in English, April 26, 2006, Foreign Broadcast Information
Service, Central Eurasia(Henceforth FBIS-SOV), April 26, 2006; “Russia,
China To Map Out Nine-Year Program for Energy Cooperation,”Interfax
Central Europe, November 7, 2006.



at the same time develop the new route and its feasibility
study, to carry out an ecological assessment, finalize all
agreements, and continue building the pipeline.5

Similarly, James Dorrian observed in 2004 (Dorrian 2005, 59)
that,

I believe that the oil pipeline proposals in Eastern Siberia
are a case where the cart was brought before the horse.
The pipeline route was identified and even the terms of the
contracts with Japan and China were identified and detailed
for 20 to 25 years; yet they have not yet assessed the oil
resources in Eastern Siberia. So that certainly would have
to be done. All indications to this point suggest that the
region is a much more gas-prone rather than oil-prone area.
Production costs for oil fields in Eastern Siberia would be
much higher than in Western Siberia. Many people believe
that Eastern Siberia will resemble Western Siberia in terms
of oil production potential, and that is not necessarily the
case.6

Yet according to Putin Russia will build two gas pipelines to
China and the Pacific, one from Western Siberia whose construction
is apparently already underway, and another, to be determined,
from Eastern Siberia. However, there are at present no plans for
an oil pipeline which is what China really needs now.7

Therefore we should not confuse discussions, signed agreements
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on paper, and endless and often incorrect publicity about future
projects for actually constructed pipelines and explorations. Indeed,
Russia today only exports about 3-5% of its oil and gas to Asia,
and one major reason is precisely this lack of infrastructure.
Although everything points to Asia emerging as a primary consumer,
this infrastructure is only now being put into place.
Since we should not confuse plans with actual realities, consumers

and producers must start building that infrastructure now and
investing enormous amounts of capital into those projects in order
to make these energy sales feasible. For that to happen these
investments must be both economically and politically justified
because consumers have existing alternative sources of supply
from the Middle East even if Asian consumers must pay the so
- called Asian premium.8 And the climate for foreign investment
must be welcoming because the needs of countries like Russia,
whose infrastructure is quite dilapidated are immense, far beyond
Moscow’s ability to satisfy. This is not only due to the size or
amount of money necessary, but also because Russian oil and gas
companies are not investing in their own infrastructure but in
acquiring more and more foreign assets. While Moscow trumpets
plans to triple its investment to $20 Billion in infrastructure by
2008-09, in fact it needs $100 billion to meet its needs and
foreign contracts effectively.9 Worse yet the cumulative effect of
policies like those being conducted now against the owners of
Sakhalin 1 and 2, Yukos, Ukraine, Belarus, and Georgia make it
clear that foreign investment is not welcome except under
unsatisfactory conditions of risk to investors and that Russia
invariably will use energy as a political weapon and break contracts
with customers.
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Undoubtedly the Asian premium adds still more compelling
economic reasons to fears about the interdiction of supplies to
Asia and thus the justification for finding reason for alternative
suppliers. But because energy issues are now major policy questions
for every Asian government, unless the price and political conditions
are right that infrastructure will not be built; while both the price
of the energy and the size of the initial investment outlays is a
major consideration in deciding whether or not to construct the
necessary infrastructure in the first place. Furthermore, since the
critical major questions antecedent to major investments in Asian
energy infrastructures have not yet been answered, Here it must
also be understood that the price of the energy to be shipped to
China, India, Japan, Korea, etc. from Russia, if not many Central
Asian sources as well, has not yet been decided. Consequently,
without resolution of these issues not much can or will happen.
So even though Asian consumers want to escape the burden of
the Asian premium, this cannot and will not happen for several
years under the best of circumstances. Moreover, if pipeline
construction begins without being preceded by agreements on
price, payment and reasonable estimates of the amount of the
energy that is available for sale abroad, then it is quite likely that
the outcome will be economically, if not politically sub-optimal
from every standpoint, leaving consumers, if not producers,
dissatisfied with the results. Therefore, for the forseeable future
a long time the Middle East and the Gulf will remain the largest
sources of Asian energy and Asian governments will have to
continue paying the Asian premium for it.
Because Caspian producers earn their greatest or highest returns

by selling to Western markets, all things being equal, pipelines
will be built to the West rather than to Asia or already have been
built to the West. For Asian countries to compete to buy vital
supplies today, they must outbid Western consumers to compensate
for the absence of infrastructure and for the higher risks incurred
in selling Middle Eastern oil and gas to Asia.10 Furthermore, because
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Saudi Arabia can manipulate prices in the key regional markets
of North America, Europe, and the Far East, Asian consumers
must pay a premium on every barrel they buy which has grown
steadily in the recent past to about $1-1.50/barrel. This premium
represents a net annual transfer of $5-10 Billion to Gulf oil
producers even in times of tranquility.11 Actual or potential shocks
to the regularity and availability of Persian Gulf supplies would
only push this premium higher by magnifying the risks to future
supplies. Since an estimated 30-40% of current oil prices is
exclusively based on risk assessment, which obviously grows in
times of Middle Eastern crisis, every Asian consumer state,
especially China, has a large financial incentive to find energy
sources closer to home if possible even if this entails high initial
costs of investment in infrastructure and pipelines.
Consequently to answer the title question positively a package

of solutions needs to be found that includes increased Russian and
Central Asian production marketed through pipelines from those
countries to the Far East. Although that increase in Russian and
Central Asian supplies of all kinds of energy, including nuclear
energy, is not enough in and of itself to overcome this premium,
it certainly is a key part of the puzzle in any effort to reduce
Riyadh’s leverage and the Asian premium and to create what many
analysts hope will be a regional energy system in Northeast Asia.12
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But until then somebody will have to put up the enormous investment
capital for those projects to reduce Saudi leverage. And it is worth
adding that many Russian analysts believe that the amount of
investment needed to make Siberian energy competitive far exceeds
the available Sino-Russian capital and requires foreign investment
on a large scale. Unfortunately Russia’s current autarchic and
monopolistic policies of neo-Muscovite control over the state
economy, as outlined in its energy strategy and actual policies,
impede foreign investment, and the integration with Asia necessary
to effectuate sound economic interaction with Asian consumers.13

So an unsatisfactory happy outcome is almost certainly guaranteed
from the inception of construction. Meanwhile there is also still
discord among the parties on major projects over key issues of
the price of oil or gas, the cost of building pipelines, and who will
pay for them.14

Given the scope of these issues and the players involved a
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single paper cannot give a conclusive answer or explanationns for
this state of affairs, though we can try to set out a framework
for analysis. But based upon the observed behavior of Russia and
the major other producers in and out of the former Soviet Union,
as well as the needs and behavior of the Asian consumers in
question, particularly China, it is highly unlikely that even in
peacetime Russia and Central Asia could provide energy security
to Asia and wholly supplant the Middle East and Gulf producers’
place in Asia.

CCEENNTTRRAALL AASSIIAA,, RRUUSSSSIIAA,, AANNDD EEAASSTT AASSIIAA

This answer does not mean that energy sales of oil, gas, uranium,
atomic energy, and electricity to Asia will not grow and occupy
a considerable place in the calculations of Asian states as they
enter the energy market. The growth of sales from Central Asia
and Russia to East and South Asia is almost inevitable barring a
major crash in demand. But it does mean that the signs point to
sub-optimal outcomes as far as all the parties, both producer and
consumer alike, are concerned. In large measure this is because
in the producing states as well as in key consuming states decisions
about energy are fundamentally political ones made by states
rather than by firms. And because these states have been making
decisions about energy policies for a long time they have created
institutions and policies to deal with these issues which have now
become entrenched. They have thereby created a path dependence
among both producers and consumers which is highly dysfunctional
insofar as an efficient use of energy at home or its sale or purchase
abroad are concerned. Thus efforts to reorient energy policies
require immense political effort and are generally only taken over
a long period of time and incrementally if at all.
At the same time they often involve some of the most sensitive

issues in these states’overall national security policies. For
example, Indian Prime Minister Manmohan Singh has said,
“energy security is second only in our scheme of things to food
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security.”15 While from the producers’standpoint it is not farfetched
to say that Russian energy holdings, particularly natural gas, are
the strongest card in Moscow’s diplomatic arsenal. The same
point probably applies equally to Kazakhstan and Turkmenistan.
Consequently, once established, such policies and the institutions
that administer them are highly resistant to change and often
occupy influential positions within the government from which to
defend their established practices.
Hence in Asia’s energy agenda more often than not politics and

not the market or considerations deriving from market based logic
is in command. Certainly this is true for Russia’s energy relations
with its Asian neighbors.16 At the same time, we can see a mounting
interdependence and interlinking of both Central and East and
South Asia thanks to globalization in general and the building of
transportation and energy infrastructures.17 Due to these previous
and ongoing efforts and the heightened importance of energy as
a source of revenue and indispensable component of economic
growth and security, Asian interest in Central Asia and Central
Asian regimes’interest in Asian markets and investment have
grown steadily since the 1990s.18

Kazakhstan, for example, has a “huge plan”to expand oil and
gas links with China.19 Not only did the Atasu-Alashankou pipeline

CAN EAST ASIA DARE TO TIE ITS ENERGY SECURITY TO RUSSIA AND KAZAKHSTAN? 103

15 Edward Luce and Quentin Peel;. “FT Interview Manmohan Singh,”Financial
Times, November 8, 2004, p.5; Quentin Peel, “India’s Terms of Engagement,”
Financial Times, November 11, 2004, p.15.
16 Blank, Russo-Chinese Energy Relations: Politics in Command.
17 Stephen Blank, ”Central Asia and the Transformation of Asia’s Strategic
Geography,”Journal of East Asian Studies, XⅦ, No. 2, Fall/Winter, 2003,
pp.318-351.
18 Kent E. Calder, “Japan’s Energy Angst and the Caspian Great Game,”
NBR Analysis, Ⅶ, NO. 1, March, 2001; Michael Robert Hickok, “Japan’s
Gambit: an Asian View of Eurasia,”Problems of Post-Communism, XLⅦ,
NO. 3, May-June, 2000, pp.36-47; Birgit N. Schlyter, Korean Business
and Culture in Former Soviet Central Asia, Asian Cultures and Modernity,
Research Report, NO. 2, Department of Oriental Languages, and Political
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open in late 2005 with the promise of being extended westward
to improve access to Kazakhstan’s Caspian fields, China is seeking
to build a second gas field to link Shanghai with the gas fields in
the Amu Darya in Turkmenistan and potentially Uzbekistan or
alternatively with Kazakh gas fields in Aktyubinsk or Aktobe.20

Kazakhstan has also sought Japanese investment since at least
2002, if not before, especially as it has just as ambitious plans
to expand investment in its energy infrastructure in the next few
years.21 For example, Kazakhstan will invest $800 million between
2006 and 2008 in gas pipelines to boost exports and diversify
them to China and Asia “to avoid excessive dependence upon a
single consumer.”22 In addition, Astana also expects investment
into development of the Caspian oil and gas sector to reach $12.9
billion during in 2006-2010 and &16.8 billion sometime during in
2011-2015.23 Kazakhstan also plans to export electricity to China.24

Therefore Kazakhstan certainly seeks to increase energy sales
to China if not other Asian markets. Obviously much of this foreign
investment that it simultaneously hopes for will be Asian investment.
Kazakhstan also is considering joining an Asian-Pacific trade
agreement to broaden its overall economic profile in East Asia.25

Finally Kazakh experts also believe that because it controls 21-
25% of world uranium stocks, Kazakhstan can also serve as a
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potential source for covering the global uranium shortage and
providing nuclear energy for civilian purposes to foreign consumers.26

Asian states, whose demand for energy is growing, also show
increased interest in Russian and Central Asian energy sources.
Mongolia, for example, is interested in laying a pipeline from
Irkutsk to its territory.27 Japan has pursued an ever greater interest
in Central Asia, its energy, and its politics since its Eurasian
Initiative of 1997.28 In 2006 the Ministry of Economy, Trade, and
Industry (METI) proposed a series of measures called “Securing
Stable Energy by Strengthening Fuel Strategy.”These recommendations
include:

Independent development of oil and natural gas in strategic
areas such as Russia

Diversification of supply sources

Protection of Japanese mining rights in the East China Sea
and elsewhere

Strengthening of Japan’s relationship with other oil and gas
supplier countries.29

Commenting on this strategy Tsutomu Toichi, Senior Managing
Director and CKO of the Japanese Institute of Energy Economics
also observed that, (Toichi 2006, 4):
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The key issue is how to encourage oil companies to invest
in the development of oil and gas resources in Russia, In
the “Action Plan for Global Energy Security”agreed at the
G8 summit in St. Petersburg in July of this year, emphasis
was placed on strengthening and expanding the rule of law
as well as on establishing and empowering predictable, efficient
fiscal and regulatory regimes. It seems to me that this is a
very important implication for the foreign investment in oil
and gas resources in Russia.30

These aspects points of Japan’s new strategy are close to other
calls for a comprehensive Japanese energy strategy, suggesting
an emerging elite consensus on of energy strategy.31 Clearly Japan
fully intends to continue reaching out to Moscow and to Central
Asia in pursuit of energy security even if that aggravates the
continuing rivalry with China for priority access to Russian energy,
leaving no doubt that Japan remains very interested in acquiring
access to Russian energy.32

As part of the effort to diversify sources Japan has also
improved relations with Azerbaijan to foster increased Japanese
investment in exploration of Azerbaijani oil and natural gas.33

More recently, in August 2006 Prime Minister Junichiro Koizumi
traveled to Kazakhstan and Uzbekistan to seek more access to
negotiate oil, gas, and uranium deals so that Japan can continue
to receive oil and gas from this region, which is important precisely
because it is not the Middle East. Japan also needs uranium to
ensure that its nuclear powered electricity network will not
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encounter shortages.34 Furthermore, before Koizumi’s trip, a
meeting of foreign ministers in Tokyo agreed on an action plan
for regional cooperation to include support for border management
programs, counter-narcotics and counter-proliferation in Central
Asia. But beyond acknowledging the need for action against poverty
and proving in support for of economic development, Tokyo will
also help construct infrastructural projects to connect Afghanistan
to Tajikistan, and the broader Central Asian region and facilitate
the movement of oil and natural gas across the region.35

Japan’s interests here though are not strictly economic. Although
it has long championed the reconstruction of Afghanistan and its
integration into Central Asia, observers believe that Tokyo’s growing
interest in Central Asia is also intended to assert its position there
in the face of Russian and Chinese opposition.36 Since Japan, like
China depends now on Middle Eastern oil and gas for virtually all
of its supplies and is no less vulnerable to possible cutoffs of supplies
in a time of crisis, it competes with China for both Siberian and
Central Asian energy access. So even if Japan confines itself, at
least formally, to advancing only its economic interests it cannot
sidestep the political rivalry among the great powers for influence
in Central Asia and over the distribution of Siberian energy assets.
This remains the case even though Tokyo has stockpiled enough
oil so that if another crisis breaks out in the Middle East that imperils
oil supplies it has enough oil reserves to weather the crisis.37
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Neither is South Korea neglecting the Caspian basin. Already
in 2003 it saw pipelines from Russia as an alternative source of
energy to North Korea in place of its nuclear reactors and selected
the pipeline project as one of the government’s ten major tasks
during its tenure along with the proposed “iron silk road”railway
linking both Koreas to the Trans-Siberian railroad in order to
turn South Korea into a regional economic hub.38 Simultaneously,
members of the government and the Presidential Transition
Committee (PTC) envisaged the gas projects on Sakhalin as a
means of achieving the same objectives.39 Since then South Korea,
facing the same situation as its neighbors, has moved to promote
more efficient use of energy and to diversify its oil supply by
acquiring equity in fields across the globe.40 A major part of this
program is energy summit diplomacy conducted during President
Roh Moo-hyun’s trips abroad to negotiate with energy producing
countries.41 For example, he traveled to Azerbaijan in the spring
of 2006 and it was soon afterwards revealed that the South
Korean National Oil Company was considering buying shares in
Azerbaijan’s State Oil Company (SOCAR) to exploit the promising
Inam deposit.42 So, like Japan, the South Korean government has
improved ties with to Azerbaijan.43 Undoubtedly this “energy
offensive owes something to the ROK’s disappointment with the
failure to achieve tangible results in either oil or gas from Russia
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through 2005-06.”44

The ROK has also recently signed a deal with Uzbekistan to
ship 300 tons of uranium ore concentrate to South Korea annually
from 2010-2014.45 Both governments also agreed to explore two
oil wells in Uzbekistan with an estimated combined deposit of 820
million barrels and two gas fields whose deposits are estimated
at 191 and 84 million tons respectively.46 South Korea and Uzbekistan
also signed an agreement giving South Korea’s state-run Korea
National Oil Corporation (KNOC) a 20 percent stake in an international
consortium to develop gas resources in the Aral Sea.47 During
February and March, 2006 South Korean investors formed a
consortium with a Canadian firm to explore for oil in Eastern
Russia, in the Tigli and Icha regions of Kamchatka. These fields
hold an estimated 250 million barrels of oil.48 In addition, in February,
2006 the South Korean government set up an Energy Board
composed of 14 state-run agencies and business conglomerates
to target investment in multiple energy sources, particularly in
Africa, Central Asia, and Russia.49 South Korea’s global drive is
clearly closely tied to the global campaign by the KNOC to gain
access to wells abroad, where it was working on 21 projects in
14 countries as of 2005. But overall South Korean firms are
operating in 82 projects in 24 countries suggesting the extent of
their search for energy access. Justifying this global strategy,
South Korean observers like Kim Hyun-tae of the Korea Institute
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of Geoscience and Mineral Resources argue that like Russia, China,
and India,

the most effective way to accomplish the goal is to concentrate
all resources into one enterprise by creating a world-class
major energy corporation-We’re facing a fierce competition
against state-run companies from China and India fully backed
by their governments, not to mention major energy corporations.50

Finally China’s explosive entry into the world energy market
is now recognized not only as a fact of life but even as a potential
threat to U.S. national security because of its penchant for “locking
up”energy supplies with big long-term contracts.51 In keeping
with its policy, during in 2005-06 China began to make big deals
with Kazakhstan, opening up the oil pipeline from Kazakhstan to
China, discussing gas pipelines from Uzbekistan, Kazakhstan, and
Turkmenistan to China which it will build, and signing major deals
with Iran for gas and oil from its share of the Caspian oil and
gas reserves.52 In September, 2006 China approved construction
of a the multibillion dollar pipeline from Turkmenistan to its
Southern business center of Guangzhou. This pipeline will carry
some 30BCM a year, but the cost is undisclosed although it could
run into tens of billions of dollars.53 China is also increasing the
amount of oil it buys from Kazakhstan by buying another $1.9
billion of Kazakh oil reserves. It will be necessary to move that
oil from Western Kazakhstan to the existing oil pipeline from
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Atasu to Alashankou,54 while just like everyone else, it is expanding
ties with Uzbekistan and Azerbaijan to obtain energy sources
from them even if it must loan them the money to begin exploration
as it did by lending Tashkent $600 million in 2005.55 Beyond that
China is turning to Russia, Kazakhstan, Mongolia, and Australia
for nuclear energy and electricity and discussing pipelines from
Central Asia or Iran through Pakistan to China even if it has to
go through the Himalayas in order to ensure these supplies.56

Obviously the aim of such actions is to reduce dependence on
oil and gas and upon one set of suppliers for China’s energy
needs.57

Obviously Russia is also playing an increasing role in East Asian
energy issues. Indeed, one might arguably say that outside of its
overall strategic partnership with China and the issue of North
Korean nuclear proliferation (which in itself comprises a considerable
energy dimension) Russia’s Asia policy and the future development
of Asiatic Russia is almost completely staked on being the region’s
main energy producer. Indeed, the scope of Russian planned
programs for energy exploration and sales to Asia is very ambitious.
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RRUUSSSSIIAA’’SS AASSIIAANN PPRROOGGRRAAMM

Precisely because energy is Russia’s only enduring card in East
Asia, so much rides on its energy program for the region. The
Draft Russian Energy Reform Program proffered by the UES
electricity firm in 2002 began by stating that, (Gleason 2003, 45)

Russia possesses substantial reserves of energy resources,
enabling the development in the country of a powerful fuel-
energy complex that is the foundation not only for the
development of the national economy, but also serves as an
instrument of foreign policy. In large measure, the role of
the country in world energy markets determines the country’
s geopolitical influence.58

As most recently stated, Russia intends to raise its share of oil
supplies to East Asia from 3% to 10% by 2016. It plans to increase
the number of Asia-Pacific countries to whom it exports oil and
natural gas ten and five-fold respectively by 2020. Thus the share
of Asia-Pacific countries who receive its exports will increase to
30% by 2020 and natural gas will go from 5% to 25%. Obviously
these figures depend on implementation of both new and developed
eastern energy projects, including those in Sakhalin.59 Industry
and Energy Minister Andrei Dementyev also said that,

A program for the development of natural gas resources in
East Siberia and the Far East would be submitted to the
Russian government in 2006. A single system of gas production,
transportation, and supplies will be created in the region,
(able to support) exports to the markets of China, the world’
s largest energy consumer, and other Asia-Pacific countries.60
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According to Dementyev, construction of the East Siberian Pacific
Ocean (ESPO) pipeline, the estimated cost for which is $11.5
Billion (although considered by experts to be far too low given
previous estimates), began in April, 2006 and since then over
100 kilometers have been built and 330 kilometers have been
prepared for pipe installation. ESPO is supposed to pump 60-80
million metric tons of oil annually with 30 million going to China
via an offshoot of ESPO, the whose construction for which is
about to begin.61 Russia claimed in 2006 that it plans to increase
oil supplies to China (by rail - a vastly more expensive route
than by pipelines) from 10 million metric tons to 15 million while
China’s demand for crude oil is expected to grow 5-7% annually.62

Russia is also vigorously pushing President Putin’s idea of for
building an international center for spent fuel and nuclear energy,
and nuclear waste in Russia and the construction of atomic power
centers in Asia, hoping to raise its profile in the export of nuclear
energy to the global market, and reach orders of $25 Billion.63

This program not only aims allegedly to curtail nuclear proliferation,
it also aims to augment Russia’s capacity for getting a hold of
the CIS (Commonwealth of Independent States) members’uranium
stocks for its own purposes, depriving them of the means of
exporting it and then on its own exporting atomic energy and the
technology for of building such stations abroad.
It is also clear from Dementyev’s and Putin’s statements that

Russia may regard China as its primary intended partner in Asia,
but it is not confining itself to an exclusive energy relationship
with China. The ESPO pipeline may yet produce energy for Japan
and South Korea, or at least it is regularly stated by Russia that
it will do so. Indeed, it is now reported that South Korea will have
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to use it and pay market prices for the energy it receives in order
to get its energy from Russia. Yet this is also because China is
intransigently holding out for prices below market prices for its
energy which Russia opposes. Therefore the ROK’s subsidy is
necessary to justify the cost of this pipeline, a telling example of
the bizarre political and anti-economic logic that apparently is now
de rigueur in these deals.64

At the bilateral level Moscow continues to seek an active
expansion of its economic and energy ties to both Koreas. The
idea of connecting the Trans-Siberian railroad to a projected Trans-
Korean railway and supposedly trumping the European Union and
China’s projected program is still very present in the minds of
Russian policymakers.65 Moreover, the goals announced by Dementyev
and Putin in September, 2006 envisage the completion over a
decade of huge pipelines and equally enormous deals with Asian
consumers for energy that would go far to validate Russia’s ambition
of becoming “an energy superpower in the Asia-Pacific region.66

Indeed, these deals, if they were to be consummated with intended
Asian partners would span China, Japan, both Koreas, and if we
include the projected pipelines running from Turkmenistan and
Iran to India, the South Asian subcontinent as well.
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OOBBSSTTAACCLLEESS TTOO IINNTTEEGGRRAATTIIOONN

Given the scope of both Asian demand and of both Russian and
Central Asian ambitions to connect with Asian consumers in many
major projects why do we argue that Asia cannot rely on those
sources of energy to supplant Middle Eastern and Gulf producers?
In fact, beyond the arguments adduced above there are many
reasons for this pessimism or skepticism about Russia and Central
Asia; reasons that are structurally embedded in the politics and
economics of the producers, and even in the politics and economics
of consumers like China.
For example, many states in Europe and Asia, including Ukraine

and Russia, now depend on Turkmenistan to ship gas or to produce
enough in the future to justify the deals that are now being made,
e.g. the Sino-Turkmen pipeline plan. Yet Turkmenistan is an
economic disaster area. As one 2004 account describes it, (Sabonis-
Helf 2004, 172)

The governance strategy in Turkmenistan is one familiar to
many OPEC states: following the “no taxation, no representation”
model, the state is failing to establish competence in taxing
or budgeting. A complete lack of transparency has made
even the most basic statistics suspect, yet-based on the
promise of hydrocarbons-the international community remains
willing to lend money where it is unwilling to invest.67

Other accounts highlight the fact that the sultanistic rule of
Sapirmurad Niyazov has created the most unfavorable investment
climate in Central Asia: the currency is essentially worthless, as
noted above statistical analysis of published figures is useless or
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misleading at best, and Niyazov and his family, and cronies, have
completely personalized all economic ventures in the country,
especially the crucial energy sector.68 Since one person controls
the economy indecision and a lack of real coordination and
implementation are rife.69 Exchange and interest rates have no
function in the economy and governance is a mater of caprice.70

Although change may come in the future afterafter Niyazov’s
death on December 21, 2006, we have yet to see it and this
skepticism concerning Turkmenistan’s future economic and political
prospects continues.71 Accordingly it is impossible to put much
faith in Turkmenistan’s ability to finish the pipeline on schedule,
at cost, and to supply China with 30bcm of natural gas as promised,
while at the same time fulfilling its obligations to Ukraine, Russia,
and Iran. For example Turkmenistan’s contracts with Gazprom
call for it to send at least 30bcm of gas this year to Russia and
between 70-80bcm by 2010.72 There is no way to verify these
figures and most outsiders remain highly skeptical that Turkmenistan
can fulfill those contracts.73

Kazakhstan is light years ahead of Turkmenistan in transparency
and openness despite being corrupt and authoritarian in its
governance.74 Nonetheless, even if Kazakhstan were to be fully
developed it alone could not replace Middle Eastern supplies to
East Asia’s major consumers: India, China, South Korea, and
Japan. Their combined demand is simply too great and the investment
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in infrastructure needed to bring Kazakh energy to Asian markets
is so huge that those states would have to build pipelines and
refinery facilities and pay for the energy. Or else they would have
to buy huge equity shares which Kazakhstan is not going to give
them as it has moved to take ever greater control of its energy
industry.75 So while Kazakhstan can provide large amounts of
energy to Asian consumers, it cannot replace Iran and Saudi
Arabia, or even an efficient Russia, as a supplier of first resort.
However, even if Central Asian governments start today to

behave in an optimally efficient way to provide Asian consumers
with energy, Russia will do everything it can to block Central
Asian gas and oil sales to other consumers. Russia and China
are strong rivals for Central Asian energy assets.76 For example,
Rosneft, Transneft, and Lukoil already want to sell oil to China
through the Kazakh pipeline to prevent Kazakhstan from monopolizing
such sales and this is only one example of a general pattern of
Russia’s highly visible monopolistic practices in Central Asia.77

Russian energy producers have steadily rebuffed China’s projects
for obtaining energy supplies in Central Asia. Russia is also
determined to maintain autarchic control over energy firms and
thereby exploit its strategic resources to enable it and to be
able to manipulate prices in its favor by being a monopolistic
producer. Sergei Kuprianov, Gazprom’s Press Secretary, stated
in 2004 that,

Sharing mineral resources with foreign companies is
against our policy. In fact, sharing oil with the Chinese
would be even more inappropriate. After all, their
stake in Yuganskneftgaz (the former main asset of the
now defunct Yukos energy company-author) could

CAN EAST ASIA DARE TO TIE ITS ENERGY SECURITY TO RUSSIA AND KAZAKHSTAN? 117

75 Olcott, pp.90-91.
76 Yuri Fedorov, “The Shanghai Hub; Russian-Chinese Cooperation is Actually
Rivalry,”Moscow, Kommersant.com, in Russian, April 10, 2006; FBIS-SOV,
April 10, 2006.
77 Sergei Blagov, “Russian Oil to Flow to China Even before Pipeline Completed,”
Eurasia Daily Monitor, May 11, 2006.



complicate future price negotiations (for oil purchased
by CNPC).78

Similarly Russian and American energy companies have obstructed
and are still obstructing China’s efforts to buy energy holdings in
Central Asia, forcing China to depend on external suppliers or on
its own bilateral deals rather than gain equity holdings there.79

Moscow has regularly sought to monopolize the transport of Kazakhstan’
s enormous oil and gas deposits, still opposes Kazakhstan’s participation
in the Baku-Ceyhan pipeline system (BTC), still deprives Turkmenistan
of the free choice of markets and pipelines for its gas, and obstructs
efforts to build pipelines that would connect Turkmenistan with
Pakistan and the Indian Ocean.80 Not surprisingly these efforts anger
Kazakhstan’s officials, e.g. its Minister of Energy and Natural
Resources who said “Russia must share the markets it controls.”81

Indeed, in November, 2005 Gazprom concluded a deal with
KazMunaiGaz, Kazakstan’s main gas and gas pipeline firm to
increase gas transit of Turkmen and Uzbek gas via Kazakhstan
so that Gazprom will control virtually all of Central Asia’s gas
exports. While observers say this is aimed first at Ukraine, it also
will constrict Chinese options in Central Asia.82 Thus Moscow’s
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subsequent pressure upon Turkmenistan to join it has been notable,
even to the point of helping to facilitate an attempted coup there
in late 2002.83 More recently it negotiated a deal with Ukraine
that stipulates that in return for Kyiv’s commitment to buy Central
Asian and especially Turkmen gas exclusively from Russian
pipelines, Ukraine could buy gas for 2007 at $130-135 per tcm
of natural gas.84 That deal, whatever its implications for Ukraine,
perpetuates Moscow’s stranglehold over Turkmen gas exports.
So its efforts to block independent Chinese access to Central Asia
are hardly surprising.
Indeed, those actions reflect equally compelling geoeconomic

and geostrategic perspectives for Moscow. In 1998 the Kazak
political scientist Nurbulat Masanov wrote that, (Trofimenko,
1998)

U.S. and Western trans-national corporations are active in
the exploration of Central Asian resources and are particularly
interested in reducing Russia’s influence in the region. When
new transport routes, such as the Trans-Caucasus corridor,
become operational, Russia is expected to experience serious
negative consequences. The point is that the flow of export
goods from Central Asia across Russia, unites the Urals, the
Volga region, Western Siberia, and the Far East into a single
complex. If this flow takes alternative routes it is quite
possible that the territorial integrity of Russia will be endangered.
And with China playing a larger role in the eastern part of
Russia, this process is fraught with even greater unpleasantness.(Italics
author)85

Russian officials have repeatedly reiterated their opposition to
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being merely China’s source for raw materials and demand equal
status in economic-technological exchanges with China.86 Russian
leaders also know that if they fail to be competitive economic
players in East Asia, they will also be at a serious disadvantage
at home and in Central Asia. For, if Russia fails to become “a
worthy economic partner”for Asia and the Pacific rim, Deputy
Prime Minister Aleksei Kudrin warned that, “China and the Southeast
Asian countries will steamroll Siberia and the Far East.”87 China
would then also steamroll Russia in Central Asia too. Certainly
Russian energy policy betrays a definite reserve, if not something
stronger, about ceding too much influence in Russia or Central
Asia to China.88

Russia and Central Asia are thus rivals in the energy market
and much of Moscow’s neo-imperial designs upon this region stem
from the fact that it must capture Central Asian energy rents to
sustain its own autocratic and anti-market system. This is because
Central Asia’s oil and probably gas too are cheaper to extract
than are Russia’s. As Mikhail Khodorkovsky, Yukos’Chairman
and CEO, told the Carnegie Endowment in 2002, a key reason
why Russian oil has a high cost is transportation costs and its
most pressing needs are for liberalization and new markets
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(Khodorkovsky, 2002).89 But the state will not let go of its control
of pipelines and this will maintain the excessively high costs of
Russian oil and deprive Russia of markets even as Russia has to
“push aide”other producers by expanding its pipeline network to
take their oil through its pipelines.
Khodorkovsky conceded as well that Caspian oil is indeed

competition for Russian oil so if that energy goes onto markets
before Russian energy capabilities are developed, the latter will
not have room to compete.90 Furthermore, given the importance
of oil companies to Russia’s economics, it is urgent for them to
restrict Central Asian production and infrastructure to mainly or
even exclusively Russian channels lest their oil and gas become
less competitive due to its own high cost and wasteful monopolistic
structure and dilapidated infrastructure.91 And since domestic
consumption is subsidized and Russia will not undo this despite
the EU’s demands for doing so, it must dominate Central Asian
energy and restrict its flow to other consumers lest its own
economy become unhinged. Since the domestic economy is spending
subisdized energy with little regard for its true price, it is obvious
that if real market prices for energy were to be charged to private
and public users like municipalities the ensuing economic hardship
would be enormous and many economic organizations might well
go under in the ensuing economic crash.
Central Asia’s abundant gas deposits, if marketed abroad, could

erode Russia’s competitiveness in world markets, especially the
Asian markets of India, Japan, China, and South Korea that are
widely expected to surge with vastly increased rates of demand
for fossil fuels. Given the centrality of oil and gas to Russia’s
economy that would be a catastrophe. Thus Moscow must realize
the grand Eurasian design sketched out by Putin since 2000 and
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his proposals for an OPEC-like cartel over natural gas so that
Central Asia’s efforts to build infrastructure be limited to those
compatible only with Russia. Apart from the grand design for
Asiatic railways and pipelines to major East Asian states this
means the successful completion of not only those two goals but
also of major transportation and energy projects in Central Asia,
including the north-south corridor including Central Asia, Iran, and
India. Given that scenario, Russia could then truly become the
Eurasian hub of a vast series of trade routes tying together Europe,
Central, South, and East Asia together.92

Meanwhile Moscow’s and Gazprom’s quest to monopolize Central
Asian gas continues in order to use it to overcome the dangers
facing Russia from a lack of investment in its own dilapidated gas
and oil infrastructure and the unwillingness to end the domestic
subsidization of natural gas. Although these factors predate Putin;
the monopoly status of Gazprom and the gradual state takeover
of oil firms creates an enormous incentive for a lack of investment
at home and for the depletion of resources in a scramble to export,
as well as the stagnating productivity of labor and of gas fields.
The natural gas industry, led by Gazprom, remains the least
marketized sector of the Russian economy and has proven highly
resistant to efforts to introduce market reforms. Thus Gazprom
it already breeds conditions harmful to the growth of that sector
and to Russia’s long-term economic development.93 Since Gazprom
controls both upstream production facilities and downstream
distribution institutions, it constitutes a major obstacle to consumer
choice and market economics in its chosen sectors. Moreover, it
is the monopoly exporter of gas exports and the monopsonistic
buyer of gas produced by oil companies even as it expands into
the electricity and nuclear sectors. Gazprom expects domestic
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demand to rise steadily albeit slowly and demand for its exports
to continue rising as well through 2010. Yet because of decaying
infrastructure, which still suffers from a lack of investment, output,
has been and is likely to remain flat in the face of this rising
demand.94

As Lilia Shevtsova of the Carnegie endowment observes,
(Shevtsova 2006, 71)

The limits of Russian bureaucratic capitalism are difficult to
ignore. Despite extremely favorable conditions on the world
market, economic growth in Russia is slowing down from
7.3 percent growth in 2003 to 6.4 percent in 2006. The
Russian ruling elite seems not to understand that the country,
as presently organized, is approaching the natural limits of
the “petro-economy.”State-owned energy companies have
proven far less efficient than privately owned companies: oil
output has grown by 47 percent in the private sector over
the last six years, compared to just 14 percent in the public
sector. Independent producers of natural gas have doubled
their output, while state-controlled Gazprom has increased
output by just 2 percent.95

Nevertheless the state juggernaut roles on seeking monopolies
throughout strategic sectors of the economy and not just in energy.
Because the domestic energy economy, especially in gas is anything
but a market, Russia has to regulate exports in order to sustain
it, lest producers export everything they can to get a the higher
return on their product. For example the deal with Ukraine is for
55bcm to be shipped there in 2007 even though Ukraine’s previous
annual use is 73-76bcm a year. As Ukraine is a notoriously
inefficient consumer of energy it is virtually inconceivable that it
could have made such economies in only one year. As a result
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observers are speculating that Russia is holding back 18-20bcm
of Central Asian gas in order to satisfy rising demand at home
which it cannot do from its own production For example, Roman
Kupchinsky of Radio Free Europe writes that, “The fall in Ukrainian
gas imports is likely not by preference - but can rather be directly
traced to Russia’s own rapidly rising domestic demand.”96 Under
these circumstances Russia’s ability to satisfy East Asian demand
for gas or for oil is not to be taken for granted. Meanwhile this
lack of investment amidst rising consumption at home and abroad
may lead to a “gas hunger”and major energy crisis in Russia.
Indeed Russia is already is undergoing a gas crisis.97

Forecast extraction for gas is from 610bcm in 2004 to nearly
640bcm Billion in 2010 while domestic consumption is expected
to rise from 430 to 470bcm. Thus Russia may lack about 30bcm
in 2010 to meet its domestic and foreign commitments. Central
Asian gas, bought at cheap prices may be used to supply Russia’s
domestic markets, thereby forcing those producers to bear the
costs of the domestic subsidy and forego the profits they would
accrue by selling on the open market.98 Accordingly, Russia’s
drive for monopoly reinforces its drive for empire, while both
these goals are attainable only at the cost of perpetuating Central
Asia’s socio-economic backwardness, which most observers believe
will sooner or later trigger a massive explosion of civil disorder
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there. The geopolitical and commercial implications of this policy,
which redounds neither to Russian, Central Asian, or Chinese long-
term interests are obvious and potentially ominous.
So it is hardly surprising that despite protestations of mutual

identity of interests and eternal friendship in high-level Sino-
Russian meetings, in energy and economics the reality has been
mutual suspicion and tough bargaining.99 Putin has at least twice
publicly voiced suspicion of Chinese economic power in Asia and
Russian officials have publicly opposed any Chinese military
presence in Central Asia. Consequently, despite an anti-American
strategic partnership on strategic issues, Russo-Chinese energy
relations reflect mutual irritation and suspicion.100 This Russian
pressure over Central Asian energy capabilities constitutes one
of the fundamental question marks hanging over any Central Asian
ability to satisfy East and South Asian demand, apart from the
unsettled situation in Afghanistan and Indo-Pakistani rivalries; it
is bound as well to the nature of the Russian energy industry as
a whole which has come under ever greater state control.

RRUUSSSSIIAANN OOIILL AANNDD GGAASS IINNDDUUSSTTRRIIEESS

These geostrategic and geoeconomic trends also powerfully
reflect the internal constitution of the Russian energy sector which
is the most strategic sector of the state and subjected to increasingly
stultifying state control. Given the monopolistic, rent-seeking, and
suboptimal tendencies that are structurally embedded in this
industry, it is unlikely that Russia can satisfy China, let alone
South Korea, Japan, its own consumers, and Europe or achieve
sufficient revenues for investment in its own infrastructure with
regard to gas and oil. Since the gas industry is subject to vastly
greater state control and even ownership than is the oil industry,
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the Russian government has far can exercise much greater ability
to manipulate gas prices at home and abroad and gain increased
control over natural gas markets.101 But while the oil industry does
not yet reflect quite this degree of state control, it is falling under
greater state control as time passes and is at the mercy of the
state agency Transneft which controls the pipelines.
Although there are ten private oil firms in the Russian oil industry,

in actual fact only but five major ones dominate it. Julia Nanay
listed these five dominant firms: Lukoil, Yukos, TNK, Surgutneftgaz,
and Sibneft. Since then Yukos has been broken up and taken over
by the state and Sibneft has also been brought under state control.
Juxtaposed against the private oil firms are three key state-owned
firms: Rosneft, the oil company, Gazprom, the gas company and
Transneft, the pipeline monopoly. In September, 2004 the government
announced the takeover of Rosneft by Gazprom (thus demonstrating
the latter’s ambition cited above to be a major energy firm on a
global scale and to be a monopolist in the field.) When Yukos was
taken over shortly thereafter by Rosneft, which had already been
earmarked for assimilation to Gazprom, this state takeover displayed
the ambition, spelled out by Putin earlier, to create companies
which would be the Russian equivalent of Saudi Arabia’s Aramco.102

In keeping with this policy, since then Gazprom is evidently moving
also to take control of Russia’s electricity and nuclear energy
industries.103 This trend, though of global significance, has a particular
significance for Sino-Russian energy relationships.

A Russian political analyst even suggested that the merger
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between Gazprom and Rosneft would only be the starting
point of the establishment of the biggest energy company in
the world. The analyst pointed out a kind of holdings company
named “Gosneftgaz”composed of Gazprom, Rosneft, Surgutneftgaz,
Lukoil, Yukos, and Sibneft could be established before the
end of president Putin’s second term, that is 2008. He added
that approbation of the creation of a single state oil and gas
corporation will be under the control of the St. Petersburg
Chekists group which is very conscious of China’s rise. So
they are determined to control the oil and gas supply sources
to China.104

But since Gazprom is legally constrained to supply natural gas
to producers, especially the existing state-run electricity firm,
RAO UES, at ridiculously low and subsidized domestic prices, its
profits come almost exclusively from its ability to export. If it
cannot export, the whole house of cards might collapse and force
major fuel and electricity price hikes in Russia that Putin has ruled
out even though they have been demanded by the EU. has demanded
them. Consequently any attempt to establish a truly market based
energy economy inside Russia would precipitate an economic and
thus political catastropherash.
But to the degree that Gazprom and Transneft can establish

control over the entire energy sector, they will export all the
deficiencies of their monopolies to that sector and to Russia’s its
foreign policies. Nevertheless the creation of an ARAMCO like
company in Gazprom and the status of Transneft as “king of the
castle”in the Russian oil sector is a logical culmination of the
outlook shared by Putin and other officials. Therefore those hoping
to obtain access to major Russian energy supplies are likely to
be quite disappointed.
As has already been discussed, Gazprom’s monopolistic control

over the gas industry has restricted both the overall growth of
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that sector and hampered Russia’s long-term economic development,105

as well as limiting consumer choice in a state-controlled market;
while because of insufficient investment in infrastructure Gazprom
will be unable to keep pace with forecasted rising domestic and
export demand through 2010, a situation further aggravated by
the fact that gas prices to commercial and private consumers are
heavily subsidized.106 Furthermore, it is likely that domestic demand
is rising faster than Gazprom predicted, leading to the gas hunger
mentioned previously and the diversion of exports to the domestic
market.107

Moreover, Gazprom as a monopolist is not content simply with
regulating exports as it also acts to suppress potential rivals.108

Thus

One of things Gazprom wants is to ensure that BP’s entrance
into the ranks of the Russian majors does not mean an end
to Gazprom’s export monopoly. BP merged its assets with
Russian oil firm TNK in 2003 to create TNK-BP. One of the
merged firm’s major goals was to export natural gas from
the Kovykta superfield near Irkutsk to China and Korea-an
$18 billion project. To protect its interests, Gazprom will
continue to sabotage the Kovykta project until TNK-BP
relents and allows it in as the operator-an operator that has
every intention of letting the other “partners”pay its way.109

Obviously this means more delays for China and the ROK who
hoped to buy the gas from the Kovykta site, as well as and higher
costs, assuming that the pipeline ever gets built. And sure enough,
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in 2006 BP announced that it was selling its majority share in its
joint venture with TNK in Kovykta to Gazprom which has waged
an unrelenting campaign to gain control of that field and other
TNK-BP projects for its own purposes.110 Even so, it is not clear
whether the gas from this field will go to Asia or to domestic
consumers. Certainly, we cannot make any assumption as to the
eventual outcome, particulalry when we consider the pervasiveness
of the struggle between of Gazprom and Transneft, the state
monopoly over pipelines, backed by powerful government authorities
to establish monopolies not just over the domestic industry but
also over neighboring foreign producers. Thus Gazprom has hinted
at an interest in Russia’s foreign oil company Zarubezhneft and
we know that the energy sector, acting under state direction is
a powerful, if not the most powerful leverage Russia has in foreign
policy towards the Baltic States, Poland, Belarus, Ukraine, Moldova,
and Georgia.111

EENNEERRGGYY SSEECCUURRIITTYY EESSPPOO AANNDD KKOOVVYYKKTTAA

Given the nature of the Russian energy industry it is not surprising
that Russia’s concept of energy security clashes with that of
every consumer, not just Asia. Essentially this concept is autarkic,
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i.e. Russia alone controls the pipelines that take its oil and gas to
consumers, and that they must be locked into long-term contracts
with Russia alone at a price Russia sets.112 Energy security duly
translates into a guarantee for protected markets free from any
outside scrutiny or regulation by the market. Energy security here
entails a supposedly risk-free privileged domain in the CIS if not
beyond which diminishes the sovereignty of CIS members and
forces consumers to subsidize Russian oil and gas and pay Russian
prices for the privilege of doing so. Decision making is essentially
political, not economic and inherently sub-optimal and inefficient.
China’s approach on the other hand is governed by its paranoia,

not too strong a word, about controlling energy under all circumstances
and bypassing its so called Malacca issue, i.e. that the U.S. or
Indian Navy can interdict supplies from Middle Eastern producers.113

Hence China is interested in overland pipelines from Iran, Pakistan,
and Central Asia. China also, as everyone has noted, pays top
dollar to “lock up’oil and gas supplies for years and to gain equity
access so it owns the oil or gas at all stages of production and
transportation to China. This too is an essentially anti-market,
political approach to the problem of energy security. But in its
dealings with Central Asia and Russia, China has sought to induce
both Russia and local producers to sell it oil and gas through
projected pipelines that have yet to be built at below market
prices.114 This has naturally triggered staunch Russian resistance
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and delayed negotiations, showing just how incompatible the
respective approaches of the two countries to energy security
are and how hard it is therefore to reconcile them.
Similarly the experience of Russia’s on and off decisionmaking

about the ESPO and the gas fields at Kovykta through 2005 cannot
inspire confidence that Russia will make and implement an
economically rational decision that provides energy supplies for
all consumers at reasonable prices.115 Nor does the new crisis
around the Sakhalin gas fields help matters. Russian claims of
environmental violations and of tax defaults look and feel like
other previous attempts to drive Gazprom’s rivals out of business
and to revise by unilateral pressure and coercion existing Production
Sharing Agreements (PSAs) and have raised a storm of protest
in Japan and Europe.116 But since the Kovykta project failed to
get off the ground, Sakhalin remains the only available functioning
source of LNG to East Asia and Gazprom is clearly determined
to monopolize it.117 Moreover, it is making many hints about taking
the gas from South Korea and Japan and buying out the foreign
companies in order to give it to China to reflect the political
necessity of reaching a deal with China.118 Thus Japan and South
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Korea might not even receive the gas they have come to expect.
Similarly ESPO’s final terminus remains to be determined along
with the cost, along with the issues of who will pay for it and
the price of energy supplies exported to China. So while major
projects are being discussed or are just now being embarked
upon, in fact numerous question marks continue to surround the
realization of Russia’s grand design.

CCOONNCCLLUUSSIIOONNSS

The foregoing analysis has suggested numerous reasons why
Russia and Central Asia cannot serve as reliable surrogates for
the Middle East and the Gulf with regard to Northeast Asian
demand for energy supplies. In some respects this is simply
because that demand is too great to be supplied by Russia and
Central Asia alone. But this fact is also inextricably linked to
preexisting economic and politically embedded structures of the
strategic energy industry and state decision making in those
countries. Indeed, as noted above Russia is already beginning to
feel the effects of a gas shortage and is trying to change its
strategy to relieve the pressure of its own demand on its domestic
supplies.119 However, barring fundamental structural political change
in these countries, efficient and rational decision making with
regard to energy is not likely anytime soon. China too must be
more willing move faster to consider changing its approach because
it is excessively expensive economically unviable for it to pay top
dollar for overvalued energy access and because of the strains it
places upon its relationship with key countries like the United
States, Iindia, and Japan. Though Washington is stating this to
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China and some Chinese and Asian academics are making the
point too, Beijing has yet to come to terms with the need for
systematic reconstruction of its overall energy policy process.120

Nonetheless, the points made here highlight the need for greatly
enhanced international cooperation among consumers. India and
China talked about doing this earlier this year but little has come
of it so far.121 More recently, there are signs of discussions among
China, India, America, Japan, and South Korea about establishing
a viable form of multilateral cooperation on energy. Market based
cooperation of this kind would go far to alleviate both the security
anxieties and the market shortcomings that currently undermine
efforts to deal with potential energy shortages and great power
rivalries. But these activities remain in their infancy for now.
Nevertheless it is clear that this is the only way for consumers
and producers to reach a sustainable supply equilibrium and ensure
genuine energy security. For the kinds of monopoly practiced by
OPEC and by Russia have become nothing more than pillars for
autocracy, backwardness and neoimperialism. Irrespective of
whether or not under these conditions East Asia eventually gets
the energy it needs from Russia and the CIS, those outcomes of
the current Russian and CIS political economies will inevitably
give rise to new security threats even as their respective state
interventionist approaches are likely to fail to meet Asia’s needs
for energy.
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NNEEWW OOPPTTIIOONNSS FFOORR NNOORRTTHHEEAASSTT AASSIIAANN
CCOOOOPPEERRAATTIIOONN IINN DDEEVVEELLOOPPMMEENNTT

FFIINNAANNCCEE
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Duisburg-Essen University

AAbbssttrraacctt

While market integration has progressed steadily in Northeast Asia,
government-backed cooperation is still lacking, which makes the region
vulnerable to shocks and does not fully exploit the potentials of
regional integration. In this paper, we will discuss the potential role
of cooperation in development finance to counter cross-border external
economies, e.g. environmental pollution and to overcome cooperation
failure for cross-border investment projects like infrastructure
development. Earlier attempts to create a Northeast Asian Development
Bank are surveyed and alternatives discussed. It is argued that
cooperation in development finance can be a sensible mechanism to
promote cooperation and realise welfare gains for the region, provided
that organisational issues like a clear agenda, private sector participation,
and appropriate membership levels can be managed appropriately.
Such a mechanism may also be helpful to support the integration of
North Korea into the regional economy at a later stage.

Key Words: Northeast Asia, Development Finance, Development
Bank, Regional Cooperation and Integration, North Korea.
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IINNTTRROODDUUCCTTIIOONN

Northeast Asia, with China, Japan and Korea at its core, has
become the most dynamic economic region of the world, despite
setbacks like the 1990 burst of the Japanese bubble and the Asian
financial crisis in the latter half of the 1990s. While the enterprise
sector has been a dynamic engine for market interaction between
the economies of the region, government-backed cooperation is
still lacking, which makes the region vulnerable to shocks and does
not fully exploit the potentials of regional integration. How to
overcome this institutional gap has been a concern for many years.
Cooperation in development finance is one meaningful way for

Northeast Asia to promote integration and increase regional welfare.
In the following paper, we will consider the case for such cooperation.
First, it is sensible to discuss earlier attempts. They can be roughly
summarised under the idea of creating a Northeast Asian Development
Bank. This concept, which originated in the early 1990s, was never
realised, and it is important to understand the reasons. Second,
the case for regional cooperation in development finance will be
made, taking more recent developments into account. We will show
that there is a rationale for such cooperation, given situational
changes of the 21st century, even though such a scheme would
be rather different from an old-style development bank. In part
three, features for a contemporary approach towards cooperation
in development finance will be discussed. One issue is setting a
clear focus on which tasks to initiate. Another issue is how to
organise public-private interaction in an organisational framework.
A third issue concerns membership. Fourth, we will discuss whether
such a mechanism could contribute to the North Korean problem.
We will close with a summary of major findings and an outlook.

EEAARRLLIIEERR AATTTTEEMMPPTTSS TTOO CCRREEAATTEE AA NNOORRTTHH EEAASSTT
AASSIIAANN DDEEVVEELLOOPPMMEENNTT BBAANNKK

While this is not the proper forum for a detailed history of the
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many proposals, comments and criticial remarks on Northeast
Asian cooperation in development finance are necessary to frame
the issues. In the early 1990s, concerns mounted that the successful
regional economies would hit a glass ceiling in terms of an
inadequate capital base to finance the huge investment needs of
the region. Duck Woo Nam (1991), a former prime minister of
the Republic Korea, at that period introduced the idea of a Northeast
Asian Development Bank (NEADB) to overcome this gap. This
innovative concept was also pursued by the Northeast Asia
Economic Forum, which has a secretariat at the East-West Center
in Hawaii, and promoted by Lee-Jay Cho in particular. Stanley
Katz elaborated on the concept in several contributions1, and it
was discussed in various international meetings during the latter
1990s and beyond. While the years following the Asian financial
crisis were not beneficial in the formation of a new development
bank (ostensibly to raise fresh funds for the discredited region),
the idea did not totally fade from view. In 2002, the Tokyo
Foundation, supported by a network of Japanese politicians,
undertook a larger study and again proposed the creation of a
NEADB for the region. The concept was again taken up by South
Korea. In a 2004 conference hosted by the Korea Institute for
International Economic Policy (KIEP) and EXIM Bank, Woo-Sik
Moon and Deok Ryong Yoon developed a somewhat leaner concept
of a Northeast Asian Investment Corporation; this can be regarded
as another major intellectual step to find an organisational basis
for regional cooperation in development finance (see also Kim and
Lee 2004; Li 2004, etc.).
These efforts thus far have not come to fruition. If one considers

it worthwhile to reconsider the case for such cooperation in the
near future, it is important to understand why so many worthwhile
initiatives have failed-whether the reasons are still valid or if new
conditions warrant new considerations. The first reason why calls
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to found a new development bank have met with scepticism is,
of course, the fiscal cost involved. Proposals by Nam and Katz
suggested a total capital base of some 20 to 40 billion USD, of
which half might be paid-in capital. The Tokyo Foundation proposal
was somewhat more modest, requesting 6 (then 3) billion USD,
but this is still a considerable capital outlay.
If there had been no other organisation available to fill the needs

of a development bank for Northeast Asia, fiscal prudence might
not have turned out to be such an important concern. There is,
however, the Asian Development Bank (ADB), founded in the
1960s to serve the whole region from South Asia to the Pacific
Islands (including Northeast Asia). The establishment of a sub-
regional bank might appear wasteful, and it is understandable that
many would object. Clearly, the proponents of the NEADB concept
were aware of this criticism. There are several arguments to
counter it:
First, a sub-regional bank for Northeast Asia would not be

without precedent. There are several examples in Africa and the
Caribbeans, just below the level of the African and the Inter-
American Development Bank respectively. Indeed, if no hierarchical
overlap of development banks could be legitimized, there would
not be regional banks like ADB in addition to the International
Bank for Reconstruction and Development (IBRD, “World Bank”)
in the first place. Hence, the asserted raison d’etre for a sub-
regional bank is important, not simply as an overlap per se. In
this respect, proponents of NEADB have argued that the resources
of the ADB are too thinly spread over the whole Asia-Pacific
region to do justice to the enormous developmental needs of the
rising Northeast Asian region. This holds, it is argued, both for
the financial resources and for technical expertise. In terms of
the latter, ADB is expected to serve the needs of the populous,
agricultural economies of South Asia, the transformation economies
of Central Asia, resource-rich economies in Southeast Asia, the
tiny Pacific Island economies, plus the needs of rapidly industrialising
Northeast Asia. It is dubious how ADB could possess specialised
expertise for all these disparate interests. With respect to the
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resources of ADB, it is obvious that the regional development
bank would not be in a position to fill this gap. Presently, the
share of all ADB resources received among the region is considerably
lower than the regional share relative to GDP or population. Of
course, this is also related to the fact that Japan is not a developing
member country, and that China, because of its size, cannot easily
be compared to ADB averages. Nevertheless, this situation
demonstrates that ADB is not entirely adequate to handle Northeast
Asian matters.
Even if one agrees that traditional organisations cannot fulfill

all the needs for development finance and expertise for the
Northeast Asian sub-region, the question remains whether a new
development bank is a sensible instrument to overcome the gap.
In that respect, the NEADB proposal of the early 1990s was badly
timed. In 1992, the so-called Wapenhans Report had severely
criticized the effectiveness of the World Bank in delivering
development goals (World Bank 1992). For instance, more than
a third of the projects that had undergone internal evaluation were
found to be unsatisfactory, with a “culture of approval”as a major
hindrance. By extension, it could be argued that all multilateral
development banks share problems of governance and effectiveness.
In effect, the mood turned against yet another bank.
Apart from the economic aspects mentioned above, there were

also political reasons why the idea of a NEADB did not gain a wider
following. The US has always been rather critical of regional concepts
originating in East Asia, in which they would not play a key role.
While proponents like Nam and Katz argued that the US should be
a major shareholder, possibly the largest, it could be expected that
the US would not be as central for the Northeast Asian scheme,
either in ADB or the World Bank. The Japanese also did not endorse
the proposal. Tokyo had fought hard to be a major player within the
ADB, always appointing the president since its inception, so to lend
a hand in founding a NEADB could be seen as questioning the status
and the role of its “own”earlier project of an ADB. Even if not for
these critical positions of single players, it has always been extremely
difficult to get China, Japan, Russia and the US moving together,
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given their struggle for regional leadership roles-or their moves to
stop each other becoming one.
While those in favour of a NEADB originate from various

countries, it is noteworthy that Koreans and Korean organisations
always have had more than an equal share in making the case
for a new regional development bank. From a political point of
view, this is not particularly surprising. As a country “at the
center”of Northeast Asia2, but rather weak vis-a` -vis China,
Japan or the US, it would profit proportionately more from better
intra-regional relations and welfare-increasing cooperation in
development finance. According to Rozman (2006), even Korea’
s concern for regional cooperation was rather shallow in those
years.

TTHHEE NNEEWW CCAASSEE FFOORR NNOORRTTHHEEAASSTT AASSIIAANN CCOOOOPPEERRAATTIIOONN 
IINN DDEEVVEELLOOPPMMEENNTT FFIINNAANNCCEE

The main change affecting the thinking on development banks
in recent years is the dramatic rise in international financial liquidity.
There are several reasons for this on a global level, including the
huge financial income of resource-rich countries that are re-
channelled into the world economy. Since the latter 1990s, Pacific
Asia has also become a capital-surplus region with more savings
than regional investment. Foreign reserve holdings of major East
Asian economies now easily surpass two trillion USD. While some
of the changes are due to global imbalances that may be expected
to be only temporary, few observers would doubt that overcoming
an absolute capital shortage is no longer the principal raison d’
etre for development banking.
Capital being on average more abundant than ever before,

development banks can no longer (and do not have to) compete
with private lenders on price. For instance, while net disbursements
of the Inter-American Development Bank have risen by about 6
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percent in 1999, they have since entered negative territory and
declined by 2 percent in 2006 (Economist, 12 May 2006a). These
problems also concern the Asian Development Bank. In January
2007, for instance, China undercut the Bank by providing 70 million
USD for improving the water supply of Manila, the “home town”
of ADB (Economist, 12 May 2006b).
The Asian Development Bank has begun to react to the changing

circumstances. For the 2007 General Meeting, an Eminent Persons
Group (EPG) has presented a report on suggestions for a “New
ADB”, which is worth studying carefully (EPG 2007, 1-2). Major
findings include:

The traditional role of a development bank to transfer official
capital “will become redundant,”

More knowledge-based services based on a strengthened
institutional capacity should be offered and blended with
finance,

The bank should become more focused and concentrate on
a small number of core activities,

It should more often engage in regional endeavours and with
an “ultimately global focus,”

Reduce transaction cost in operations,

Strengthen “responsibilities and contributions of the regional
members,”

Create “clusters of technical staff in regional hubs”to overcome
the “drawbacks of its location in Manila”(EPG 2007, 23).

These are refreshingly sober-minded statements, a welcome
change from earlier euphemising eulogies. Three items stand out:
first, development financing with governmental or inter-governmental
participation only makes sense in a clear division of labour with
private financial markets; second, ADB is currently not well
prepared to handle the new management tasks, which include
more sub-regional initiatives and sub-regional presence; third,
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governance will also have to make adjustments to live up to
changed expectations.
The question remains whether ADB is the most adequate

mechanism to handle the development finance needs of the Northeast
Asian region. If one assumes that the new major fields of engagement
will be poverty alleviation in low-income and fragile economies
as well as new challenges for middle-income economies, as is
suggested by the EPG Report (2007, 2), it remains doubtful that
Northeast Asia will be a more prominent focus of ADB activities
in the future, thus a search for an alternative would seem reasonable.
To what extent are there clearly identifiable, major challenges

for development finance in Northeast Asia that would justify
considering a new organisational mechanism? The capital needs
of the region are still enormous. However, it should be clear that
the domestic capital needs of countries like China are better served
by private capital markets in combination with domestic governmental
efforts. Indeed, in case there is a domestic need for government-
supported development finance efforts, it is doubtful that the
national governments would offer the most attractive projects to
an inter-governmental body. Rather, there will be adverse selection
and a NEA development finance body would end up with the least-
promising projects.
A supra-national initiative is warranted in case of regional issues,

which would be ill-served otherwise, due to either market or
government failure. From an economic point of view, a classical
case is international external economiecs, a case in point-
environmental degradation. Examples are as follows: yellow dust
from China carries toxic ingredients towards Korea and Japan,
Chinese emissions lead to acid rain in Korea and China, or pollutants
spoil the Yellow Sea and impair fishing in these waters. There is
no market solution for this problem, and national governments
would not generally take up the issue either because the utility
derived would benefit another country. Incidentally, the more
developed the region becomes, the more these environmental
externalities will escalate, until they eventually become a burden
or even a barrier for further regional economic growth.
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Another case for intra-governmental action in development finance
is a lack of an institutional framework for market solutions. A
necessary condition for markets to function is that there are rules
and mechanisms for enforcement that the potential market players
can rely on. Normally, states fulfil this function in a domestic
environment, but in case of cross-border investment projects, this
condition may not be fulfilled. Take the hypothetical case of a
cross-border infrastructure investment involving the territories of
countries A and B and an investor j from A. j will need authorization,
possibly real estate property etc., not only at home, but also in
country B. Once j has invested, it will be vulnerable to exploitation
from B, given that j cannot liquidate its earlier investment or only
at a very high loss. In such cases, cross-border investment between
A and B will be sub-optimal; even if exploitation has not occurred,
potential investors will take the additional risk into account and act
accordingly-by lower investment levels, foregoing chances of profit
and welfare. Would a regional agreement on development finance
make a difference? By supporting j’s project under the joint scheme,
governments A and B would signal their support. While it cannot
be totally excluded that B at some stage would still turn exploitative
against j, the probability is much lower. Since B has committed
itself to the regional scheme, defecting would jeopardize its reputation
vis-a` -vis A and other countries screening B’s business practices.
This is a serious matter, the opportunity costs for B would be
considerable, and the danger of an asymmetrical, potentially
exploitative situation for j could be significantly reduced, thus
encouraging companies like j to invest.
It should be noted that the latter case does not rest on either

A or B subsidizing the project, but on laying the groundwork for
private market solutions in a cross-border framework. Some
financial involvement between A and B may be sensible to increase
the credibility of the support signal, but this would not interfere
with the general message that only those profitable projects would
be eligible, under the context of a reliable institutional groundwork
covering transactions from a private financial market perspective. 
In the former case mentioned above, market externalities,
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specifically, the internalisation of cross-borders externalities through
the involved governments would have to involve some element of
subsidization or regulation with a certain tax equivalent. Consider
the case of a Chinese power plant off the China Sea coastline
that blows its exhaust emission towards Korea and Japan. The
easiest way to offer an incentive for an emission-reducing investment
would be to subsidize it. Another possibility would be stricter
regulation, which would effectively impact the power plant like a
tax. From a domestic perspective, China would be expected to
have little interest, because of the cross-border externality, in
either subsidizing or restricting the Chinese power plant. Involving
Japan and Korea could help overcome this problem, as both might
be willing to contribute financially to a solution, because they
would profit significantly or even exclusively. There are two
problems, however, one is to determine the appropriate public
financial assistance and another is how to distribute it between
the various regional governments.
Due to information asymmetries between the emitting plant and

the government, there is always the possibility that the plant could
overcharge the government, so, in effect, the subsidy would be
in excess and propagate pork barrel spending. In the case of
cross-border effects, this problem would be even more severe
because neither the plant nor the host government would have
an economic incentive to be precise in their figures. Essentially,
there would thus be an inbuilt incentive to overcharge the beneficiaries
abroad. Such a scheme would be under constant threat to collapse
due to real or alleged improprieties. Ultimately, this mechanism
would have to be constructed very carefully.
Related to the second problem mentioned above, as for the

distribution of burdens, there would also be an incentive for the
waste producing country to overcharge others. If, in the regional
framework, the regional balance between causation and impact of
environmental damage would be more or less even, a problem
could be avoided due to the symmetric violability. In the Northeast
Asian context, however, it can be assumed that the impact is
more directed towards Korea and Japan, while China (and Russia)
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would more often be home to the polluting units. There would
thus be an incentive to overcharge, and an agreement difficult to
achieve.
In summary, from an economic point of view, even in a world

of considerable savings and financial liquidity, inter-governmental
involvement in development finance on a regional level makes
sense in the following cases:

Creating a credible institutional framework to engage in cross-
border investment,

Internalizing external economies like in environmental pollution.

In the latter case, some element of subsidization will be involved,
which inherently will create problems in designing a suitable
organisational framework.
What about the earlier political obstacles to reach an agreement

between Northeast Asian countries, provided that the economic
issues outlined above could be successfully settled? Are there
reasons to assume that the regional players are more willing to
engage in an agreement in the future, overcoming historical mistrust
and the competition for regional leadership? Indeed, there are
several factors that might lead to a favourable political environment
in the forthcoming years:

The US may be become more multilateral again, encouraging
initiatives that promise to stabilize this and other world regions.

Japan may be looking for practical ways to involve itself in
continental Northeast Asia. While the Abe-led government of
2006 has improved relations with China and Korea somewhat
in its first months, they have not been able as of yet to follow
up on their symbolic politics with concrete deeds3.

If the WTO negotiations continue to falter and Asia-Pacific
or Pacific regional integration agreements are difficult to reach,
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it becomes more attractive to look for minilateral deals in
Northeast Asia. As the issue of a trilateral FTA or partnership
agreement between China, Japan and Korea seems formidable,
cooperation in development finance may become a meaningful
trust-building measure and stepping-stone towards more
ambitious integration projects.

Reducing environmental externalities or creating cross-border
goods like transportation infrastructure are highly visible,
welfare-enhancing measures that can be communicated
favourably to the public and thus create advantages for the
participating governments-more so than complex trade
agreements with its dualism of winners and losers. Politicians
may become more eager to tap this potential for gaining
public approval.

(Regional) investors search for attractive investment opportunities.
There is a mismatch between strong regional savings plus
foreign reserve accumulation and scarce investment opportunities.
Governments may become even more interested to keep more
savings in the region and develop better mechanisms to persuade
investors to avoid an overexposure to extra-regional assets.

OORRGGAANNIISSAATTIIOONNAALL IISSSSUUEESS OOFF NNOORRTTHHEEAASSTT AASSIIAANN
CCOOOOPPEERRAATTIIOONN IINN DDEEVVEELLOOPPMMEENNTT FFIINNAANNCCEE

As we have seen above, a careful organisation of a mechanism
for Northeast Asian development cooperation would be essential
to avoid failure and waste, and eventually create value added
mechanisms. We will concentrate on two governance issues here:
relationship of a new mechanism to the ADB and incorporation of
the private financial sector.
Is it really meaningful to create a new organisation to augment

the services of the ADB and thus incur additional costs? Several
solutions with a growing degree of independence from ADB are
conceivable:

150 THE JOURNAL OF EAST ASIAN AFFAIRS



1. A Northeast Asian Special Fund for Northeast Asia within
ADB, following the precedent of other special purpose funds
created within ADB or other multilateral development banks.

2. A branch office in the Northeast Asian area with special
responsibility for cross-border projects in that region, advocated
within the 2007 EPB Report of ADB, possibly combined with
mechanism (1). This branch would have to go much beyond
the current “resident missions”in ADB’s developing member
countries.

3. A subsidiary of ADB for Northeast Asia with greater autonomy
than a branch office.

4. An independent organisation for Northeast Asia.

A special fund for the sub-region (1) has been sometimes
suggested as a minimum measure. It would serve as an allocator
of public funds, however, the important arguments about how to
administer them within the region will not be considered. There
is another, more technical issue; one advantage that makes
development banks attractive for governments is the leverage
effect of capital subscriptions. Only a portion, considerably less
than half, of the subscribed capital has to be raised immediately
as paid-in capital. There is another lever as the bank would be
able to raise a multiple of its capital base through issuing bonds
on the international financial markets. This advantage would be
forfeited in the case of a special fund that is not related to the
capital base.
Mechanism (2), a branch office of ADB somewhere in the

region, would counter at least some of the arguments against
a special fund; a specialized unit could concentrate on specific
projects relevant in a Northeast Asian context. However, to
the extent that the branch office would have to report to
headquarters, it is questionable whether it could really serve
the sub-region well. Checks and control through the ultimate
bodies of ADB (the Boards of Governors and of Directors)
would be diluted and governance inefficient. A more independent
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mechanism would better be able to achieve congruence
between tasks and responsibility. Moreover, regional governments
and the public would not fully associate with a branch office
as “their” instrument, and the whole endeavour could not
fully function as a means to create an esprit d’corps that
improves relations within the Northeast Asian region.
Upgrading a potential branch office to the status of a subsidiary

with some degree of autonomy in its governance structure (3)
might counter some of the latter concerns. However, its main
advantage would be a face-saving measure with respect to ADB,
while governance would still not be entirely transparent. For
instance, what would happen if Northeast Asian countries followed
a different environmental strategy not endorsed by the Pacific-
Asian majority? Given a subsidiary-type situation, this would be
the beginning of political manoeuvring with an unclear outcome,
possibly some form of an ineffectual compromise, whereas a
duality of strategies in different regions could initiate a healthy
competition of concepts with a clear distribution of responsibilities.
We conclude that an independent mechanism (4) would indeed

be the best solution in terms of a transparent and responsible
governance structure. It may be sensible to invite ADB to hold a
minority stake to enhance coordination, as the ADB would also
still be active in Northeast Asia, particularly in those sectors in
which the Northeast Asian entity would not specialise. There are
precedents for such a solution. For instance, the European Investment
Bank holds a minority stake in the European Bank for Reconstruction
and Development, which was founded in the early 1990s for the
transformation of Central and Eastern Europe.
The second organisational issue mentioned relates to the

incorporation of the private sector. As argued, a lack of private
funds is no longer the bottleneck for development finance in
Northeast Asia; so, in order to reduce possible friction between
public and private needs, it is reasonable to involve private sector
concerns into the organisation and processes of a development
finance mechanism. There are several options with a rising degree
of private sector involvement:
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1. Traditional development bank model with the involvement of
public or semi-public financial organisations like the Development
Bank of Japan or the Industrial Bank of Korea.

2. Development bank model with private financial organisations
like banks as (minority) shareholders.

3. Umbrella organisation with governmental involvement, administering
privately managed funds for various projects or project families.

4. Private joint venture of financial institutions of the region and
beyond, sharing funds for specific projects, enjoying government
support through a standardized agreement.

An involvement of public or semi-public financial organisations
in a newly founded development bank for the region (1)
would increase the responsiveness of the bank towards private
sector needs. However, such partly-public bodies would
themselves be somewhat distant to the players of the private
financial markets and would only be second-best, in case a
more direct participation cannot be achieved. Solution (2)
would involve the direct participation of private players.
However, there might be legal concerns whether such an
entity could still enjoy the privileges of an international
(public) organisation. Moreover, a selective acceptance of
some private-sector banks might raise the question to what
extent their involvement in a semi-public venture with its
privileges and guarantees would distort competition. An
umbrella organisation for privately collected funds (3), which
Moon and Yoon (2004) would call a Northeast Asian Investment
Corporation, allows private entities to enjoy preferred creditor
status and provide them with the additional advantage of a
multi-government supported regulatory framework. As the
number of associated project funds would be open, problems
for competition enforcement could be reduced to a minimum.
Private joint ventures (4) have already come into existence.
For instance, Korea Development Bank, China Development
Bank and Mizuho Corporate Bank signed an agreement in
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2004 to cooperate in a Northeast Asia Development Financing
Council (NADFC). As a first measure, a syndicated loan was
arranged with certain banks for a project in Guangdong,
China4. However, progress is halting; it seems difficult to
keep the momentum of cooperation alive. In similar cases,
cooperation and a standardised support by regional governments
would also be difficult to achieve, resulting in time-consuming
ad-hoc deliberations with minimal progress.
In essence, mechanisms close to (4) encounter almost the same

cooperation failure problems, as relying on the private financial
sector exclusively. Among the other options, (3) seems particularly
attractive, because it involves the least degree of government
involvement. Solutions (1) and (2) offer more scope for government
initiative, provided that government failure can be reduced to a
minimum.
Avoiding such failure depends on making reasonable choices

among design alternatives when constructing the new mechanism.
Issues include:

Clear agenda. Following the preceding analysis, we suggest
(a) cross-border environmental measures, cross-border projects
with public or meritocratic properties, i.e. (b) traffic infrastructure
or with respect to (c) energy/resources.

Membership selection. The delineated membership reflects
the Northeast Asian arena of activities, the better an organisation
can develop relevant competence, the more direct governance
can be organised, and the more relevant, visible and regional
spirit-creating the mechanism can function. Non-regional
partners should not feel excluded. It is debatable to what
extent small, single-digit minority stakes really make sense,
as they dilute governance5 and would not be necessary for
a Northeast Asian scheme to raise capital subscriptions. While
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cross-regional participation, e.g. EU involvement in a Northeast
Asian scheme, can have beneficial effects on generating ideas
or in overcoming standstills (Pascha 2007b), it may be more
sensible to create a special observer status than to propose
minority stakes.

Design of public-private partnership. Experience in East Asia6

and elsewhere shows that strong supervision of public-private
partnerships (PPP) is necessary, both to avoid bid-rigging
during the planning stage and to counter moral susceptibility
hazard during project execution. Fortunately, much data has
been compiled from more than a decade of intensive trial-
and-error with respect to PPP schemes, in addition to international
organisations like the European Bank for Reconstruction and
Development.

WWHHAATT AABBOOUUTT NNOORRTTHH KKOORREEAA ??

Heretofore, we have yet to pose an obvious question: To what
extent should a mechanism for cooperation for North East Asian
development finance attempt to cover development finance demand
in North Korea? It goes without saying that considerations based
on the economics of development finance depend on a favourable
political framework. In early 2007, hopes were being raised that
it may be possible to engage North Korea in a process initiated
under the six-parties-talks that would encompass security
considerations, developmental and humanitarian concerns. From
that perspective, it is pertinent to ask about the potential role of
North Korea in a Northeast Asian scheme. It should be clear,
though, that due to considerable political uncertainties, including
North Korean development issues cannot currently constitute one
of the basic raison d’stre for a Northeast Asian development
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finance scheme; for the time being, it can only be an additional
consideration that may become relevant under some future scenarios.
As a baseline scenario, it is sensible to consider the following

situation. (a) At some stage, the huge developmental needs of
the North Korean territory will have to be tackled with assistance
from external sources, under the auspices of a functioning North
Korean government or otherwise. (b) South Korea will not be
able to handle this alone. It is well known that compared to German
unificiation, the differential of the populations and the GDP gap is
much more significant. (c) The question remains how to organise
multilateral participation in that case. A number of solutions are
conceivable for treating the development finance needs:

1. Handle it through existing levers like the six-party-talks process
that gradually evolves into a more encompassing mechanism
for handling North Korean affairs.

2. Rely on ad-hoc solutions, for instance, bilateral assistance
from major partners like the US or China, possibly coordinated
with or by South Korea.

3. Handle it through existing multilateral organisations, like giving
the World Bank the principal role covering macro and micro-
economic reform as well as humanitarian support.

4. Use a focussed Northeast Asian scheme, like the mechanism
for development finance discussed in this paper.

These options have their advantages and disadvantages: political
and security-related mechanisms (1) will probably develop along
a trajectory quite alien to economic and business considerations.
One can expect political motives to be more important than economic
considerations. Moreover, the North Korean government would
have a strong voice in political engagement schemes. It is doubtful
whether this will benefit the effectiveness of their development
finance needs. Such a solution based on (1) may be quite probable
because it follows the logic of political-economic path dependency,
but this should not be confused with economic rationality. Ad-hoc
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solutions (2) may also be likely, as they do not involve multi-
level/tiered agreements, but again their economic rationality may
be doubtful. Moreover, this may lead to problematic goals for more
or less sensible projects by various ambitious regional or non-
regional powers. (3) Existing multilateral institutions may have
significant expertise, but the huge developmental needs of North
Korea may surpass even the resource capacity of such organisations,
particularly if there are other major project areas to supervise.
Moreover, it is doubtful whether the diluted governance framework
of an organisation like the World Bank or ADB would be suitable
to handle North Korean affairs well. The voice of South Korea,
for instance, which has the highest stake in North Korean
development, is not particularly strong in such organisations, which
may lead to structural friction. Finally, North Korea cannot easily
become a member of international organisations; significant conditions
would have to be met, and this process could be very time-
consuming and politically biased.
This leaves us with mechanism (4), a Northeast Asian scheme

for development finance. It may not be very likely, because it
presupposes the existence of such a new mechanism, and it is
not all encompassing, because it can only handle those policy
areas the scheme is designed for, i.e. non-humanitarian aid. 
However, there may be some positives that potentially could

outweigh the negatives:

The scheme would be able to channel considerable expertise
when evaluating the critical long-term bottleneck of progress
in North Korea: economic development.

It would involve both the public and private sector, and this
would constitute a step forward for economic rationality within
politicised surroundings.

The scheme would give South Korea considerable, but not
exclusive voice in handling North Korean development.

Depending on the political situation of North Korea, membership
in the regional development scheme would be a first step
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towards aspiring members to join the more senior multilateral
organisations like the IMF, World Bank or ADB7. Fulfilling
obligations and installing reform measures to qualify for the
development finance scheme would go some way to fulfilling
more ambitious conditions elsewhere, thus initiating a phased-
in integration process into the multilateral community.

In summary, at this juncture, while one could not seriously
propose a regional scheme for development finance to address
North Korean matters, it is possible to argue that if such a scheme
existed, it would offer a sensible stand-by mechanism for eventually
making a significant contribution to resolving North Korean issues.

CCOONNCCLLUUSSIIOONNSS

Since the early 1990s, a number of renowned politicians and
academics have argued in favour of a Northeast Asian Development
Bank. The timing was somewhat unfortunate, however, as their
calls coincided with a growing critique of multilateral development
banking in conjunction with the ensuing Asian financial crisis. Still,
the case for closer, government-supported cooperation in development
finance is still relevant, despite the fact that the earlier, simple
argument of overcoming a serious investment-saving gap is not
so relevant or pertinent henceforth. There is still market and
government failure with respect to cross-border investment projects
among successful Northeast Asian economies, however, the challenge
of external economies, like cross-border environmental pollution,
has not yet been met; indeed, it is getting quite alarming.
Now is a propitious time to reconsider the framework for

multilateral development finance. The financial architecture on the
global level, including the future roles of the IMF and the World
Bank, are being questioned, and so is the future of the Asian

158 THE JOURNAL OF EAST ASIAN AFFAIRS

7 On the issues and the timing of such an integration of North Korea into
the international financial organisations, see Babson 2006.



Development Bank. At the same time, the idea of development
banking is not obsolete; the European Bank for Reconstruction
and Development has made a notable contribution to transforming
Eastern European economies and, clearly, lessons can be learned
from that endeavour. Moreover, the Russian Federation is currently
considering establishing a development bank to support unsatisfactory
investment in its regions (Wiede 2007). While major Northeast
Asian countries have found it difficult to cooperate in a confidence-
building manner in the past, circumstances are evolving for the
better. For instance, Japan may decide to actively participate and
make a credible contribution to a successful regional integration.
At some point, a new development finance mechanism for Northeast
Asia could even prove helpful to integrate North Korea with its
complex developmental needs into the multilateral community.
We have argued that a mechanism for Northeast Asia should

not simply be a “branch office”of the Asian Development Bank.
Responsibility/competence for action and accountability for the
said action should not be diluted, so the scheme should be
independent from other bodies-while conceiving scenarios inclusive
of minority stakes or an observer status. Moreover, compared to
a traditional development bank, the new Northeast Asian mechanism
should be more convincingly based on a close public-private
partnership. Significant private financial funds are available in the
region and beyond for investment purposes, provided that the
public sector can ensure a reliable, well functioning institutional
framework for such investments. From that perspective, the new
scheme would rather resemble an “investment corporation”than
a “bank,”but this is a question of political symbolism and not
substance.
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DDEEVVEELLOOPPMMEENNTT OOFF JJAAPPAANN’’SS
EEAASSTT AASSIIAANN RREEGGIIOONNAALL IINNTTEEGGRRAATTIIOONN

PPOOLLIICCYY AANNDD PPRROOBBLLEEMMSS

HHIITTOOSSHHII HHIIRRAAKKAAWWAA
Nagoya University

AAbbssttrraacctt

The currency and financial crisis in 1997 marked a significant turning
point in the regionalism movement in East Asia, spurring the movement
on over the ensuing period since then so as to ensure growth and
stability in the region. Institutional frameworks, like the ASEAN+3
summits and the East Asian Summit rapidly turned into reality, and
even discussion about forming an East Asian community has been
initiated. How does Japan cope with these developments and to what
extent has Japan taken part in the development of regionalism in
East Asia? In this paper, the author will evaluate Japan’s policy
change in the area of trade and FTA negotiations, starting from the
very end of the last century to the beginning of the 21st century.
Such an evaluation will show that Japan’s trade/FTA policy is in a
backward state vis-à-vis the other Asian countries. These policies
were mainly a response of the Japanese ministries and government
to the ROK and ASEAN, especially China’s initiatives concerning
regional integration policy and the phenomenon of a global surge
towards regionalism. Japan started FTA negotiations with Asian
countries without coordinating among ministries in order not to lose
political initiatives in East Asia. As for the building of an East Asian
community, the paper will argue that by taking the initiative ASEAN
can play an extremely important role in its formation, while at the
same time it becomes more and more necessary for Japan to position
her East Asia regional integration policy within a more regional
framework.
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IINNTTRROODDUUCCTTIIOONN

At the beginning of the 21st century, the East Asian Region
faces a critical turning point. Japan started rapid economic growth
from the early 1960s, followed by the Asian Newly Industrializing
Economies (NIES) in the late 1960s, and then by the main
countries of the Association of South East Asian Nations (ASEAN)
and the People’s Republic of China (hereafter, China) since the
second half of the 1980s. Except for Japan, which has stagnated
an inordinately so long time after the burst of its bubble economy,
this region since then has literally been the world’s growth pole.
The development mechanism in this region has in the past been

is one wherein each East Asian country pursues a growth policy
of export-led and/or state-led industrialization and gradually opens
up the possibility of building of self-supporting economic zones in
East Asia itself by increasing intra-regional trade; although it has
to be said that the USA has continued to be the biggest export
market for East Asian manufactured goods. The idea was also
popularized that only through a free market mechanism would
East Asia be able to realize economic growth.
This trend was drastically changed by the East Asian currency

crisis starting with the fall of the baht in Thailand in July 1997.
At a very early stage of the crisis, main stream economists and
foreign policy makers in the USA, international financial institutions
and the like who believe in the so-called “Washington Consensus”,
wherein the market mechanism is seen to be more important than
anything else, perceived the crisis mainly being the fault of
institutions and organizations in East Asia. However, as it increasingly
became clear that the Washington-Consensus prescription did not
work well for the crisis-hit countries, an alternative view was
gaining advocacy that the Asian crisis arose from the instability
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associated with globalization. This spurred an East Asian regionalism
movement for the purposes of ensuring economic growth and
stability in the region. Institutional frameworks, like the ASEAN+3
summits and the East Asian summit that no body thought possible
before the crisis, rapidly turned into reality, since then the situation
has changed completely to the extent that summit meetings in
the region have been held each year, and many kinds of policy
measures for regional cooperation are now under way.
Incidentally, in Japan there has already been a considerable

amount of research undertaken regarding regional integration and
economic cooperation in East Asia, where all the facts have been
analyzed in detail. However, in my opinion, studies in Japan that
have objectively tried to analyze Japan’s response to regional
cooperation and integration policies in East Asia are fewer than
would be expected. How did Japan make a policy change toward
East Asian economic integration, and what are the characteristics,
contributions and problems of Japan’s policy change? Where is
Japan’s policy to East Asia heading? The purpose of this paper
is to address such issues in order to form the basis for a new
way of thinking about how to building a new regional society in
East Asia.

JJAAPPAANN AANNDD IITTSS PPOOLLIICCYY CCHHAANNGGEE TTOOWWAARRDD
IINNTTEERRNNAATTIIOONNAALL TTRRAADDEE

TThhee JJaappaanneessee BBuussiinneessss CCoommmmuunniittyy’’ss PPrrooppoossaall ooff TTrraaddee PPoolliiccyy
CChhaannggee

The last year of the 20th century was a turning point for the
Japanese government, as it began to change its trade policy
focus from a multi-lateral trading system based on the GATT/WTO
framework to a multi-layered approach that pursues policies
towards regional integration as well as observing the rules of
the WTO’s trading system. The first proposal to facilitate the
change necessary in the government’s trade policy was made
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by the business community and related institutions apparently
in 1999.1 At the Japan-Mexico Economic Committee held in
November 1998, then Mexican President Ernesto Zedillo proposed
a free trade agreement to the Keidanren or the Japan Federation
of Economic Organizations, which then set up the ‘Working Group
on Japan-Mexico Bilateral Treaties’in January 1999. The working
group submitted the “Report on the Possible Effects of a Japan-
Mexico Free Trade Agreement on Japanese Industry”three
months later in April, and concluded that an FTA between the
two ‘has a large possibility of bringing various benefits to both
Japan and Mexico’and that ‘it is strongly hoped that, through
the efforts of the public and private sectors in Japan and Mexico,
an agreement between the two will be realized as soon as
possible in such a way as to give maximum benefit to both.’
Looking back over its policy before that time, the Keidanren

supported the multilateral free trading system of the WTO.2

Subsequently, an FTA proposal by Mexico made Japan reconsider
its trade policy. In the policy proposal, entitled “An Urgent Call
for Active Promotion of Free Trade Agreement: Toward a New
Dimension in Trade Policy”, the Keidanren formally declared its
intention to change its basic trade policy stance in July of the
year 2000. The proposal was stated as follows.

Japan has yet to undertake a single free trade agreement.
As a result, Japanese companies are losing out on business
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opportunities in the international arena, and also finding
themselves placed at a competitive disadvantage in doing
business with countries that have already concluded FTAs
elsewhere. While Japan should remain strongly committed
to the WTO system, we need to also simultaneously pursue
a more active use of FTAs as a new pillar in its trade policy.

Hereafter, the Keidanren stated officially its recommendation of
promoting an FTA negotiation between Japan and Singapore in
October 2000. It also issued a recommendation entitled “Towards
the Implementation of Strategic Trade Policies: A Grand Design
of Japan’s Policy as a Nation built on Trade”in June of the next
year, which referred to the concept of the market integration of
East Asia, which was proposed by then Singapore Prime Minister
Goh Chok-Tong at the Summit Meeting of ASEAN+3 (Japan,
China and Republic of Korea) in November 2000 from the viewpoint
of ‘creating common business infrastructures in East Asia’for
Japanese companies’global operations, and supported the concept
of East Asian economic integration.
This policy was taken over by the Nippon Keidanren (Japan

Business Federation), which is a comprehensive economic
organization born from the amalgamation of the Keidanren and
the Nihon Keizai Dantai Rengokai (Nikkeiren: Japan Federation
of Employers’Association), in May 2002. Its vision in January
2003 titled “Japan 2025: Envisioning a Vibrant, Attractive Nation
in the Twenty-First Century”called on Japan to lead the way
in actualizing a ‘free economic sphere in East Asia’at least by
2020 with the participation of other East Asian countries to
which Japan has close geographic and economic ties. These East
Asian economies will increasingly face the challenge of global
competition. The Japan Forum on International Relations (JFIR),
established in 1987 and strongly tied to the political and business
communities, also made a policy recommendation in May 2003,
titled “An East Asian Economic Community and the Role of
Japan”3, in which JFIR made recommendations that East Asian
economic community member countries and regions should

DEVELOPMENT OF JAPAN’S EAST ASIAN REGIONAL INTEGRATION POLICY AND PROBLEMS 167



integrate their separate FTAs by 2015, and form a customs
union, and that the year of 2025 should be set as a target for
the creation of a common currency in East Asia.
Behind the making of recommendations by such private institutions,

there seemed to be the report of the Mission for Revitalization
of the Asian Economy sent to East Asian countries by the Japan
Ministry of Foreign Affairs, as well as the disadvantages faced
by Japanese exports to Mexico because of being a non-NAFTA
member country. The Mission, in which Mr. H. Okuda, then
Chairman of the Board of Toyota Motor Corporation participated
as the head, visited Korea, Vietnam, Thailand, Malaysia, Indonesia,
the Philippines, and Singapore from late August to early September
of the year 1999, and searched for methods to enable the crisis-
affected East Asian countries to revitalize their economies. The
report defined Japan and other East Asian countries as ‘a community
with a common fate’because the Asian financial crisis forced us
to confirm that the two were inseparably bound to each other.
Therefore, it proposed a development course of combining economic
integration in East Asia with Japan’s structural reform.

JJaappaanneessee GGoovveerrnnmmeenntt’’ss PPoolliiccyy CChhaannggee ttoowwaarrdd IInntteerrnnaattiioonnaall TTrraaddee

Among the ministries of the Japanese government, the Ministry
of Economy, Trade and Industry (METI) was the first to change
its trade policy. The first FTA proposal with of Mexico was
presented to the Ministry of International Trade and Industry (now
METI) by Mr. N. Hatakeyama, then vice-minister for International
Affairs of the MITI in August 1998, and the METI set up a study
team on the proposed FTA to handle cope with it. However, the
study team did not complete its report on the FTA until Mexican
President Zedillo visited Japan that November. The report was
eventually prepared for the ministerial meeting between Japan and
Korea in late November, and the two countries started a joint
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study for a future FTA (Hatakeyama 2002, 25; ibid 2003; Hirakawa
2005, 6).
In such a manner, the Japanese government started a study on

an FTA in response to a the request from the outside. An indication
of a distinct change in trade policy by the METI was officially
found in the 1999 White Paper on International Trade. Until then,
the white papers had supported establishing the free trade rules
on the basis of the multilateral trading system of the WTO. As
for regional integration, the white papers urged caution over it,
saying that ‘keeping watch on FTAs not to restrict trade was
needed’(MITI 1998, 328). It was Japan’s stance on regional
grouping to stress GATT consistency and the negative impact on
extra-regional countries. In spite of that, in the white paper issued
in May of the year 1999, the assessment of regional integration
changed from a negative to a positive view, stating that FTA
policy ‘is positively effective for revitalizing a regional economy
and increasing income inside and outside the region by means of
preventing negative effects like the diversion effect of trade.’
Moreover, the white paper of the following year concluded, after
surveying research works on regional integration in the global
research arena, that ‘economic benefits were expected from
regional integration’, and ‘it should be understood as complementary
to the WTO’s multilateral trading system’(METI 2000, 123).
Thereafter, every white paper on international economy and

trade or on international trade successively clarified the future
direction giving rise to ‘a multi-layered trade policy’(METI 2001,
72) or ‘multi-layered approach’(METI 2002, 125) to pursue both
an FTAs and the WTO trading system. The 2002 White Paper
has the subtitle of ‘East Asian Development and Japan’s Course.’
Chapter two of the 2003 White Paper is entitled ‘Deepening
Economic Relations in East Asia and Japanese Corporate Activities,’
and in chapter four mentions that for the purpose of institutionalizing
an East Asian business zone, ‘Japan is looking forward to the
realization of economic partnership with East Asia as a whole in
the future, and it is important to first of all proceed with efforts
with ASEAN as a whole as well as individual ASEAN countries
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such as Thailand, the Philippines, Malaysia, and the ROK. In the
future, a strategic issue will be to widen efforts towards economic
partnership with ASEAN and the ROK to include Japan-China-
ROK and ASEAN+3 efforts, linked also with Taiwan and Hong
Kong, in order to realize regional economic integration over a
wide region of East Asia’(METI 2003, 182). The 2005 White
Paper, the subtitle of which is “toward a new dimension of economic
prosperity in Japan and East Asia,”proposed the idea that Japan
should strive for a new economic prosperity through further
economic integration with the rest of East Asia , something that
has taken on greater urgency given the fact that Japan is experiencing
a declining and aging population; the paper also referred to an
East Asian community (METI 2005, ChapⅢ)
How about the Ministry of Foreign Affairs? The Ministry adopted

a cautious approach to a move by countries towards regional
integration until the Diplomatic Bluebook was issued in April 1999.
The 1999 Bluebook wrote that regional integration policy should
ensure consistency with the WTO rules and should also strengthen
or complement the multilateral free trading system (MOFA Bluebook
1998, 79). The bluebook issued in April 1998 referred to the
second ministerial meeting of WTO member countries and the
fiftieth memorial meeting of the multilateral trading system in the
previous year, held to commemorate the fiftieth anniversary of
the foundation the GATT, and wrote that ‘in connection with the
Asian currency crisis, each member country showed recognition
that it is necessary that each country does not adopt protectionist
measures, continue market liberalization, and spread the benefits
from the multilateral trading system to the developing countries.’
However, the 2000 Bluebook took a new viewpoint regarding

the relationship between the currency crisis and globalization in
chapter two that the international financial system as it was in
the 1997-98 economic crisis appeared not to cope with the reality
of the new international economic situation which had been driven
by globalization. On the one hand, it also stated that ‘regional
trade agreements can be trade barriers to countries outside a
region but they could also be a driving force for open trade if
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these agreements are consistent with the multinational trading
system.’In short, the bluebook changed its stance towards an
FTA-supplementary approach. Furthermore, an assessment of
regional integration by the Japanese Ministry of Foreign Affairs
became much more positive in the 2003 Bluebook where it was
asserted that FTAs create more benefits than the WTO rules.
The 2003 Bluebook said as follows:

Free trade agreements and economic partnership agreements
(FTA/EPAs) are effective means of strengthening partnership
in areas that are not covered by the World Trade Organization
(WTO) and achieving liberalization beyond levels attainable
under the WTO. In recent years, FTA/EPAs44 have been
rapidly increasing in number as a means of complementing
and strengthening the multinational free trading system under
the WTO. (MOFA Bluebook 2003, 160)

Here, if we were to confirm the time of MOFA’s change in
policy, it would be late 2002. A policy paper entitled “Japan’s
FTA Strategy”in October of that year recognized the significance
of EPA/FTAs, and said that ‘it is important for a stable development
of Japan and East Asia that a regional economic system in East
Asia is established and maintained under Japan’s leadership.’‘It
could naturally be said that the priority of East Asia is high from
the viewpoint of the economy,’and ‘to begin with, Japan should
pursue FTAs with the Republic of Korea and ASEAN, and based
on these foundations, efforts should be made over the mid-to long-
term to conclude FTAs with other countries and regions in East
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Asia, including China’(MOFA Economic Affairs Bureau 2002).
Prompting MOFA to make this policy paper was probably the
development of China’s FTA negotiations with ASEAN, coupled
with MOFA taking a proactive position in response to the METI’s
preceding FTA policy in the domestic field, and so on.
Since then, the bluebooks have stressed the active promotion

of EPAs and FTAs. From the 2005 edition, the bluebooks specified
five main themes for promoting economic foreign policy. The first
theme was ‘maintaining and strengthening the multilateral trading
system and promoting economic partnership,’while the third was
‘strengthening multi-layered economic relations,’one concrete
policy of which is the ‘strengthening foreign policy with Asia
toward the creation of East Asian community through developing
ASEAN+3 and Japan-China-ROK relations (MOFA Bluebook 2005,
162).
Now, the government level decision, which is considered to be

the earliest display of interest towards regional integration, can
be seen in the economic deliberation council report, entitled
“Government Policy for the Real Economic Society and Economic
Rebirth”submitted in July 5, 1999. The report mentions that
within Asia by 2010 Japan, having an economic size that up until
now has rivaled that of the NIEs, ASEAN, China, and India put
together, has to play the role of setting the leading example of
furthering Asian regional development through access to free
markets, and has to strive for the continuous strengthening of the
global free trade and investment system through its display of
leadership in the WTO and the like. But at the same time, the
report continues, Japan has to aggressively play the role of
promoting Asian regional economic integrationtie through the active
use of APEC and the like based on the complementary function
to a multilateral trading  system of forming a regional economic
integration (Economic Deliberation Council 1999, 14). The same
report mentioned that while moving ‘towards the promotion of an
intra-regional tie-up in the Asian region in the long term, bearing
in mind the formation of a “common market,”which also ventures
into the harmonization of systems,’that ‘as a first step in this
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process, an attempt should be made to maintain an economic
environment of the bilateral relations with South Korea, which
geographically and economically, development-wise, is the nearest
to Japan’(Economic Deliberation Council 1999, 23). It was the
efforts of the former Economic Planning Agency that resulted in
the cabinet making a decision to pursue the regional integration
initiative, which also includes a referral to an eventual “economic
community,”in which right now there is undoubtedly a high level
of interest. According to then Vice-Director General T. Shioya,
on in the 1st of January of the same year, the EU’s economic
integration took a quantum leap forward with the birth of the
common currency the euro; this event undoubtedly generated
interest and perhaps even a sense of crisis within the Economic
Planning Agency, which ultimately led to the inclusion of regional
integration in the report (Shioya 2006).
As these developments occurred during this period, cooperation

among Japan, China, and South Korea rapidly progressed. Between
Japan and South Korea, based on the proposal of ‘strengthening
economic ties’by President Kim Dae Jung during his visit to
Japan in October 1998, a joint project on an FTA between the
Institute of Developing Economies (IDE) and the Korean Institute
for International Economic Policy (KIEP) was initiated in the
following November, and a tentative FTA was proposed in the
report submitted in on May 2000. This was because of the benefits
that an FTA could provide for both countries’economies; in
Korea’s case, Korean firms would be able to become more
competitive through Japanese competition, despite a projected
increase in the South Korean trade deficit vis-a-vis Japan at the
start due to the higher average tariff rate of 7.9% of South Korea’s
against 2.9% of Japan’s. (JETRO-IDE 2000)
Also, in the Japan-China-Korea summit meeting that was realized

during the ASEAN+3 summit meeting held in on November 1999
in Manila, joint research on economic cooperation among the three
countries was formally agreed, which was originally initiated through
a proposal of President Kim Dae Jung, and was eventually undertaken
beginning in 2001 by China’s Development Research Centre, the
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State Council (DRC), the Korea Institute for International Economic
Policy (KIEP), and Japan’s National Institute for Research
Advancement (NIRA). Every year since 2001, research results
and policy implications were submitted to the 3-country summit
meetings. From 2003, the aforementioned three research institutes
initiated a research project on the “economic effects of a realizable
China-Japan-Korea FTA”, in which a Japan-China-Korea FTA
would be a medium-term goal (NIRA 2005).
As can be seen above, interest in regional economic integration

rapidly grew within bureaucratic agencies and ministries as well
as think-tanks deeply involved in international economic movements,
which were witnesses to the Asian currency crisis and the surge
of regionalism in the EU as well as the United States. Interest in
such regional integration was also present in Korea, but eventually
this was not a movement that was initiated from the inside of any
of the respective countries but forced from outside. Hence, such
movements were confronted with stiff resistance both in Japan
and Korea.

JJaappaann’’ss CChhaannggeess iinn TTrraaddee PPoolliicciieess aanndd DDoommeessttiicc CCoooorrddiinnaattiioonn
aammoonngg MMiinniissttrriieess aanndd DDoommeessttiicc IInntteerreessttss

The Japanese business community, to begin with, called for a
change in trade policy, eventually followed by the METI and
MOFA, in response to the surge of regional integration and FTAs
that had taken place worldwide excluding East Asia, and from
which business and industry in Japan had inevitably suffered.
Moreover, Japan’s political initiatives towards East Asia were
being threatened by China’s political and economic development
as will be described later. However, before progress could be
made on the international front, domestic coordination problems
emerged. We can confirm this, for example, by considering how
the Ministry of Agriculture, Forest and Fisheries (MAFF) has
tried to cope with these particular issues since 2003. In January
2003, the MAFF produced a publication entitled, “On the State of
Free Trade Agreements”, which summarized cases of how the
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main FTA countries treated agricultural, forest, and marine products.
Then, it confirmed that ‘in many regional trade agreements there
are exceptions, starting with agricultural, forest, and marine
products,’and it ‘is nenecessary to pay enough attention to avoid
having Japan suffer from the negative influences in its endeavors
to ensure food security and to carry out structural reform.’
This publication went through a series of revisions. It seems

to have been first revised in June 2003. Then the “Basic Policy
on Treatment of Agricultural, Forest, and Marine Products in
EPA/FTA Negotiation”was published in June 2004. In November
of the same year, before the APEC and ASEAN+3 summit meeting,
a policy document: “On Promotion of EPAs with Asian Countries
in the Field of Agriculture, Forestry, and Fisheries: Green Asia-
EPA Promotion Strategy”was created. The Green Asia EPA
Promotion Strategy is the basic strategy for promoting EPA
negotiation, and selected six important points to observe in promoting
EPAs related to agriculture, forestry, and fisheries; (ⅰ) stabilization/multi-
polarization of food importation to Japan, (ⅱ) ensuring importation
of safe/secure food, (ⅲ) promotion of exportation of Japanese
brands of agricultural, forestry, and marine products/food, (ⅳ)
development of a business environment for the food industry of
Japan, and (ⅴ) solution of problems like poverty in rural areas
in Asia. This strategy’s basic stance is one that makes a small
concession on agricultural liberalization while still avoiding more
general liberalization as much as possible, and provides development
cooperation to address in rural problems in Asia instead. It could
be said that the strategy aims to develop Japanese agriculture
while adopting a protective policy towards agricultural products.
Actually, the Japan-Singapore Comprehensive Economic Partnership

Agreement (JSEPA) concluded in January 2002 in Singapore was
originally proposed by then Prime Minister Goh Chok Tong in
November 1999, and negotiations were started between the two
countries in October 2000 with the condition of finishing the
negotiations at least by the end of 2001 in order not to loose
momentum. The JSEPA was regarded as an agreement that met
the conditions of GATT article 24 concerning the forming of FTAs,
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in that they ‘must eliminate duties and other restrictive regulations
of commerce with respect to substantially all the trade,’even
though it generally avoided the liberalization of agriculture, forestry,
and fisheries. Nevertheless, as for products from these three
industries it was decided that it would be a good idea to put about
900 items of agricultural, forest, and marine products onto Japan’s
liberalization list. But these comprised partly items which had
already been promised duty free treatment at the WTO, while the
rest had been treated as duty free items even though they were
dutiable goods. According to Japan’s judgment, the JSEPA met
GATT’s conditions through such manipulation.
In this connection, the document that the Central Board of Japan

Agricultural Co-operatives (JA) made for members to study in
April 2003 wrote about its policy toward FTAs and stated that
the ‘Singaporean Model in terms of agricultural, forest, and marine
products should be fundamental’(Central Board of JA, 2003).
The Asahi Shimbun Newspaper commented on the stance of the
JA in stating that FTAs were regarded as acceptable measures
even though the JA adopted an overall policy of absolute anti-
liberalization; this was due to the fact that FTAs could contain
exception measures for agricultural products. Fundamentally, the
JA is opposed to liberalization in agriculture, forestry, and fisheries. 
At this time in East Asia, China was proceeding with aggressive

negotiations for an FTA with ASEAN. China proposed an FTA
to ASEAN leaders at the ASEAN+China Summit in November
2000, and reached an agreement to finalize an FTA within 10
years by at the end of 2010. Eventually, at the summit meeting
between the two parties in November 2002, the China-ASEAN
Comprehensive Economic Cooperation Framework was signed. It
was felt at the time that China had finished making concessions
to ASEAN countries regarding the liberalization of agricultural
products. As a countermeasure, Prime Minister Koizumi proposed
the Comprehensive Economic Partnership (EPA) to ASEAN
countries. However, strong opposition flared up in Japan among
agricultural cooperatives, the political community, and other sectors
across the country.
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The Nihon Keizai Shimbun Newspaper discussed an FTA in East
Asia in an editorial entitled “Building a Free Trade Zone in Asia
Should be Led by Japan”on November 4, 2002, because ‘China is
aiming to take a leading role in building a free trade zone in East
Asia.’Nevertheless, an editorial on in May 9, 2003 had the title of
“Dark Clouds Spread Over FTAs”and wrote that ‘the MAFF and
the Liberal Democratic Party opposed the lifting of the tariffs on
agricultural, forest, and marine products and showed they were
ready to refuse further negotiations of FTAs.’The Asahi Shimbun
Newspaper also issued an editorial on June 2, 2003, entitled “Why
Prime Minister Kizumi Does Not Take Action”, as follows:

Thailand, the Philippines, and Malaysia have responded to
Prime Minister Koizumi’s approach on EPAs. …Notwithstanding
these developments, there have been calls for a stop to these
negotiations before they enter their final stages. The LDP’s
diet members, who are backed by agricultural, forestry, and
fisheries’interests, and the MAFF are strongly opposed to
starting negotiating FTAs due to the fact that the liberalization
of the importation of chicken among other areas requested
to be liberalized by the Thai government will have negative
impacts on domestic farmers and related business circles.
Because of this, there is no clear consensus among government
departments and officials on how to respond to these demands…
Besides, since the METI objects to the MOFA leading the
negotiations with Thailand, the pace of negotiations could not
be maintained. Negotiations currently being made with Mexico
have also run into difficulties as there are opponents in
government circles and in the LDP who are against the
liberalization of the pork industry.

In the midst of opposition against agricultural liberalization, Japan
signed the “Framework of the Comprehensive Economic Partnership”
at the ASEAN-Japan Summit on October 8, 2004. In response to
this landmark decision by Japan, each ministry concerned with
formulating and overseeing FTA policy set up a special bureau
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to cope with FTA negotiations. The METI set up the “Head Office
for Promoting Economic Partnership (FTA) Negotiations”on
October 24 of the same year; the MAFF set up the “EPA/FTA
Head Office”on November 14 that year; while the MOFA started
the “Promotion Headquarters for the Promotion of Free Trade
Agreements and Economic Partnership Agreements”on the 12th

of the same month. However, it was not until March of the following
year that coordination among these government offices was initiated.
The cabinet meeting for the promotion of economic tie-ups was

created in March of the following year, in 2005, with the prime
minister presiding. The decision to adopt the “Basic Policy on the
Promotion of Future Economic Tie-Up Agreements”was made
on December 21st of the same year during the 3rd meeting of the
related ministries.5

However, dissonance could also be heard among the different
ministries. Nihon Keizai Shimbun reported an apparent ‘failure to
fall in step’between the economic ministry, which emphasized
enlarging ASEAN to a group of 10 countries, including Japan:
ASEAN 10, and the foreign ministry, which emphasized bilateral
talks (Nikkei, August 16, 2002). Recently, the agricultural and
foreign ministries have expressed puzzlement over the economic
ministry’s basic policy on “global economic strategy”adopted in
March 2006. This strategy aims for EPA negotiations by 2008
with a total of 16 countries consisting of ASEAN+Japan, China,
and Korea+India, Australia, and New Zealand (Nikkei, April 5 and
8, 2006). In the cabinet meeting for the promotion of economic
tie-ups held in March 2006, Japan decided to lower its negotiation
goals to agreements on FTAs and investment treaties in order to
catch up with China and Korea in negotiations with the ASEAN.
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This is based on the interpretation that Japan’s EPA was aiming
for high quality agreements, which included investment liberalization
and protection of intellectual property rights, and was the reason
for the delay. However, an editorial in the of Nihon Keizai Shimbun
the following day (March 7, 2006) stressed that the reason for
the delay was not only the quality of the EPA but also the poor
collaboration among the various ministries and agencies.
Counterpart countries have already expressed their strong

irritation about Japan not being a consistent negotiator when it
comes to FTA negotiations. Notwithstanding Japan’s launching of
the FTA negotiations with Korea in December 2003, no negotiations
have  been held since the sixth round of November 2004 to the
present. Similar to its East Asian Community Initiative, which we
shall look at in the next section, the Japanese government’s FTA
proposal to the ASEAN is driven by a strong sense of rivalry
with China’s initiative towards East Asian economic integration,
but unfortunately bereft of domestic and inter-ministry coordination.
Such an initiative remains unchanged even up to the present.
Actually Korea concluded its FTA with the USA on in April 2,
2007 in Seoul, and this surely forces the Japanese Government
to expedite matters in order to conclude its FTA negotiations.
Japan is now faced with the prospect of concluding its FTA
negotiations especially with East Asian countries by somehow
finding a way out of its dilemma over agricultural issues.

EEAASSTT AASSIIAANN CCOOOOPPEERRAATTIIOONN AANNDD JJAAPPAANN’’SS IINNIITTIIAATTIIVVEE

EEaasstt AAssiiaann CCoommmmuunniittyy aanndd tthhee AASSEEAANN

The East Asian Community initiative is said to have started
with then Malaysian Prime Minister Mahatir’s East Asian Economic
Group (EAEG) initiative made known at the end of 1990. The
EAEG met with stiff resistance from the U.S., which saw it as a
separation from the Asia-Pacific Economic Cooperation (APEC)
that had just been created the previous year. The EAEG, with
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much disappointment, was renamed as the East Asian Economic
Caucus (EAEC). Thereafter, there was an attempt to set up a
venue for East Asian leaders to get together, and on the 30th

anniversary of the ASEAN in December 1997 such an invitation
to the conference was realized. This conference, being held by
chance in the midst of the Asian currency crisis at the time,
quickly developed into the ex post facto organization for regional
cooperation.
The ASEAN+3 summit meeting a year later agreed upon the

holding of regular meetings and the establishment of the East Asia
Vision Group (EAVG) proposed by then Korean President Kim
Dae Jung. The 3rd summit meeting held in November of the following
year, 1999, resulted in the “Common Declaration on Cooperation
in East Asia”, and agreed upon the establishment of the East Asia
Study Group also under the leadership of Korean President Kim.
In the summit meeting of November 2000, following China’s FTA
proposal to the ASEAN, Prime Minister Goh proposed the East
Asian Free Trade Investment Area. In the EASG, such a proposal
was raised as an issue to be deliberated in the ASEAN+3 summit
meeting. The EAVG submitted to the summit meeting of 2001 a
report entitled “Towards an East Asia Community.”In the summit
meeting of the following year, the final report of the EASG was
submitted and the establishment of an FTA and an East Asian
summit conference was deemed to be as an issue for future
consideration.
Following these proposals, the East Asia summit meeting that

was realized in December 2005 acknowledged that it had a ‘major
role’to play in the formation of an East Asia Community. Agreements
were made in the following ASEAN+3 summit meeting to consider
such a meeting as the ‘main means’of forming the aforementioned
community, and the 2007 meeting in January, which marks the
10th anniversary of these meetings, was earmarked to make the
second joint declaration about East Asia cooperation.
However, in terms of economic scale, ASEAN accounts for less

than 10% of the GDP of the East Asian economies, while is exhibits
large intra-regional economic gaps; nevertheless it is sensitive to
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the need to preserve its own initiatives. From the outset, the
ASEAN+3 summit meetings have been held at the invitation of
the ASEAN. As in the First East Asia summit meeting, it is the
rule that ASEAN, being the ‘driving force’of the meeting, will
sponsor the summit meetings; ASEAN is in sole charge of
determining the scheduling of the process of forming a community.
Looking back, the ASEAN, in the 2nd summit meeting of 1997,

adopted the “ASEAN Vision 2020”, targeting the realization of
the ASEAN community by 2020. In connection with that, during
the 9th summit meeting in October 2003, the 2nd declaration of the
ASEAN accord was issued, wherein a community was pledged to
be achieved in the following three sectors, comprising of the
ASEAN Security Community (ASC), the ASEAN Economic
Community (AEC), and the ASEAN Social and Cultural Community
(ASCC). Moreover, in the following year, together with the adoption
of the Vientiane Joint Plan and the agreement to take of concrete
steps toward forming the community, a pledge was made for the
strengthening of the Initiative for ASEAN Integration (IAI) for
the correction of intra-regional disparities. In the 38th ASEAN
economic ministers’meeting of August 2006, it was agreed to
push forward by five years, to 2015, the completion of the ASEAN
economic community (AEM 2006). In the 12th ASEAN summit
meeting in January 2007, leaders ‘affirmed their strong commitment
to accelerate the establishment of an ASEAN Community by 2015
as envisioned in the ASEAN Vision 2020’(Chairman’s Statement
of the 12th ASEAN Summit).
When we consider here an “East Asia Community”focusing on

the ASEAN, it is natural to view the “East Asia Community”as
an expanded version of the ASEAN community though little attention
has been was paid to this fact among academics in Japan. It could
then be expected, although many doubts have been raised about
the role of the ASEAN, that the forming of the East Asian
Community will follow a process of consultations and agreements
in such a way as to mutually respect the individual sovereignty
of member nations and to fully abide by the principle of non-
intervention, in what has come to be called as the “ASEAN Way.”
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As was projected by the Chinese ambassador to Japan, Mr. Wan
Yi, the process of pushing forward with the East Asia Community
will be led by the ASEAN’s unification (Wang 2005, 6-7).
Realistically speaking, in this process, where at present there is
mutual distrust especially among Japan, China, and Korea, it is
without doubt that by taking the initiative ASEAN can play an
extremely important role in forming an East Asia Community.

JJuunniicchhiirroo KKooiizzuummii,, tthhee JJaappaanneessee GGoovveerrnnmmeenntt aanndd tthhee ““EEaasstt AAssiiaa
CCoommmmuunniittyy””IInniittiiaattiivvee

The East Asia Community initiative has often been credited to
Prime Minister Junichiro Koizumi. During his visit to five ASEAN
countries in January 2002, Prime Minister Koizumi, in his policy
speech in Singapore, called for the creation of a “community that
acts together and advances together”on which Japan-ASEAN
relations will be based. This speech by Koizumi was eventually
considered to be the inception of a proposal for an the East Asia
Community. The decisive factor solidifying this proposal was the
Tokyo Declaration in the Japan-ASEAN special summit meeting
held in December of the following year, where both sides publicly
declared the pursuit of an “East Asia Community”through a
partnership of “acting together and advancing together.”
The Koizumi proposal further became the basis for a “discussion

paper drafted by the Japanese government regarding regional
integration in East Asia.”The Japanese government discussion
paper, which was prepared for the ASEAN+3 foreign ministers
meeting, covered the following three issues: (a) an East Asia
Community; (b) functional cooperation; and (c) an East Asia
summit meeting. In terms of an approach towards community
formation, it also considered the following three points: (ⅰ)
functional promotion; (ⅱ) the future introduction of institutional
practices on a regional scale; (ⅲ) formation of a ‘community’
awareness. It acknowledges the ASEAN’s initiative when it states
that the ASEAN free trade area planned for establishment by
2010, and the three ASEAN communities founded on the three
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pillars of economic, security, and social/cultural co-operationaspects,
pledged for creation by 2015 or at the latest 2020, will continue
to be a very important medium for the promotion of regional-wide
cooperation towards community building. The discussion paper
therefore indicates the Japanese government’s support for an
eventual East Asian free trade area, and is noteworthy for the
fact that it formally links ASEAN with the establishment of an
East Asia Community discussed in the previous section.
However, Koizumi’s ‘community’proposal has certain key

features, the first of which is the following. Even throughout the
government discussion paper, the Japanese word komyunithi in
katakana was used of the word kyoudoutai, using the kanji characters.
The use of the kanji characters in “East Asia Community”is said
not to have come until after September 2004 (Council on East
Asian Community 2005, 10). Such discrimination in usage can be
due to the strong image that accompanies the kanji character
version of the term “community.”This actually shows the divided
and free debate regarding the constitution of the East Asia
Community itself. This is caused by a strong tendency to view a
community as a society which holds common values and government
rules that to a large extent limit rights.6

Another feature is that the Koizumi proposal, at the start, referred
to a ‘Greater East Asian Community’that included Australia and New
Zealand. In the East Asia summit meeting of December 2005, India,
Australia, and New Zealand participated. In contrast to China’s
preference to limit countries participating to ASEAN+3, Japan stressed
expansion. In pre-negotiation venues, Japan even proposed the
participation of the U.S. as an observer (Nikkei, December 8, 2005).
The reasons for this may be the concern over China’s hegemony
and the unanimous consideration towards the United States. This is
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International Trade and Industry, takes the view that ‘within the ASEAN
community initiative there is no preparedness whatsoever to yield partly on
sovereignty…. The ASEAN economic community bears the name of a

“community”but it is nothing else but an FTA’(Nikkei, May 11, 2005, Nikkei
Keizai Kyoushitsu).



also related to the Japanese government’s emphasis on an “open
cooperation”in the building of an East Asian community.7 Actually,
some academics and the media have contributed to the mistrust
towards China and the strengthening of the Japan-U.S. alliance.8

Equally noteworthy is the absence of the leaders of important
member countries China and Korea in both venues where Koizumi
espoused the ‘maximum use of the ASEAN+3 framework’by
Japan and ASEAN for the promotion of the East Asia Community.9

Through ASEAN, Japan, which is alarmed at what it considers to
be the threat posed by a rising China and dependent on as well
as considerate of the U.S., was made to choose its East Asia
foreign policy out of necessity. In the press conference after the
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7 For example, Takashi Shiraishi (2006) “Hold A Tripartite Meeting of Japan,
U.S., and China”CEAC Koramu, August 4, 2006.
8 Toshio Watanabe, one of the famous economists of Asian Studies in
Japanese academic society, unreservedly comes up with the critique: ‘it is
a truly dangerous existence for the whole of East Asia, if it does not see
China’s hegemonism in the background of community formation’(Watanabe
2005, 6) Moreover, even in the editorial board of the Nihon Keizai Shimbun’
s autographed column kazamidori (October 1, 2006) under the title of “The
Next ‘Asianism’Will Mislead the Nation”, the East Asian community is
treated as an “Asianism”which opposes the United States. The column
comes up with the assertion that ‘if an island country east of the Eurasian
continent thinks about equilibrium looking at a map, the natural thought would
be the strengthening of the Japan-U.S. alliance.’
9 In my opinion, what Koizumi wanted to emphasize in the Singapore speech
was not the East Asia komyunithi but the phrase “walking together, and
advancing together”, which was conscious of the “heart to heart contact”used
in the Fukuda doctrine of the summer of 1977 (Hirakawa 2005, 15). At that
time, then Prime Minister Takeo Fukuda announced in Manila to ASEAN leaders
three principles of foreign policy, in which he emphasized ‘the need to construct
better relationships based on mutual trust and a better understanding of each
other’s cultures’(S. Sudo 2005, 12) and his doctrine was considered to have
signaled a made the new foreign policy approach towards ASEAN countries.
Koizumi appears to the author as also wanting to initiate make a new stage
in of foreign policy with ASEAN countries and to inscribe on ASEAN as well
as Japanese people’s heart his phrase which is ‘walking together and advancing
together’. It appears to the author that he, as an eminent politician, choose
this phrase in his speech in rivalry with Fukuda.



Japan-U.S. summit meeting in November 2005, Koizumi stated
that ‘good relations with China, Korea, and other countries can
be established for as long as Japan-U.S. relations are good’, while
he forced himself to visit the Yasukuni Shrine amidst strong
criticisms from both China and Korea, and followed the conventional
tactic of standing up to China through Japan’s diplomatic relations
with ASEAN. The East Asia Community initiative, at least as far
as Koizumi is concerned, is a strategic positioning which serves
to block the move towards an independent East Asia with China
undoubtedly taking the initiative, and at the same time it secures
Japan’s initiative in East Asia.10 Such a perspective could be a
balanced interpretation of these events.

TTHHEE IISSSSUUEESS AANNDD PPOOSSSSIIBBIILLIITTIIEESS OOFF JJAAPPAANN’’SS
AASSIIAANN RREEGGIIOONNAALL IINNTTEEGGRRAATTIIOONN PPOOLLIICCYY

TThhee AAssiiaann CCuurrrreennccyy CCrriissiiss aanndd JJaappaann’’ss FFiinnaanncciiaall CCooooppeerraattiioonn

The currency crisis, which started in Thailand in July 1997,
was quickly ‘transmitted’(via so-called financial contagion) to
other countries such as Indonesia, Malaysia, Hong Kong, and
Korea. Japan’s important contribution in response to this situation
was to hammer out the Asia Monetary Fund (AMF) initiative,
which was initially held back by U.S. and IMF criticism, but was
finally implemented in October of the following year as the New
Miyazawa initiative, wherein a total of 30 billion dollars equivalent
yen worth of short-to mid/long-term emergency financial support
was approved.
These proposals by Japan raised hopes in the ASEAN countries

regarding Japan’s financial cooperation during the crisis and
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10 During the Koizumi administration, the “Basic Strategy of Foreign Policy
for the 21st Century”report drafted by the ‘Foreign Relations Task Force’,
which was promulgated in September 2001, also proposed promoting the
fortification of the Japan-U.S. axis.



prompted various institutionalization efforts. Such efforts included
the agreement on bilateral swaps in May 2000 (the Chiang Mai
Initiative), the ensuing expansion of the swap framework, an Asian
security market created in June 2003 by 11 central banks in the
region at the Executives’Meeting of East Asia-Pacific Central
Banks (EMEAP) and the Asian Bond Markets Initiative (ABMI)
under the ASEAN+3 framework in August of the same year.
Research is also being pursued by the Asian Development Bank
(ADB) on an Asian Currency Unit (ACU), as decided by the 9th

ASEAN+3 financial ministers meeting in May 2006 as part of an
attempt towards a future common currency. Incidentally, such an
attempt towards an ACU is said to be meeting with strong criticisms
from the U.S. and international fund managers (Emerging Market,
May 4, 2006).
In any case, Japan’s financial cooperation is getting deeper, and

it has taken a firm step towards East Asia economic integration
and the eventual formation of an the East Asia Ccommunity. Japan’s
initiative will be very helpful in this area and it enables Japan to
build mutual trust with other East Asian countries.

JJaappaann’’ss RReessppoonnssee ttoo tthhee EEaasstt AAssiiaa CCoommmmuunniittyy

It was the Council on East Asia Community (CEAC) established
in Japan in May 2004, which sought to look for a response to the
call for the building of a “community”that caught the imaginations
in East Asia. This council was brought into existence through the
efforts of the directors of the Japan Forum for International
Relations, Kenichi Ito, and others who attended the two meetings
for the establishment of the two organizations, which were originally
recommended for creation by the existing groups EAVG and EASG,
namely, “Network of East Asian Think Tanks”(NEAT), formed
from the industry-government representatives of each country,
and the East Asia Forum (EAF) of the intra-regional research
institutions.
According to Ito, ‘the establishment was advocated of an “East

Asia Community Council”and this was born from the common
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recognition that Japan could not afford to be careless, upon coming
back and witnessing the strong determination shared by the other
country representatives.’This council was formed as an ‘All Japan
Intellectual Platform,’11 spanning both private and public sectors,
presided by former Prime Minister Yasuhiro Nakasone and
participated in by: 11 think tanks including the Japan Institute for
International Affairs, Japan Center for International Finance, and
the National Institute for Research Advancement; 13 major
corporations including Nippon Steel Corporation, Toyota Motors,
Mitsui & Co., and Matsushita Electric Industrial; 40 intellectuals,
and 9 representatives of various ministries/agencies including the
cabinet, foreign ministry, finance ministry, economic ministry, and
the agricultural ministry. As chairman, Ito made the following
statement: This council ‘is not an association for the promotion
of the “East Asia Community”. It is an attempt to study the
essence of the “East Asia Community”, including the value or
necessity of its promotion’(East Asia Community Council opening
remark “Objectives and Mission”).
As can be seen from Ito’s opening remarks, Japan’s response

towards the East Asian Community initiative was spurred on by
the Asia’s fervor towards community building. We find here a
complicated mixture of sentiments. A policy bulletin board, Hyakka
Soumei, has been set up on the council’s official home page, and
has been drawing various opinions, true to its literal translation
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11 Kenichi Ito, in one of his speeches, stated the following. “The participants
(of the Beijing general assembly for the establishment of NEAT) were from
different countries in East Asia but irrespective of country of origin, each
one did not speak in “their own language”but in the “East Asian languge.
Those came to the meeting where people who have been long involved with
the problem of regional integration of East Asia. They know each other as
specialists, and are so to speak members of the mafia….The Japanese
belonging to this mafia would supposedly be myself, Professor Akihiko Tanaka
(at the University of Tokyo), and Dr. Yoshitomi Masaru (Chief Research
Officer of the Research Institute of Economy, Trade and Industry), but we
ourselves were surprised at how such ambiance and fervor (towards the
building of an East Asia community) in this region could come to such
intensity (Ito 2005, 8)



of ‘letting one hundred schools of thought contend.’On the other
hand, in the policy report published in August 2005 by the council’s
policy main assembly about Japan’s national strategy, the basic
strategy is stated as such: ‘the policy of forming the “East Asia
Community”will be aggressively pursued but this would always
be premised on holding fast to the Japan-U.S. alliance’(Objectives
and Mission, 40). The report focused not just on economic growth
but also on Japan’s basic policy in response to China’s political
and military strengthening.
But, how would we assess such a response by Japan? Broadly

speaking, currently Japan could adopt one of three different positions
with regards to the economic integration and community initiative.
Firstly, it could take the position of aggressively tackling integration
and community building, as well as nourishing East Asian independence,
reflecting the deepening of economic integration between Japan
and other East Asian countries centered on China (Hirakawa and
Kim 2004; Taniguchi 2004). Secondly, it could take the position
of rejecting community building despite accepting economic integration
and bearing in mind the economic and military threat of a growing
China (Watanabe 2005; Watanabe ed. 2005). Thirdly, there is an
intermediate position it could take, namely that of espousing the
promotion of community building, but balancing China-Japan relations
together with the strengthening of the Japan-U.S. alliance (Council
on East Asia Community 2005). Even though the Japanese
government would probably leans strongly towards the third
position, it is perhaps safe to say that in reality these positions
are interrelated in a complicated way. Which position would dominate
is likely dependent on Japan’s internal and external conditions at
the time.
The important point here is the fact that any initiative in East

Asia hammered out by a Japan conscious of a rising China will
part from Japan’s hands as soon as it is proposed and will
transform itself into an initiative that the NIEs, or ASEAN, or
China will lay claim to. Giving rise to this risk of course, is the
Japanese government’s lack of an economic policy towards East
Asia, but there is also the reality that East Asia’s economic
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structure would shift from a mono-polar one headed by Japan to
a multi-polar one comprising of the NIEs, ASEAN, and China.
Economic might in Asia’s future will be measured not simply by
scale but also to a large extent by the ability to grow. Asia’s
political and economic structure in the future will undergo a
stronger tendency towards multi-polarization, reflecting the economic
growth of the ASEAN, and especially China.
Japan’s East Asian foreign policy at present is bounded by the

bilateral politics of the Cold War period, which until now have
supported Japan’s remarkable economic strength. The ‘politically
cold but economically hot’complex relationship structure between
Japan and China, which was formed by Koizumi’s foreign policy,
has spawned distrust especially between Japan and China, a
situation that has been further exacerbated by choosing to strengthen
the Japan-U.S. axis amidst a climate of anti-China or China-as-
threat sentiments, while at the same time using diplomatic relations
with the ASEAN in the process of furthering Japanese interests.
Ideally, the type of foreign policy that is sought from Japan is
one that continues to pursue “national interests”, but under a
regional framework based on a new structure of East Asia.
However, it seems certain that the current approach, in which
Japan seems to seesaw under the old school of thought between
the Japan-U.S. alliance axis and Asia, will continue for the time
being. It is not hard to imagine, however, that in steadfastly abiding
by the Japan-U.S. axis principle, that the current stirring up of
nationalism will grow ever stronger in Japan.
However, even with regards to taking the initiative in furthering

East Asian regional integration, something which the Japanese
government sees as an urgent need, this could only be realized
after the unfolding of an East Asia community dialogue under a
regional framework, just as in Japan’s advocacy of cooperation
during the Asian financial crisis. Through the development of
China, Korea and the ASEAN, the advance of regional integration,
and the deepening of mutual flows in people, goods, and money,
it becomes more and more necessary for Japan to position its
East Asian regional integration policy within a more regional
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framework. It is not beyond the realm of possibility for Japan to
shift its emphasis in foreign policy so that it not only acquires a
new role for itself in promoting East Asian integration, but that
it also acquires a new East Asian awareness of the Japanese
people, even though this shift may take some time.
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AASSIIAA’’SS RREESSPPOONNSSEE TTOO CCHHIINNAA’’SS FFTTAA
SSTTRRAATTEEGGYY :: IIMMPPLLIICCAATTIIOONNSS FFOORR

AASSIIAANN EECCOONNOOMMIICC IINNTTEEGGRRAATTIIOONN

TTOO--HHAAII LLIIOOUU
The Australian National University

AAbbssttrraacctt

China’s proactive FTA strategy since 2000 has become the driving
force behind Asian economic integration. Hence, examining how
Asian neighbors respond to rising China and its FTA strategy
contributes to the understanding of the dynamics of current Asian
economic integration and future development. This article attempts
to piece together a jigsaw of seven Asian actors’perceptions and
approaches to China FTA strategy. Those actors include Australia,
New Zealand, ASEAN, South Korea, Japan, India, and Taiwan.

Key Words: FTA, China, Japan, Korea, Asian Economic Integration.

IINNTTRROODDUUCCTTIIOONN

With the advent of the 2000s, the rise of China has dramatically
transformed the global economic and security environment. In
particular, the political and economic impact of rising China has
greatly expanded when Beijing has taken active economic diplomacy
based on two pillars of WTO and FTA since the early 2000s.1
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A draft of this paper was presented in the 5th Annual International Conference
on WTO and China, China Institute of WTO Studies, the University of Business
& Economics in Beijing on October 27-29, 2006.
1 Li Cheng(2001), p.90; Dali Yang(2002), pp.15-18.



China, as the world’s fourth largest economy with the largest
populace and the largest foreign reserves of US$ 1 trillion in the
globe, is so gigantic, enormous and formidable that few countries
by themselves can hardly deal with it. As a result, how to manage
China has become the most important factor that preoccupied with
the mind of decision-makers in Asian countries. This has initiated
debate among countries all over the world as well as among a
country’s domestic elite over a rising China representing an
opportunity or threat.2 This is particularly true for countries in
Asia, given its geographic proximity and increasing impact on their
prosperity and security. There are many articles dealing with
rising China but most focusing on security. Perhaps the most
systematic, concise and broad range of analysis on rising China’s
impact on Asia was done by an American institute, Honolulu’s
Asia-Pacific Center for Security Studies in December 2003, namely
Asia’s China Debate.3 The electronic book was published for the
U.S. security consideration. Even those on the rising China’s
economic implications are related primarily to a single country’s
perspective rather than a systematic survey of Asian countries’
perceptions and policy toward rising China.
The purpose of this paper is to explore the perceptions and

policies of countries within the parameters of the Asian economic
community on emerging China’s economic power and its proactive
approach to FTA and implications for prospects for Asian economic
integration. I intend to first explore the general impacts of China’s
proactive FTA strategy since November 2000 on Asian economic
integration, then to highlight seven Asian actors including Australia,
New Zealand, ASEAN, South Korea, Japan, India, and Taiwan
respectively in terms of their perceptions of rising China, their
governmental approaches to China FTA strategy, domestic debate
over how to deal with China and finally their perceptions and
policies with respect to the China factor in Asian economic
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2 China: The Balance Sheet, Center for Strategic & International Studies and
Institute for International Economics, 2006.
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integration. A state’s image of China in this survey consists its
perceptions of China’s rising economic capacity, their relative
capacity versus that of Chinese and their coping strategies as well
as relevant policies and implications for Asian economic integration.

CCHHIINNAA’SS AACCFFTTAA PPRROOPPOOSSAALL AANNDD
AASSIIAANN EECCOONNOOMMIICC IINNTTEEGGRRAATTIIOONN

On the whole, rising China and China’s proactive FTA strategy
has at least four significant impacts on Asian economic integration,
namely expediting the Asian economic integration; the extension
of the scope of economic integration from East Asia to Asia; a
leadership change from Japan to China; and the uniqueness of the
proposal. The first is that China’s FTA proposal to ASEAN in
November 2000 has greatly accelerated the Asian economic
integration. Actually, China was not first country to adopt active
FTA policy. Singapore was the first East Asian country to start
FTA initiative, followed by Japan and South Korea. However, the
China’s proposed accord would create the world’s biggest free
trade zone of nearly two billion people with a combined gross
domestic product of US$ 2 trillion by 2010. Because of this, other
Asian countries were so nervous that the ASEAN-China Free
Trade Area(ACFTA) deal would deteriorate their national
competitiveness in export and eventually make them economically
marginalized.4 For survival, those countries then have accelerated
their FTA negotiations with other Asian neighbors, ASEAN in
particular.
The second impact of China’s active FTA strategy is that

economic integration has extended from East Asia(ASEAN plus
three since 1997) to Asia exemplified by the first East Asian
Economic Summit of sixteen countries with new comers including
Australia, New Zealand and India, in December 2005. Both Singapore
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4 An FTA allows its parties concerned special favors, such as non-tariffs in
exporting. To-hai Liou(2006), p.130.



and Thailand FTA strategies are driven by increasing competitive
challenges posed by China. For instance, securing free trade access
to large markets such as the U.S. and Japan gives their firms
based in the two countries a relative export price advantage over
their China-based rivals.5 South Korea and Japan held their first
government-level talks on the formation of a bilateral FTA in June
2001.6 In addition, ASEAN countries started to look for other
potential FTA partners such as Australia, New Zealand, India,
South Korea and Japan, and vice versa. Against this background,
ASEAN and India signed a Framework Agreement on Comprehensive
Economic Cooperation at Bali in 2003. This envisages elimination
of tariffs with the advanced members of ASEAN by 2011 and
with the less developed countries such as Vietnam, Myanmar,
Cambodia and Laos by 2016.7 On the other hand, initially ASEAN
countries rejected a New Zealand-Australia proposal to form
ASEAN-CER FTA in October 2000, with Malaysia, Indonesia and
the Philippines opposed. Malaysia’s Trade Minister, Rafidah Aziz,
said that the environment was “just not right”to launch the
negotiations.8 Nevertheless, ASEAN countries agreed to initiate
ASEAN-CER FTA in June 2004 after Chinese President Hu Jintao
in his trip to Canberra accepted Australian Prime Minister John
Howard’s proposal to engage in FTA negotiations in October
2003.9 It was reported that the ASEAN-Australia-New Zealand
FTA talks could be concluded in 2007, despite some wrangling
over issues like government procurements and environment.10 In
November, 2004, South Korea and ASEAN in Vientiane, Laos
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announced the Joint Declaration on Comprehensive Cooperation
Partnership to begin official FTA negotiations. Subsequently, the
two sides(except for Thailand, which continues to negotiate due
to concerns about agriculture) signed an FTA in May 2006, which
took effect in July 2006.11

The third significant meaning for China’s ACFTA proposal is
a leadership change of East Asian economic integration from Japan
to China. With its ballooning economic clout due to the double
appreciation of Yen’s value in 1985 since the Plaza Agreement,
Japan was vigorously and rapidly expanding its economic influence
in East Asia, Southeast Asia in particular, since the mid 1980s.
Between 1985 and 1990, Japan’s FDI in Asia shot up from US
1.4 billion to more than US$ 7 billion. In the same period, Japan’s
trade with the region nearly doubled, from US$ 83 billion to over
US$ 156 billion. This figure doubled again in the period of 1990-
1995. Against this backdrop, Shintaro Ishihara, a former Diet
member and now mayor of Tokyo, authored a book with former
Malaysian Prime Minister Mahathir Mohamad, entitled ‘No’to ieru
Ajia(The Asia That Can Say ‘No’) in 1992. They urged Japan
to embrace its Asian neighbors and become more assertive in
dealing with the United States.12 In fact, Japan was regarded as
the head of what-so-called flying geese pattern in the early 1990s.13

Alternatively, before the 1997 Asian financial crisis, APEC was
also widely considered as the landmark of East Asian economic
integration since it was established in 1989 in response to the
emergence of the single European market in 1985 and the U.S.-
Canada FTA signed in 1988. However, the failure of the early
voluntary sectoral liberalization(EVSL) in 1998 and the impact of
the 1997 Asian financial crisis, the liberalization process had lost
momentum and the expectation from APEC had diminished.14 For
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a brief period, the ASEAN Plus Three summit replaced the APEC
as the driving force of East Asian economic integration. It was
then displaced by ACFTA. Japan was surprised by Chinese Premier
Zhu Rongji’s FTA proposal to ASEAN in November 2000 “The
November 2001 agreement between China and ASEAN to negotiate
a free trade agreement(FTA) sent a shock wave throughout
Japan.”15 Since then, Japan has attempted to compete with China
in the Asian economic leadership but remains in a disadvantageous
position.
The fourth significant meaning for China’s ACFTA proposal is

that it is very unusual in the sense of composition of FTA and
the procedure of materialization. The proposal is against conventional
wisdom of economists who believe that the optimal FTA model
should be one between a developed economy and a developing
economy rather than one between developing economies for the
former has a much better strong complementarity. Anthony J.
Venables at World Bank and London School of Economics finds
that FTAs between low income countries tend to bring about
divergence of their income levels, while agreements between high
income countries lead to convergence. Hence, he suggests that

“developing countries are likely to be better served by ‘North-
South’than by ‘South-South’FTAs,”for developing countries
seem to gain more from FTAs with high income countries where
there are better chances for convergence of their income levels
with high income members.16 Moreover, the FTA process between
ASEAN and China is against the normal procedure whereby the
agreement would first be negotiated and signed and only then
take effect and be implemented. In November 2002, the two sides
first signed a preparatory Framework Agreement on Comprehensive
Economic Cooperation expressing their willingness to set up an
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FTA, implementing measures while negotiations were still ongoing.
The first set of measures including agricultural, fishery and
livestock(and some industrial products), and a unilateral reduction
of customs duties by China on imports from ASEAN nations was
implemented in January 2004 and is referred to as the Early
Harvest Program(EHP).17

AAuussttrraalliiaa

As a middle power paying special attention to trade in conducting
foreign policy,18 Australian perceptions of rising China are largely
positive. Focusing primarily on economic potential,19 Australia tends
to perceive China “as both an emerging market economy and a
responsible player in the Asia Pacific”and thus choose to engage
China, given China’s huge market and enormous political influence.20

According to Colin Mackerras, a prominent China specialist in
Australia, economic relations have constituted the main stabilizing
factor within the Sino-Australian bilateral relationship in a context
with a potential for volatility. Several factors that once seemed
highly divisive no longer appear so, possibly in part because of
the increasingly asymmetrical nature of the relationship with the
rise of China as a regional and world power.21 Moreover, an Australia’s
nationwide poll in 2006 shows that most Australians believe that
rising China poses no threat to Australia, only more than 20 percent
of respondents regard China’s emergence as a world power a
potential threat to Australia. Among the thirteen threats of the
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future decade listed in the questionnaire, rising China ranked last.22

In addition, analysing the Howard Government’s changing attitude
and policy toward China since 1996, Hugh White, Head Professor
at Strategic and Defence Studies Centre, the Australian National
University, indicates that “Now we are closer to Beijing than to
Washington. China is seen as the key to Australia’s economic
future.”23 In fact, the Howard Government upgraded China’s priority
in Australian foreign policy to the highest level no less than that
of the United States, while relegated Japan to the third by 2003.24

In an interview with the Financial Times to mark his 10th anniversary
in power in March 2006, Australian Prime Minister Howard stressed
that building relations with China was one of his priorities and
Australia’s relationship with China would be built on pragmatism
owing to China’s imports of billions of dollars of Australian minerals
and other resources.25 The growth rate of Sino-Australian bilateral
trade in recent years ranked first among China’s trade with its
major trading partners, while China is Australia’s fastest-growing
exports market. In 2005, their bilateral trade totaled US$ 27.3
billion, doubling the size of 2003.26 Australia’s goods exports to
China grew by 50 per cent in the year and this made China
Australia’s second largest export market, only next to Japan.
More than two-thirds of that was resources.27 What is more,
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according to the Australian Bureau of Agricultural and Resource
Economics(ABARE), “demand from China was the key driver in
global commodity markets, helping lift Australia’s forecast earning
from iron ore exports by 26 percent to US$ 18 billion in 2006-07.”28

Furthermore, so far Sino-Australian FTA negotiations have gone
through six rounds. Australian Foreign Minister Alexander Downer
indicates that services will be a key focus of Australia. Canberra
wants results in a wide range of industries, including professional
services, construction, banking and insurance, education,
telecommunications, trade logistics and mining.29 An analysis
commissioned by Australian and Chinese governments estimated
the bilateral FTA would boost the Australian economy by up to
$23 billion, and China’s economy by up to $83 billion.30 Nonetheless,
Former Opposition Labor Party’s Leader Kim Beazley urged
caution in ongoing Australia-China FTA negotiation, saying it should
not jeopardise Australian manufacturing. “We have a good relationship
with China and an excellent trading relationship, and an FTA would
not necessarily add that much to it,”he explained further.31

Additionally, not all the sectors in Australia see themselves as
winners from the rise of China as a powerful trading nation.
Australian Treasury Secretary Ken Henry pinpoints this fact by
saying that emerging China “has driven up the global prices of
minerals and other inputs to manufacturing and has put considerable
downward pressure on the world prices of manufactured products.”
Since Australia exports a lot of the former, and are a net importer
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of the latter, “our terms-of-trade(the ratio of export prices to
import prices) have rocketed.”He concludes that Australia will
experience “a sizeable shift in resources from import-competing
manufacturing to resources and other sectors of the Australian
economy complementary with China’s development needs.”As
the Australian economy switches from making goods to digging
up resources to supply the China-led boom, its manufacturers are
expected to face tougher times ahead. This period of adjustment
is predicted to be relatively good for capital and not so good for
labor.32

NNeeww ZZeeaallaanndd

A New Zealand Treasury working paper found that the conventional
theory that economies like New Zealand’s which depend on
commodity exports are doomed to decline is invalid. It mentions
that the rise of China has “assisted New Zealand’s terms of
trade not only by creating a new market for commodities but by
its cheap production of goods driving down import prices.”The
paper concludes that the future for New Zealand’s terms of
exports could be positive, if the growing demand from China
continues. However, the positive economic outlook could be offset
by lower prices for some exports due to increased supply from
some emerging markets such as South America, and the higher
cost of some imports such as oil driven up by demand from
China.33

China is New Zealand’s fourth-largest trading partner, accounting
for 7.8% of the country’s international trade. According to New
Zealand statistics, two-way commodity trade totaled NZ$ 5.66
billion in 2005(New Zealand’s exports to China were NZ$ 1.56
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billion and imports NZ$ 4.1 billion). Based on Chinese figures,
their total bilateral trade volume was at US$ 2.68 billion in 2005.
In April 2004, New Zealand became the first Western country
that recognized China as a market economy and became the first
developed economy to launch bilateral FTA negotiations with China
in November, the same year.34 Later, a Joint Feasibility Study
concluded that significant complementarities exist between the
Chinese and New Zealand economies and that an FTA would
deliver positive benefits for both countries. It recommended a
negotiation(covering goods, services and investment) begin as
soon as possible. The first round of negotiations was thus held
in December 2004.35 Eight rounds have now taken place. Both
governments are taking seriously concerns expressed by New
Zealand manufacturers and Chinese farmers about the increased
competition likely to result from FTA deal.36 The negotiations had
encountered some difficulties in the agricultural and service areas.
Nevertheless, Prime Minister Helen Clark in May 2005 told

Chinese leaders she wanted New Zealand to be the first developed
nation to sign FTA with China.37 Then, when Chinese Premier
Wen Jiabao visited New Zealand in April 2006, he and Prime
Minister Clark set a goal to conclude their bilateral FTA in less
than two years. If everything goes well, New Zealand will in all
probabilities emerge as the first Western country to clinch a free
trade agreement with China.38 New Zealand would be in a unique
position to act as a gateway between Chinese and European and
US firms. “Any agreement with China should make New Zealand
a more attractive place for investment for companies looking to
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access the Chinese market.”39 According to economic modeling
by the Foreign Affairs and Trade Ministry, total free trade could
increase New Zealand exports of goods and services by between
$250 million and $400 million a year during the next 20 years.
For China, the expected gain would be between $55 million and
$100 million.40 The Clark government is now spending around $9
million a year on official efforts to promote trade with China. But
some New Zealanders involved in business and trade in China
are worried that New Zealand’s trade talks with China might
stall because the government is trying to influence Chinese policy
on issues such as intellectual property and improved working
conditions. They are afraid that Australia might get a free trade
deal ahead of New Zealand.41 Moreover, Charles Finny, former
Director of New Zealand’s China FTA Taskforce, now chief
executive at the Wellington Regional Chamber of Commerce, says

“one of the biggest threats to New Zealand would be not getting
involved in talks and ending up with tariffs on our products when
they have been removed from those of competitors such as
Australia, the US or Chile. And that has happened before.”New
Zealand’s dairy market disappeared almost overnight when Mexico
joined the North American Free Trade Agreement(NAFTA).
“Almost overnight people were no longer interested in buying
from us, so we just have to be in this game or we just won’t
be able to compete. At a simple level, what we gain from being
first in the queue is the possibility of having a competitive
advantage for a while and setting the FTA framework, rather
than following bigger players and having to do a deal on their
terms.”42
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However, not all the Clark’s coalition partners support her
active FTA approach to China. For example, her Foreign
Minister Winston Peters, the New Zealand First leader,43 openly
opposes a free trade agreement with China because of his
country’s trade deficit with China(US$ 2.2 billion in 2005)
will dramatically worsen.44 He also believes that New Zealand
jobs are under a tremendous threat “from Labor and National’s
obsession with signing Free Trade Agreements with low wage
Asian economies. The biggest of these threats is the proposed
China FTA.”45 Green Party co-leader Rod Donald who also
opposes the bilateral FTA with China, saying it will bring New
Zealand manufacturing “to its knees.”46

AASSEEAANN

The expansion of the ASEAN members from six to ten made
it a major attraction of international investment in the early 1990s.
Subsequently, China emerged as ASEAN’s major competitor in
luring FDI in the mid 1990s. ASEAN can no longer compete with
China in attracting FDI since the 1997 Asian financial crisis.
Furthermore, ASEAN countries, in particular those battered
economies, relied heavily on China’s promise not to depreciate
Reminbi for economic recuperation. ASEAN perceptions of China
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thus turned to positive in the wake of the Asian financial crisis.
Partly because of their positive image of China, partly because
ASEAN countries realized that they could hardly compete with
China in trade and FDI attraction in a short term or in a long run,
not even as a group. Moreover, ASEAN countries were also
worried the possibility of emerging Northeast Asian economic bloc
if China turned to Northeast Asia. In fact, China, Japan and South
Korea were discussing the possibility of forming a Northeast Asia
FTA in the informal meeting during the 1999 ASEAN Plus Three
summit. Former Singaporean Prime Minister Goh Chok Tong at
the time said that once there was an emergence of Northeast
Asian economic bloc, ASEAN countries would suffer and could
hardly compete with it. He added that China’s robust economic
growth and its entry into the WTO made it a huge potential market
for ASEAN products.47 As a result, ASEAN countries decided to
engage China and to benefit from booming China market by
accepting Chinese Premier Zhu Rongji’s proposal to set up ACFTA.
Just as Dr. Cao Sy Kiem, Deputy Director of the Vietnamese
Central Party’s Economic Committee, points out that there are
three ways to accommodate to the changes caused by China’s
rapid expansion: (1) investing in China to produce goods there,
then selling the products at a profit in China or on the global
market; (2)exporting machines, equipment, and modern inputs to
China to join production and export process in China, hence
benefiting from the economy’s development; (3)exporting raw
material and products to China for profit. ASEAN economies have
primarily adapted to China’s economic boom in either the second
or the third way.48

Against this background, in November 2001, China and ASEAN
consented to establish the ACFTA by 2010 with the six founding
members of ASEAN-Brunei, Indonesia, Malaysia, the Philippines,
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Singapore and Thailand-and by 2015, with the four newer
members, Vietnam, Laos, Cambodia and Myanmar. Since then,
Sino-ASEAN total trade volume has surged up to US$ 130.3
billion in 2005, 23% increase from the previous year(US$ 106
billion) and fifteen times more than their total trade in 1991.
This made ASEAN China’s 4th largest trading partner. As
China and ASEAN continues to cut down their tariff to each
other’s goods, their total trade volume is very likely to reach
US$ 200 billion by 2008, two years ahead of the targeted
2010.49 In addition, ASEAN has emerged as one of the major
sources of China’s trade deficit which was US$ 19.6 billion in
2005.50 On the investment front, ASEAN invested a total of
US$ 3.1 billion in China in 2005, compared with China’s
investment of US$ 158 million in Southeast Asia. To facilitate
investment in the region, China has provided US$ 5 billion in
preferential loans to Chinese firms.51 Hence, it is no surprise
to hear the common rhetoric of the ASEAN leaders during
their Nanning summit with Chinese leaders in November 2006-
“China’s rise presents a historic economic opportunity rather
than a security threat.”52

As for Indonesia, China is her fifth largest trading partner. Sino-
Indonesian trade volume totaled US$ 7.3 billion in 2002 with a trade
surplus favorable to Indonesia. Sino-Indonesia two-way trade volume
surged to US$ 16.8 billion in 2005, with an average growth of 20
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percent to 30 percent in recent years.53 The bilateral trade is expected
to increase drastically following the two countries’signing of a 25-
year contract in 2002. Under the contract, Indonesia supplies US$ 8.5
billion worth of liquefied natural gas(LNG) from Tangguh in Papua
province to Fujian province. Investment from China to Indonesia is
similarly on the rise. According to the Indonesia’s Investment Coordinating
Board(BKPM), total Chinese investment in Indonesia for the five year
period ending 2004 reached US$ 6.5 billion, with investments in the
energy sector alone reaching $1.2 billion. The main investors are
PetroChina and Chinese National Overseas Oil Company(CNOOC).54

Indonesia has been an enthusiastic supporter of ASEAN Plus
Three and the ACFTA. But, many Indonesian manufacturers,
especially footwear industry, fear of losing out economically to
China and being wiped out by Chinese imports.55 The Asian financial
crisis ended the New Order era of Suharto. President Abdurrahman
Wahid intended to improve relations with China, largely for economic
reasons. Since then, Indonesia has stuck to a policy of engagement
with the PRC, that is, expanding trade relations, developing political
ties, and encouraging China to participate in the region’s nascent
security architecture. Indonesia believes that this policy is beneficial
to China, the region and itself. Like the other ASEAN members,
Indonesia hopes that engagement will encourage China to pursue
cooperative policies with its neighbors, and help to reduce tensions
in the South China Sea. Indonesia has thus supported China’s
membership of the ASEAN Regional Forum(ARF), APEC, and the
World Trade Organization(WTO), and endorsed the annual ASEAN-
China summits. In the eyes of the Indonesian leadership, a stable
China is more likely to cooperate with its neighbors, and one less
prone to foreign adventurism.
During the Asian financial crisis, China offered Indonesia a range
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of bilateral aid to ease economic hardship in the country. This aid
included a US$ 3 million grant aid to buy medicine and US$ 200
million in export credits over a two-year period. Beijing also
contributed US$ 500 million to the International Monetary Fund’s
(IMF’s) US$ 43 billion bail-out package for Indonesia. The Indonesian
Government was also grateful for the PRC’s decision not to devalue
the yuan.56 In November 2006, Indonesian President Susilo Bambang
Yudhoyono and Chinese Premier Wen Wen Jiabao on the sidelines
of the ASEAN-China summit in Nanning, Guangxi reaffirmed their
commitment to boost bilateral trade to US$ 30 billion in 2010,
double the worth of trade done in 2005. In addition, China pledged
US$ 800 million in soft loans to support investment projects in
Indonesia. President Yudhoyono also took the opportunity of the
summit to win the signing of a contract of US$ 5 billion investment
from China for six energy projects.57 In spite of government’s
positive response to ACFTA, Indonesia’s labor-intensive, export-
oriented manufacturers could not compete with Chinese products
in both domestic and international markets. As a result, Indonesian
textile industry requested government to impose 40 percent tariff
on Chinese products.58 Rising labor cost in Indonesia compared to
those such as China has resulted in relocation of more and more
factories of light industry, inter alia textiles, footwear and toys, to
other countries.59 Regarding Malaysia, while visiting Beijing in 2003,
Malaysian Prime Minister Abdullah Badawi referred to China a land
of opportunity.60 He believes that “the emergence of China as an
economic powerhouse provides Malaysia with a good market.”61

As a result, Badawi turned out to be the biggest beneficiary of the
2006 Sino-ASEAN Nanning summit. His country concluded a US$
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25 billion deal with China in which Malaysian oil company Petronas
will provide LNG to Shanghai for the next 25 years.62 When it
comes to trade figures, at an annual average rate of 31 percent
from 2000 to 2005, Sino-Malaysia bilateral trade hit US$ 30 billion
in 2005. China has a trade deficit with Malaysia for two decades,
but its exports to Malaysia have grown in recent years. Currently,
Malaysia is China’s eighth largest trading partner, while China is
Malaysia’s fourth largest trading partner, export destination and
source of import.63 If based on this growth rate, the bilateral trade
between the two countries could reach US$ 50 billion by 2010.64

Until March 2006, Malaysia’s investment in China exceeded US$
10.2 billion on a basis of contracted capital and the actual utilized
capital came to US$ 3.9 billion.65 Nevertheless, mainly because of
higher wage, Malaysia has been losing competitive edge vis-à-vis
China in manufacturing, as factories relocated to China.66

As most Southeast Asian countries, Singapore is facing the
competition for foreign investment posed by China. Nonetheless,
Singapore has taken a practical approach to rising China, that is,
on the one hand to accelerate the integration of the ASEAN
economies so that the region can compete and cooperate with
China, on the other hand to promote the ASEAN-China FTA “as
a way of forging new synergies with China’s market.”67 Singapore
is China’s biggest trading partner in ASEAN. Their bilateral total
trade reached US$ 33 billion in 2005, a 26 per cent increase over
the previous year. In August 2006, Singapore and China agreed
to start negotiations for a bilateral FTA. A statement from Singapore
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indicated that “the China-Singapore FTA will also contribute to
regional economic integration by injecting additional momentum
into the establishment of the China-ASEAN Free Trade Area.”68

Like Singapore, Thailand has also pursued an active approach to
FTA and RTA since 2001.69 Regarding rising China, former Thaksin
Government took a similar strategy as its Singaporean counterpart.
It has attempted to engage China and to seek for counterweights
to China simultaneously. This is particularly true in its FTAs with
the U.S. and ASEAN countries. Moreover, after signing FTA with
China, Thailand has aggressively pursued similar arrangements
with Japan, the U.S., India and Australia.70 The implementation of
Sino-Thai FTA has brought about a largely positive result, though
mixed, particularly in agricultural sector. Farmers who produce
durian, longan and tapioca have benefited from the FTA, while
those who grow garlic, onion and other vegetable have suffered
for they fail to compete with their Chinese counterparts.71

In the Philippine case, former President of the Philippines Fidel
Ramos in the capacity of chairman of the board of the Boao Forum
for Asia(BFA), underlined the important role China played in
advancing Asia’s economic integration process prior to the opening
of the forum in 2003.72 During the Philippine President Gloria
Macapagal-Arroyo’s trip to China in September 2004, she and
Chinese President Hu Jintao expressed hope for the early
establishment of a planned ACFTA.73 Felipe M. Medalla, Professor
at University of the Philippines suggests that despite the prevailing
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negative image of China hollowing out Philippine’s manufacturing
sector and dealing a terrible blow to agricultural sector, more and
more Philippine businessmen are beginning to view China as a
market rather than a competitor. In fact, Philippine’s exports to
China have increased more than six times, from US$ 663 million
in 2000 to US$ 4 billion in 2005, and are the most rapidly growing
sector of the country’s exports and almost matching exports to
all ASEAN countries in 2005.74 During the China-ASEAN summit
in Nanning in November 2006, President Arroyo, as the chairwoman
of ASEAN in the year, mentioned ACFTA could reduce Southeast
Asia’s dependence for exports on Western markets such as the
U.S. and Europe. Furthermore, she indicated that “the sharp growth
in trade with and investment by China was a bonanza for the
Philippines.”The bilateral trade is at US$ 17 billion in favor of
the Philippines. What is more, Arroyo secured an investment deal
of US$ 1 billion from Baoshan Iron and Steel, Jinchuan Group and
China Development Bank in a nickel mine on the island of Mindanao.
China also promised to finance a $400 million extension of a rail
line to connect Manila with the industrial center of Clark.75

However, Ibon Foundation, an economic research group, warned
that ACFTA would have adverse effects on the country’s
economy. The group predicted that the deluge of cheap imports
from China may prove ACFTA to be “more disastrous rather
than beneficial for Philippine agriculture and industries.”As a
result, Ibon urged the government to “rethink its support”for
ACFTA.76 Vegetables are not included in the EHP agreement
that the Philippines and China signed in April 2005. According
to Santos, the Philippines was able to insist on the exclusion of
vegetables under EHP, but acceded to the request of China “to
expeditiously complete the Pest Risk Analyses(PRA) for the
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importation of vegetables, in particular, carrots, cabbages, ginger
and potatoes from China.”77

With rising labor cost and skyrocketing rent in China and more
preferential measures offered by the Vietnamese Government,
foreign investors either have increased their investment in Vietnam
like Canon and LG or have relocated their factories from China
to Vietnam whose labor cost(US$ 50-60monthly)is now only half
of China’s. This includes not only labor-intensive industries, but
also high-tech corporations. For example, Intel invested US$ 300
million in the country to build a chip factory. Of course, China
remains competitive edges in infrastructure and possessing an
ample skilled labor vis-à-vis Vietnam.78 On the trade front, Sino-
Vietnamese bilateral trade was valued at over US$ 10 billion last
year, up from US$ 8 billion in 2005.79 Nevertheless, Vietnam’s
farm products are facing challenges in the Chinese market as a
result of the ACFTA, in particular stronger competition from the
products of other ASEAN countries. Vietnam must now compete
with Thailand in rice, the Philippines in vegetable and fruits, and
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Indonesia and Malaysia in rubber. Vietnam will open its doors to
Chinese commodities and impose a zero percent tax rates in 2015,
whereas China will abolish duties on Vietnamese commodities in
five years till 2010. Vietnam’s export turnover of farm produce(mainly
fruits and vegetable) to China fell to US$ 35 million in 2005 from
US$ 142.8 million in 2001. Meanwhile, its turnover of fruits and
vegetable imports from China jumped to US$ 80.2 million in 2005
from US$ 30.9 million in 2001.80

SSoouutthh KKoorreeaa

China’s economic rise is widely regarded in South Korea as a
positive factor. South Korea’s economy has increasingly depended
on the fast-growing China market. China has emerged as South
Korea’s FDI’s most favored destination since 2002 and largest
exports market since 2003. Total Sino-South Korean bilateral trade
volume reached more than US$ 110 billion in 2005,81 with a trade
surplus of US$ 42 billion favorable to South Korea. This makes
South Korea China’s second largest trade deficit source, only next
to Taiwan.82 Despite the fear of growing Chinese competition, South
Korean industries tend to view the rising China as a business
opportunity rather than a threat.83 Changkyu Lee and Inkoo Lee
assert that rising China has presented both positive and negative
impacts, but more positive than negative. They point out that the
continued involvement of South Korean economy in China has
contributed to Korea’s trade growth and the improvement of
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competitiveness. At the same time, they consider the industrial
hollowing out due to South Korean firms’relocating their factories
to China as one of most important challenges that South Korea has
to confront. In the end, they suggest that South Korea should nurture
high value added industry by increasing investment in research and
development as a coping strategy to rising China’s challenges. In
addition, they also urge their government to explore new markets
through FTA in order to prepare for China’s import-substitution
that will at last decrease the demand for South Korean immediate
products.84 As a matter of fact, South Korea set FTA with the U.S.
as its first priority. Deputy Prime Minister and Finance and Economy
Minister Kwon O-kyu described this as “a strategic choice.”He
said that if Korea became the first East Asian country to sign a
FTA with the U. S. and the EU, his country could be the center
of FTAs connecting the U.S., East Asia and Europe. Then, he further
explained that a FTA with China cannot precede an FTA with the
U.S. “Signing a FTA with China would give much trouble to our
agricultural sector, mid-and small-sized firms and manufacturing
sector. We’ll start FTA talks with China after completing an FTA
with the United States.”85 It is quite clear that another main reason
for this FTA sequence is to seek counterweight against both China
and Japan as South Korea’s economic size is behind its two large
giant neighbors. The conclusion of South Korea-U.S. FTA in April
2007 gives South Korea more bargaining leverage in its forthcoming
bilateral FTA negotiations with both China and Japan. Immediately
after a FTA was made between South Korea and the U.S., both
Japan and China approached Seoul expressing their intent to start
bilateral FTA talks. Japanese Prime Minister Shinzo Abe on April
3 suggested resuming negotiations for Japan-Korea FTA. This urge
is interpreted as coming from a sense of crisis after the Korea-
U.S. FTA was sealed. What is even more, Chinese Premier Wen
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Jiabao visited Seoul on April 10 and expressed strong desire to
accelerate FTA negotiation with Korea.86

With the conclusion of ACFTA, South Korean products have
been under dual pressure in both markets. According to the Korea
International Trade Association(KITA), the realization of ACFTA
would adversely affect South Korea’s export competitiveness, in
particular for South Korean industrial products such as petrochemicals,
textiles, shoes and electrical and electronic products. “More than
21 percent of South Korean exports to China will be subject to
tariffs over 10 percentage points higher than those for China-
bound ASEAN shipments in 2010, when the FTA is fully implemented,”
the KITA indicated. There will be no duties on more than 90
percent of the trade between China and ASEAN members by that
time. Hence, the KITA urged the South Korean Government to
speed up FTA negotiations with ASEAN as soon as possible.87

Against this background, South Korea was eager to realize its
FTA with ASEAN by 2009, one year ahead of the full implementation
of ACFTA and two years before the materialization of Japan-
ASEAN FTA.88 The main reasons why South Korea was so anxious
to reach a FTA with ASEAN are two folds. The first fold was to
get a better strategic position for South Korean products in ASEAN
market before Chinese and Japanese products can enjoy duty free.
The second fold was to minimize the negative impact of the
launching of the early harvest program since July 1, 2005. Based
on a report by South Korea’s Ministry of Industry and Resources
in August 2005, more than 180 items of 200 products(which
constitute 81% of the country’s exports to China) that South
Korea exports to China are facing challenges from ASEAN products.
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Alternatively, among one hundred products that South Korea’s
exports to Indonesia, Thailand, Malaysia, Philippines, over sixty
products are in competition with China.89 Another analysis by the
Bank of Korea, till December 2004, the competitiveness of South
Korean products in China market dropped about 11.2% from the
previous year. The other analysis on trend of exports to the four
ASEAN countries(Indonesia, Thailand, Malaysia, Philippines) by
the KITA shows that the percentage of the four countries’exports
to China in their overall exports increased from 2.9% in 1996 to
7.2% in 2003. At the same time, those countries’share of China’s
imports market also sharply rose from 4.5% in 1995 to 8.2 % in
2004. What is more, the level of products that those countries
exported to China also had been upgraded for more and more
high-tech products produced by the four countries went to China.
For example, 41.7 % of Philippine’s exports to China was
semiconductor and 17.4 % was computers in 2003. In the same
year, 15.3% of Malaysia’s exports to China was semiconductor
and 12.2% was computers.90 Another report on a comparative
study of China, Japan and South Korea’s products in ASEAN
market by the KITA in August 2005 indicated that ACFTA has
brought about downgrading the competitiveness of South Korean
machinery and electronic products vis-à-vis those made in China.91

Victor Cha also mentioned that South Korea is losing international
markets to China.92 Il-Dong Koh from the Korean Development
Institute summarized the impacts of economic integration in East
Asia on the Korean Economy into three: concerns over hollowing
out; widening gap between export growth and domestic value-
adding activity; and interruption of domestic production networks
as a result of leading firms’move. He particularly regarded China
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as a major threat to South Korean products but not Japan.93

JJaappaann

Japan is the country that has encountered the greatest impact
of China’s proactive FTA initiative. The ASEAN traditionally had
been Japan’s sphere of economic influence since the 1960s.94

However, Japan’s economic leadership in the ASEAN was displaced
by rising China after the 1997 Asian financial crisis.95 Japan was
caught by surprise by China’s bold FTA initiative inaugurated by
Premier Zhou Zongji’s proposal to set up ASEAN plus one in
November 2000. Subsequently, when China and ASEAN reached
an agreement to form a free trade area by 2010 in the annual
meeting of the ASEAN plus three in 2001, Japanese newspaper
Asahi warned Japanese that agreement marked “the beginning of
a gradual shift of the axis of the Asian economy to China from
Japan.”96 Even though they noticed rising China’s manufacturing
capacity, Japanese enterprises led by the Keidanren and the
Ministry of Economy, Trade and Industry(METI) favor engaging
China through cooperation in international trade. But METI’s White
Paper in April 2001 suggests that “Japan should seek to create
a new system that could divide economic roles with China and
other countries in East Asia to improve efficiency amid increasing
economic competition.”97 Obviously, it had acknowledged that Japan
was challenged by China in the leadership of East Asian economic
integration. While preoccupied with domestic political transformation
and economic malaise,98 Japanese Prime Minister Koizumi in January
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2002, expressed his interest in a region wide free trade zone.
This announcement was already about two months behind China’s
specifying its plan to negotiate a FTA with East Asia within ten
years. In November 2002 when China and ASEAN reached an
agreement on a Framework Agreement on Comprehensive Economic
Cooperation aimed to establish a free trade area in 2015.99 The
very next day, Japan and the ASEAN consented to negotiate a
comprehensive economic partnership.100 In fact, Japan was forced
to shift its focus of FTA approach from emphasizing signing FTA
with ASEAN in a bilateral fashion and insistence on economic
partnership agreement(EPA) rather than FTA to the acceptance
of signing a FTA agreement with ASEAN as a whole. What is
more, China’s early harvest scheme towards the ASEAN countries
enables Beijing to sustain its lead in the FTA race with Tokyo.101

China has eliminated tariffs on selected agricultural products from
Thailand, Malaysia and the Philippines the first batch of ASEAN
countries to join the four-year Early Harvest program started in
2003.102 This has put Japan in a very unfavorable position vis-à-vis
China in terms of leadership competition. Another remarkable
example of Sino-Japanese competition for leadership is that China
insisted that ASEAN plus three should be core members, while
Japan made a counterproposal of an East Asian EPA system of
sixteen countries, including Australia, New Zealand, India in addition
to ASEAN plus three.103 India is added to the list because of its
potential to rival China in economic growth.104 FTAs focus exclusively
on the abolition of tariffs and regulations on bilateral trade, while
EPAs are a pact covering a wide range of investment, service
sectors, intellectual property rights, and so on in addition to trade.
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The proposal is designed to position Japan in a leadership role
by encouraging the region to adopt the 16-nation EPA system
with the participation of Australia, India and New Zealand. Though
the ASEAN economic ministers voiced support for Japan’s East
Asian EPA initiative, they have also strongly encouraged Tokyo
to prioritize negotiations with the whole of ASEAN for a comprehensive
FTA.105

With respect to Sino-Japanese FTA, even though more and
more leaders in the Japanese business circle have asked the
Japanese government to initiate FTA negotiation with China, former
Koizumi Government insisted that his government wanted to make
sure that China abide by its commitment to WTO first. In other
words, Japan would not negotiate with China until the end of 2006
when China fulfills its commitment to WTO to complete the process
of opening its market.106 Against this backdrop, in response to
Chinese Ambassador to Japan Wang Yi’s proposal to start bilateral
FTA negotiation in February 2005,107 Japanese Minister of Economy,
Trade and Industry Shoichi Nakagawa pointed out that the prerequisite
to start Sino-Japanese FTA is China’s completing its reforms on
basic rules regarding legal system, tax, investment, intellectual
property rights and so on.108

IInnddiiaa

Not until the late 1990s, India’s traditional perceptions of China
had been obsessed with negative image due to the humiliatory
defeat in Sino-Indian war in 1962. Vajpayee’s government’s China
policy shifted from citing China threat to justify nuclear tests in
1998 to non-confrontational diplomacy with China in the early

222 THE JOURNAL OF EAST ASIAN AFFAIRS

105“Japan looks to play leading role in regional trade”, http://www.bilaterals.org/
article.php3?id_article=5909.
106“Sino-Japanese Relations decide the East Asian Integration,”Editorial, Nihon
Keizai Shmbun, January 4, 2005, http://www.nikkei.co.jp/news/shasetsu/
20050103MS3M0300203012005.html.
107 http://www.nikkei.co.jp/news/kaigai/20050203STXKE023303022005.html.
108 http://www.nikkei.co.jp/news/keizai/20050204AT1F0400304022005.html.



2000s. Its approach to China was to steer a pragmatic course in
what-so-called balanced engagement between the hyperrealist(China
as a threat) and appeasement(China as a benign power) school
of thoughts.109

In June 2003, Vajpayee’s visit to Beijing, the first by an Indian
Prime Minister since Rajiv Gandhi’s trip to China in February
1988, paved way for Sino-Indian rapprochement. India was largely
motivated by economic interest, to attract Chinese investment and
expand the share of India’s products in China’s market. The Joint
Declaration on Principles for Relations and Comprehensive Cooperation
between the two countries signed by Vajpayee and Chinese
President Hu Jintao called for a Joint Study Group to recommend
potential sectors of economic collaboration, set a target of their
total bilateral trade volume up to US$ 10 billion by 2005 and
pledged to increase their cooperation on the WTO issues.110 In
2005, India-China trade increased by 37% over 2004 to touch
US$ 18.7 billion. Just three years earlier, in 2002, the total volume
of bilateral trade was US$ 5 billion. China replaced Japan as India’s
top trading partner in Northeast Asia a few years ago and is now
on track to overtake the United States to become India’s No 1
trading partner in the world within the next few years. Indo-US
trade stands at about US$ 30 billion. Sino-Indian trade in the first
seven months of 2006 reached US$ 13.6 billion, up 27% from
the same period the previous year. It’s thus widely expected that
the trade target set during Chinese Premier Wen Jiabao’s visit
to India in April 2005, of $20 billion by 2008, will actually be met
by the end of 2006.
Nevertheless, their bilateral trade is not free from worry from

the Indian side. India’s exports to China are overwhelmingly
dominated by low-value, primary products with a huge dependence
on iron ore. In 2005, ores, slag and ash comprised 56% of India’s
exports to China. India has thus developed a trade deficit with
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China of US$ 858.5 million so far in 2006. In 2005, India’s trade
surplus with China stood at US$ 843.2 million, a decline from the
US$ 1.74 billion surplus in the previous year. Alternatively, China’s
top exports to India comprise electrical machinery and other
machinery, which together accounted for 43.9% of total Indian
imports from the country in 2005.111 In other words, India’s trade
surplus may not sustain for a long run.
Concerning China’s FTA proposal, India remains hesitant for

a FTA with China is not in India’s interest. India favors a
comprehensive economic cooperation agreement with China for
it can benefit more. “Over 50% of China’s GDP comes from
manufacturing and construction, over 30% from services and
just under 15% from agriculture. Clearly enough, manufacturing
is China’s area of strength and its engine of growth. In contrast,
over half of India’s GDP comes from services industry and
agriculture sharing the remaining less than 50% in roughly
equal proportions. For the Chinese, an FTA focused on
merchandise trade would enable them to best leverage their
comparative advantage. For India, on the other hand, a FTA
focusing on merely free movement of goods across borders
would be one that gives Chinese manufacturers ready access
to Indian markets without a corresponding benefit for India in
its area of strength. Another major reason that India’s response
to China’s FTA proposal is lukewarm is that India is wary of
cheap Chinese manufactured products which could suffocate
Indian industries.112 However, others argue that “with the ASEAN
countries concluding free trade agreements with other major
Asian powers like China, India’s role and influence in Asia will
decline unless it secures duty free access to ASEAN markets.
If it desires such access, then it should be prepared, like China,
to grant products from ASEAN countries similar access to
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Indian markets.”113 In fact, to strengthen the economic liberalization
initiated in 1991, India started a “Look East Policy”in the
same year. It became a Sectoral Dialogue Partner of ASEAN
in 1992, Full Dialogue Partner in 1996 and finally summit
partner since November 2001. A Framework Agreement on
Comprehensive Economic Cooperation(CECA) between the two
sides was signed at the Second ASEAN-India Summit on October
2003 in Indonesia, which set the stage for Indo-ASEAN FTA
to be operational from 2006.114 Commerce Minister Kamal Nath
also said India wants to explore possible FTAs with Japan,
China and the U.S., as negotiations on such deals with Southeast
Asian countries progress.115

On the investment front, in recent years Indian companies have
begun to be attracted by the opportunities China offers. Its high-
volume, low-cost investment environment, connectivity to global markets
and productive labor force and the presence on Chinese shores of
large numbers of multinational clients have lured a small but steady
stream of Indian investors in diverse sectors, including information
technology(IT), banking, pharmaceuticals, wind-farm equipment, auto
components and tyre manufacturing. There does seem to be an
increasing willingness to engage with China on the part of India Inc.
All the big Indian IT companies, such as TCS, Wipro, Infosys and
Satyam, have invested in China.116 On the area of Indo-China collaboration,
experts pointed the win-win scenarios for the two neighbors. While
India can benefit by expanding into labor-intensive sectors like apparel,
footwear, and toys, especially in light of the rising wages in China,
the IT sector is an attractive area for the Chinese.117 However, Chinese
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investments in Indian infrastructure projects have frequently been
blocked for security concerns. For example, India does not want any
Chinese companies investing in or managing any Indian ports. Chinese
telecom companies, such as Huawei, have also been rejected permission
to make investments in India in the recent past, out of fears of Chinese
espionage. This policy is criticized by the Indian Communist Party,
current coalition partner of the Congress Party and requested an
explanation how Chinese investors pose security threat to India.118

TTaaiiwwaann

Despite hostile political situation, now more than ever, the cross-
strait economy is booming. Total indirect trade between the two
sides was only US$ 3.9 billion in 1989, the first year business
contact was officially permitted. In 2004, according to Taiwan’s
Mainland Affairs Council, total trade was under US$ 62 billion-a
16-fold increase in just a decade and a half, and up to more than
US$ 70 billion in 2005, with a trade surplus of US$ 31.7 billion
favorable to Taiwan. Taiwan-China trade has increased at an average
annual rate of 25% since the inauguration of this decade.
In the investment sphere, according to the Investment Commission,

ROC’s Ministry of Economic Affairs, approved investment to
Mainland China by Taiwanese businesses reached a total of more
than 34,343 cases, totaling US$ 6.01 billion in 2005, down 18.1
percent from the previous year’s level. But this accounted for
71.4% of Taiwan’s total overseas investment(US$ 8.45 billion).
So far China is the top destination for Taiwanese outbound
investment. Due to the sensitive nature of cross-strait investment,
most observers agree that the official figures drastically understate
the actual influx of Taiwanese FDI into China. Channeled through
shell companies in ports of convenience such as the Bahamas,
Taiwan-origin FDI in China could be over US$ 120 billion.
With regard to rising China, the pan-green camp including the
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Democratic Progressive Party(DPP) and the Taiwan Solidarity
Union tends to emphasize threat from China on all the fronts,
security inter alia. On the economic front, for survival, Taiwan
should limit its investment in China, particularly in high-tech
sectors. They also see ACFTA as a threat to Taiwan’s trade
and refuse to accept China’s offer to negotiate Closer Economic
Partnership Arrangement(CEPA) on the ground that Beijing intends
to downgrade Taiwan’s status as a state. Whereas, the pan-blue
group referring to Kuomintang(KMT), the People First Party and
the New Party stresses the importance of economic cooperation,
views cross-strait relations as a matter of peace or war, and
seeks to work out modus vivendi with China. With the growing
contradiction between economic interest and security interest in
its national interest over the Cross-Strait relations since the post-
Cold War era,119 the mainstream of the ruling DPP’s anti-China
policy has been challenged by business sector and the opposition
parties. The business sector seeks to avoid cross-strait tension,
so their investments on China will not be jeopardized. Moreover,
business leaders also want government to lift the upper limit on
Taiwanese investment in China and relax the restriction on
investment on sensitive industries. Like many mainlanders in
Taiwan, they also would like to see the realization of direct trade
and three links as soon as possible.120 One of remarkable examples
of the contradiction between the ruling elite and the business
sector is that EVA airways whose boss Mr. Chang Jung-fa used
to be a supporter of the DPP publicly complained about the lack
of progress in launching direct air travel across the Taiwan
Straits.121 The unprecedented unofficial visits to China by opposition
party leaders KMT Lien Chan and People First Party James
Soong the following month in 2005 marked a major transformation
of Taiwan politics, from the unification versus independence to
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the security threat versus economic collaboration.122

CCOONNCCLLUUSSIIOONN

Rising China’s economic power and its active approach to FTA
have brought about enormous changes on China’s economic
interactions with its Asian neighbors and patterns of Asian economic
integration. On the one hand, because of its gigantic size and rapid
growth, China has altered the balance of economic development
in Asia. China’s significant demand for inputs and its ability to
supply outputs to the world’s markets have reshaped the international
supply-demand equation as well as modes of operations and
management dramatically. For those countries and businesses in
the region that can nimbly adapt themselves to the changing
dynamics benefit from opportunities brought by rising China.
On the other hand, emerging China’s economic capacity has

imposed enormous pressure on all countries and markets in the
region at various levels. This pressure is multidimensional and
involves quality, quantity, durability and price. For no country alone
can resist this dynamic change, not even Japan,123 most Asian
economies have chosen to engage China in order to benefit from
emerging China’s market and the fringing dividend(attracting FDI
aiming at advancing China market by investing in peripheral states
whose labor cost is lower than that of China) via engaging China.
Those countries are Australia, New Zealand, South Korea and
ASEAN. Of course, this does not mean that there are no opposition
groups in those economies. But they are largely in minority. Other
economies comprising Japan, India and Taiwan have sought to
resist rising China’s temptation for political and security reasons.
Nevertheless, there are domestic forces against their governments’
approaches to China in the three economies either from business
sectors or opposition parties or coalition partners. Those opposing
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forces have imposed tremendous pressure to their governments.
India and Japan have been forced to make adjustments to their
domestic demands. India has gradually shifted to a balanced
engagement policy toward China since the previous government,
but has been wary of Chinese bilateral FTA proposal and Chinese
bid for major infrastructure projects. With the appointment of Pranab
Mukherjee, who has rich experience with China, as the External
Affairs Minister by Prime Minister  in November 2006, India seems
to move closer to Beijing.124 Alternatively, Former Japanese Prime
Minister Koizumi’s unfriendly attitude toward rising China has
caused backlash from domestic public opinion. This forced his
successor Shinzo Abe to court China and made Beijing rather than
Washington his first foreign trip in the capacity of Prime Minister.125

With regard to the China’s proactive FTA approach to Asia economic
integration, ASEAN, Australia, and New Zealand view it in a constructive
way and are willing to further strengthen their economic integration
with China by promoting bilateral FTA with China. Meanwhile, those
economies are seeking counterweight to dilute China’s emerging
economic clout and reduce their dependence on China market by
inaugurating FTA talks with each other and other economies such as
India, South Korea, Japan and other large economies, the U.S. inter
aliies. Alternatively, China’s northeast Asian neighbors including South
Korea, Japan and Taiwan as well as India do not feel comfortable
about ballooning China’s economic clout via ACFTA and are reluctant
to negotiate FTA with China but join the bandwagons of Asian economic
integration such as ASEAN plus three, East Asian Economic Summit
except Taiwan who is absent against her own will. Likewise, those
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economies are also looking for counterweight against China by
expediting their FTA negotiations with other Asian economies, the
U.S. and even the European Union.
Concerning leadership competition between China and Japan, the

pattern of Asian economic integration has shifted from a Japan-
led flying geese pattern to a China-centered market-driven pattern
since the early 2000s. According to a simultaneous survey jointly
conducted by Yomiuri Shimbun, the Korea Times and the Gallop
Poll on perceptions of seven countries including Japan, South Korea,
Malaysia, Indonesia, Thailand, Vietnam and India, three of this kind
survey has been done in the past ten years since 1995. The most
remarkable change is rising China. More than 80 percent of
Malaysians, Thais and Indonesians interviewed held positive image
of China. When asked “the impact of China’s development on their
own economies,”except Japan and South Korea, the rest five
countries view it as positive. When asking which country is going
to be the most influential one in Asia, those respondents from
Malaysia, Thailand, Vietnam ranked China first.126 The winner of
an image war between China and Japan is quite obvious. Nevertheless,
both the image and leadership are dynamic, if China continues its
current soft approach focusing on common economic prosperity of
Asia rather than on political and security maneuver, this will provide
a chance to sustain its leadership for a long term. In addition,
reaching Sino-Indian FTA or EPA is now the last strategic threshold
that Beijing needs to surmount in order to secure its long leadership
in Asian economic integration. Moreover, Chinese leaders need to
display their wisdom to reach a modus vivendi with both Japan
and Taiwan for most economies in Asia do not want to see any
political and military confrontation in this part of world. Or they
will be distracted from economic development and be forced to
painfully and costly choose sides between Beijing and Washington.127
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CCHHIINNEESSEE NNAATTIIOONNAALLIISSMM AANNDD CCHHIINNAA’’SS
AASSSSEERRTTIIVVEE FFOORREEIIGGNN PPOOLLIICCYY

AAbbaannttii BBhhaattttaacchhaarryyaa
Institute for Defence Studies and Analyses (IDSA)

AAbbssttrraacctt

Chinese nationalism is motivated by two broad elements: one nation-
building and, two, attainment of great power status. Drawing from
the Confucian culturalism, these two elements have defined Chinese
nationalism from a culturalist dimension and have shaped China’s
foreign policy goals. Since Chinese nationalism is aimed at achieving
national salvation by removing the stigma of a victim-nation, China
is increasingly playing a proactive role in international affairs. It is
using nationalism not only to ensure domestic stability but also to
create an international order conducive to its national interests. This
has led China to advance its national interests in a manner that
renders an assertive tenor to Chinese nationalism. Therefore,
nationalism has engendered a proactive and an assertive foreign
policy. Such a proactive policy is aimed at building an alternative
international order, which would distinctly pose a challenge to US
unilateralism and hegemonism. 

Key Words: Chinese Nationalism, Civilizational State, Culturalism,
Patriotism, Beijing Consensus.

Contemporary Chinese nationalism is traceable to the post-Cold
War era, which saw the gradual erosion of Communist ideology
and an increasing use of nationalism by the Chinese government
to shore up party legitimacy. However, nationalism, in one form
or the other, has existed throughout modern Chinese history.
Modern Chinese nationalism was a reaction to the humiliation that
China suffered at the hands of Western and Japanese imperialism.
In the late nineteenth and twentieth centuries, nationalism was a
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tool employed by the Chinese leaders to attain freedom of the
nation, build a strong and rich country, and enhance China’s
prestige in the world. This aim of a powerful and wealthy nation
remains paramount in Chinese domestic and foreign policy
considerations today. It also explains the potent cause behind the
rise of contemporary Chinese nationalism. 
This study is based on the paradigm of cultural nationalism and

has sought to explore the nature of Chinese nationalism and its
linkage with the Chinese foreign policy. Broadly, it addresses two
major issues: first, drawing from a culturalist paradigm it addresses
the issue of how Chinese nationalism has taken shape and, second,
it deals with the issue of how this nationalism impinges on Chinese
foreign policy. Chinese nationalism is motivated by two broad
elements: one nation-building and, two, attainment of great power
status. These two elements are rooted in China’s imperial ideology
of Confucian culturalism. Culturalism has deeply shaped the nature
of contemporary Chinese nationalism and has motivated China to
formulate shape up its foreign policy goals. The paper establishes
the fact that contrary to the dominant Western view that Chinese
nationalism is aggressive and poses a threat to world peace, as
well as the Chinese view that it aims at a peaceful foreign policy
strategy, China has in fact employed nationalism as a tool to
promote an assertive foreign policy. Since Chinese nationalism is
aimed at national salvation by removing the stigma of a victim-
nation, China is increasingly playing a proactive role in international
affairs. It is using nationalism not only to ensure domestic stability
but also to create an international order conducive to its national
interests. This has led China to advance its national interests in
a manner that renders an assertive tenor to Chinese nationalism.
Therefore, Chinese nationalism has engendered a proactive and
an assertive foreign policy for China. Such a proactive foreign
policy is geared towards aimed at building an alternative international
order, which would distinctly pose a challenge to US unilateralism
and hegemonism.
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UUNNDDEERRSSTTAANNDDIINNGG CCHHIINNEESSEE NNAATTIIOONNAALLIISSMM

The dominant Western interpretation of Chinese nationalism is
that the Chinese Communist Party has constructed Chinese
nationalism as a tool to legitimise its rule. However, such a narrow
explanation is a reductionist approach to the understanding of
nationalism. In fact, Chinese nationalism cannot be interpreted in
isolation and must be understood in its domestic and historical
contexts. More specifically, history has played a decisive role in
China in shaping nationalism and foreign policy behaviour. In this
regard the paper argues that the Chinese imperial ideology of
Confucian culturalism has to a large extent fashioned Chinese
nationalism today. It is essential to understand the contemporary
Chinese nationalism from the prism of China’s own historical
experience rather than from the Western experience of nationalism.
Viewing the Chinese state from its own history helps to move
away from a Western construct of nation building and arrive at a
nuanced view of the Chinese concepts of nation and nationalism.
China as a unitary multi-ethnic country in fact, emerged from the
fusion of Confucian culturalism and Western nationalism. This
fusion informs the nature of Chinese nationalism, its foreign policy
making and its strategic behaviour. 
Broadly, two major themes have shaped contemporary Chinese

nationalism: one is the goal of nation-building; and the other is to
acquire a great power status. Both these goals were foremost
concerns in the post-Opium War era in Chinese history and the
same concerns inform Chinese nationalism today. These concerns
are also intrinsic to China’s national security, encompassing both
internal and external security. Internally, China is confronted with
challenges from the sub-national forces of the Tibetan and the
Uyghur ethnic separatists. Externally, it is faced with the competing
nationalisms of Taiwan and Japan. These national security challenges
have led China to use the tool of nationalism to establish national
integrity and national greatness. In this task the influence of
Confucian culturalism on modern Chinese nationalism is significant. 
The People’s Republic of China’s (PRC’s) notion of nation-
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building is primarily drawn from the Qing idea of a civilizational
state. The civilizational state stretched to incorporate the minority
dominated areas of Tibet, Xinjiang, Mongolia and Taiwan. It was
guided by the ideology of Confucian culturalism. This ideology
that defined the nature of the Chinese state from a civilizational
perspective had two elements.1 First was Confucianism, the
perspective of which was universally applicable and transcended
the political entity of China. This characteristic was encapsulated
in the notion of Tianxia or all under Heaven that essentially
reflected the Chinese civilizational state. It encompassed those
areas where Chinese culture spread and was assimilated. Tianxia
thus defined the Sinic world. The ruler of Tianxia was Tianzi or
the Son of Heaven who possessed the authority to rule the entire
civilized world.2 In essence, culturalism engendered the notion of
a state based on civilizational identity rather than a territorial
nation state with fixed boundaries. The second element of culturalism
was the assumed superiority of the Chinese Han culture as
evidenced in the rich development of its institutions, systems of
thought, language and culture so much so that the neighbouring
powers acknowledged Chinese supremacy, accommodated themselves
to it and in some cases, even voluntarily assimilated it. Based on
Han superiority the civilizational state extolled Han identity and
justified Chinese rule over the non-Chinese and thereby incorporated
the barbarians (yi) into it. Confucianism, thus, served as an ideology
of the empire, and because of the perceived superiority of Chinese
Han culture it was an ideology that was accepted by all of the
empire’s subjects. Therefore, since the Chinese state conceptualized
itself as a civilizational state, it overcame the problem of defining
nationalities in China. It facilitated the accommodation of all
nationalities within itself without raising the question of the principles
of national self-determination. This notion of culturalism has
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permeated the modern notion of nationalism and explains why
Tibet and Xinjiang are regarded as integral parts of the PRC.3

Broadly, in the nineteenth century, confronted with the Western
threat and dismemberment of China, the primary task before the
Chinese nationalists was the salvation of China. The quest to save
China and achieve freedom brought the Chinese nationalists, like
Sun Yatsen, to define the Chinese nation. This involved defining
both the people of China and the Chinese state. The definition
that was arrived at included a conscious imposition of the imperial
concepts of culturalism on the modern definition of a nation state.
Behind the rhetoric of nationalism was the practical consideration
of retaining all the Qing territories in the new nation state. The
Qing territories comprised of Xinjiang, Tibet and Mongolia with
populations consisting of non-Han groups. These were also areas
in on which Chinese control was considered crucial to China’s
national security and integrity. Thus, to control the strategic areas
and to bring the non-Han population within the fold of the new-
nation state, Sun Yatsen evolved the idea of the ‘five peoples.’
Successive nationalists and communists alike adopted the same
principle of assimilation to conceive China as a multi-ethnic country.
Drawing from the notion of culturalism, the Chinese Communist

Party (CCP) abandoned the earlier notion of self-determination
adopted in the 1931 Jiangxi Soviet Constitution.4 Instead, Mao
Zedong urged the minorities to unite with all Chinese against the
common oppressors.5 Mao appropriated the argument of oppression
in 1935 in order to deny the right to self-determination to the
minorities and instead argued that the CCP was liberating them
from oppression by bringing them within the fold of the Chinese
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state. In fact, Mao realised the dangerous implications of Lenin’
s right to self-determination for the unity of China and declined
to follow the Soviet model of self-determination. Mao’s choices
grew out of the painful developments that China had to confront.
Within his own lifetime, he saw the loss of Korea and Taiwan,
the occupation of Beijing, and the repeated payments of indemnities
to foreign powers-the so-called slicing of the ‘Chinese melon’
as the Chinese themselves referred to the period in their history
of persecution and domination by the great powers of the time.
Therefore, in Mao’s political thought the idea of a strong united
state acquired pre-eminence. Stuart Schram noted that if the class
concept had certain priority in Mao’s thinking, on the “level of
sentiment and instinctive reactions”, it was always Mao’s attachment
to the nation that predominated.6 Tibet, Xinjiang and Inner Mongolia,
thus, came within the fold of China’s multi-ethnic state in the
post-1949 era. This policy of integration and assimilation forms
the central tenet of Chinese state policy on minorities and reflects
the continuation of Chinese imperial policy. 
As argued above, Chinese imperial policy was based on its

conceptualisation of the Chinese state as a civilization and not as
a nation. Therefore, current challenges of sub-national forces (the
Tibetans and the Uyghurs) to Chinese nationalism essentially
reflect the complications in Chinese nationalism based on a
civilizational state identity, not on a political identity. Further, the
current PRC’s strategy of promoting economic development in
the minority areas to bring about political integration, typified by
the Great Western Development Policy, again indicates the impact
of Confucian culturalism. The minorities in imperial China comprised
those groups who were non-Han, called barbarians (yi). The
distinction between Han and non-Han was essentially based on
stages of economic development.7 The Han represented the
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agricultural based society leading a sedentary life while the non-
were largely food gatherers, herders and hunters leading a nomadic
life. When barbarians accepted the Chinese notions of development
they were looked upon as Chinese, though not as Han. The
underlying belief of the PRC that political integration of the minority
population can be achieved by promoting economic development
is drawn from this notion of Confucian culturalism where the
markers of differentiation between the two communities were not
based on racial category but on cultural advancement. This form
of integrationist policy based on economic criterion became the
basis of Chinese nationalism. In the 1990s this aspect of nationalism
gained salience in the aftermath of the fall of the Soviet Union
Nation. An integration of the minority regions became the primary
objective of the PRC with the result that Han immigration and
economic expansion became the linchpin of China’s nationalist
project. This underlying philosophy of economic integration also
underscored China’s policy toward Taiwan. The nation building
aspect hence constitutes an important element in Chinese nationalism
as this not only indicates the salience of the Chinese imperial
ideology in defining the territorial boundaries of China and its
policies toward the minorities, but also highlights China’s heavy
insistence on domestic stability and security for overall foreign
policy goals. 
Linked to this nation-building aspect of Chinese nationalism is

China’s aspiration for achieving great power status.8 This aspect
is again rooted in the Confucian concept of fuqiang or wealth and
power. This again indicates the decisive role of history in China
in defining present policies. From the time of the European intrusion
and the first Opium War of 1840, the fundamental issue dominating
the Chinese mind was the survival of China and the regeneration
of its national wealth and power by adopting the path of modernization.9
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This urge for national wealth and power permeated through the
twentieth century in the Chinese national movement and the
Communist revolution. This theme was pre-eminent in Mao’s
perspective of the need for China to achieve economic independence
and self-reliance. This was also the emphasis in Deng’s China,
but this time the quest for modernization of China found its answer
in China’s integration with the world’s capitalist economy. In the
post-Cold War era, the same factor motivated the Chinese foreign
policy. 
The fuqiang concept was in essence a cultural and political

response to the Western challenge.10 Since this Western challenge
created a crisis for the Chinese imperial state, there emerged a
legitimacy crisis. The quest for identity led China to adopt the
notion of wealth and power, which in turn engendered legitimacy
to the Chinese State. Interestingly, the same quest for wealth and
power underscores contemporary Chinese nationalism. Deng
Xiaoping’s ‘socialism with Chinese characteristics’carried the
message that while China would follow the socialist path it would
also allow its people to get rich. Getting rich was no longer
condemnable and Deng, in effect, adjusted socialism to suit with
the Chinese conditions and in doing so saw the need for an open
door policy and a vigorous reform strategy to make China equal
or superior to the Western countries. Therefore, the quest for
wealth and power gave and continues to give Chinese nationalism
a semblance of a national quest, and the people a common agenda
for unity and identity. 
The present reflection of the concept of fuqiang is not only

evident in China’s ongoing military modernisation but also in a
series of developmental programmes including the building of the
Qinghai-Tibet Railway line, the Three Gorges Dam and the West-
to-East pipeline project. These grand projects, massive in dimension
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and immense in their outreach, underscorees China’s emergence
as a global power. Further, China looks upon the hosting of the
2008 Olympic Games as a symbol of its great power status. In
fact, the Olympic Games may be considered a benchmark when
China formally announces to the world its arrival as a super power. 
Essentially thus, Chinese nationalism underscores two primary

objectives: the undertaking and completion attainment of a nation-
building project and the eventual achievement of national greatness.
However, with the collapse of socialism in Eastern Europe and
the disintegration of the Soviet Union in 1991 these objectives
came under immense threat. The post-Cold War developments
confronted Chinese policy makers and intellectuals with the spectre
of social and political collapse.11 Coupled with this, was the threat
stemming from the social forces unleashed by the economic reforms
and globalisation. These fears raised the salience of nationalism
in China from the 1990s onwards. As a result the PRC spelt out
clearly its nationalism in terms of patriotism. In fact, the leadership
preferred to call patriotism (aiguo zhuyi) rather than nationalism
(minzu zhuyi) for the latter denoted a negative overtone. It connoted
ethno-centrism and anti-foreign sentiments. Therefore, patriotism
provided the basic theme around which the Chinese leadership
built up the notion of contemporary Chinese nationalism. A Renmin
Ribao article on ‘Patriotism, a Great Banner with Strongest Rallying
Force, Vigour’highlighted that, “Patriotism is the purest, the most
noble, and the most sacred feelings of our nation condensed over
the past thousands of years for our motherland. It is pure because
being patriotic is a dedication.”12 Highlighting the importance of
patriotism in current China, an article in the China Daily stated,
“Patriotism constitutes the broadest-based appeal to unite the
Chinese people for concerted efforts towards bringing about a
well-off society. From this reasoning, the most basic elements of
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patriotism today should include the following: love for the nation’
s territory, including Taiwan (the dimension of land), care for
one’s compatriots (the dimension of people), and a willingness to
help preserve China’s cultural identity (the dimension of culture).
Thus defined, patriotism in China today may have a greater unifying
and integrating power to bring the people together.”13 This definition
of patriotism, subsumed in the three dimensions of land, people
and culture, also explicates the salience of the two broad objectives
of nationalism discussed above. 
The use of patriotism as state policy goes back to the reform

era. Christopher Hughes argues that Deng Xiaoping’s January
1980 speech on The present situation and the task before us
points to the important linkage between patriotism and policy
making (Hughes 2006, 14). He says that Deng’s presentation of

‘economic construction’as the condition for achieving unification
and opposing international hegemony clearly elevates patriotism
as an important component of his ‘reform and opening up’. Patriotic
education, in fact, became the driving force behind guiding line
for China’s educational reform when in January 1993 the State
Education Commission issued a document, Programme for China’
s Education Reform and Development.14 The patriotic education
campaign reached its climax when the CCP Central Committee
published a central document, The Outline for Conducting Patriotic
Education drafted by the Central Propaganda Department and
carried in Renmin Ribao on September 6, 1994.15 The document
outlined that the goal of education in patriotism was “to boost the
nation’s spirit, enhance its cohesion, foster its self-esteem and
sense of pride, consolidate and develop a patriotic united front to
the broadest extent, and direct and rally the masses’patriotic
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passions to the greatest cause of building socialism with Chinese
characteristics.”16 Broadly, the patriotic education campaign was
aimed at achieving three things. First, it aimed at reviving Chinese
tradition and culture. Second, it emphasized on the need to protecting
China’s national interests and to bolster the CCP’s leadership in
a country faced with Western-imposed sanctions after the Tiananmen
incident of 1989. Third, it aimed at promoting national unity as a
buttress against ethnic separatist movements.
Patriotic education also became an effective tool to win loyalty

to the party from the growing number of professional personnel
upon whom ‘building socialism with Chinese characteristics’
depended.17 As China became increasingly entangled in the
globalization process, its dependence on the new generation of
technocrats, scientists and managers grew. The need to legitimise
their role in the new China led Jiang Zemin to formulate his theory
of Three Represents which proposed to represent the development
trend of China’s advanced productive forces, the orientation of
China’s advanced culture and the fundamental interests of the
overwhelming majority of the Chinese people.18 Hailed as the
‘Marxism for contemporary China’the Three Represents came
to be regarded as “fundamental guidance for the implementation
of the CPC’s work in the New Era and a powerful spiritual pillar
for the rejuvenation of the Chinese nation.”19

Understanding Chinese nationalism from the paradigm of culturalism
helps us to arrive at a nuanced view of nationalism in China. This
explains essentially why and how Chinese nationalism deals with
the cases of sub-nationalism and competing nationalism. In fact,
Confucian culturalism has led the Chinese state to behave in a
manner which has been very aptly described by Ross Terrill, as
neither an empire nor a modern state (Terrill 2003, 28). By
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constantly harping on the need to build a strong China and to
prevent Western efforts in subverting the Chinese nation, the
Chinese state today attempts to forge a national identity based
on patriotic nationalism (aiguo zhuyi). It is little wonder that the
Chinese state prefers to call “Chinese nationalism”“as patriotic
nationalism”in order to rally all the people of China under the
banner of patriotism. Past heritage and past humiliation is employed
to evoke patriotism among all people, including the minorities.
What does this new nationalism mean for China? This new
nationalism is aimed at fulfilling its avowed goal of consolidating
China’s nation building project and achieving a great power status.
These goals are far from complete given the threat of separatism
and the existence of Taiwan as a separate state. These goals
have imbued Chinese patriotic nationalism with an assertive tenor,
and they have in turn, engendered a certain degree of pro-activism
in China’s foreign policy arena.

IIMMPPAACCTT OOFF CCHHIINNEESSEE NNAATTIIOONNAALLIISSMM OONN
FFOORREEIIGGNN PPOOLLIICCYY

The dominant Western view holds that Chinese nationalism is
aggressive and poses a threat to world peace,20 while Chinese
leadership claims that China is essentially following a foreign policy
of peace and harmonious development.21 This paper argues that
nationalism has been employed by China as a tool to promote an
assertive foreign policy. A nation’s rise in Western discourse
implies a shift in hegemony and is, thus, considered a rise that
will doom it to an eventual confrontation with existing powers.22

According to some scholars, Chinese nationalism will probably
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therefore, turn xenophobic and harm world peace. However, China’
s rise as a great power is contingent on its sustained economic
growth. Only a stable domestic order and a peaceful external
environment will guarantee an undisturbed growth. Therefore,
China is determined to integrate itself into the international system
rather than challenge it in any fundamental way.23 China claims to
pursue a foreign policy of peace and harmony. However, since
Chinese nationalism is aimed at ensuring national salvation and
blotting out the stigma of a victim-nation, China is increasingly
playing a proactive role in its foreign policy. Such a role envisions
creating an international order favourable to China’s rise as a
great power. Therefore, Chinese nationalism has engendered an
approach to foreign policy, which is proactive and assertive in
nature. However, this pro-activism is not intended to pose a threat
to world order but essentially build an international order in which
the US would no longer be a dominant power. 
Studies on the rise of great powers indicate that previous great

powers relied heavily on “material and military power”to achieve
their status. However, the presence of the United States and its
preponderant influence, coupled with the existence of nuclear
weapons, has demonstrated the futility of achieving great power
status through the use of force.24 Instead, China has increasingly
relied on peaceful mechanisms to expand its global role and
influence. These mechanisms are mainly geared to create an
international order in which the US would no longer be a dominant
player. To sustain its economic modernization and to achieve a
great power status and thereby fulfil the goal of nationalism, China
has adopted a two-pronged strategy.
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At the rhetorical level, China has put forward ideological concepts
like ‘peaceful rise’25 and ‘harmonious development.’26 These
concepts are meant to familiarise China’s foreign policy motivations
to the world and also to legitimise its behaviour in the international
arena. At the same time, these concepts are intrinsic to China’s
rise as a great power. In fact, these concepts portray an assertive
China in contrast to Deng Xiaoping’s concept of peace and
development. In the past, the underlying message of peace and
development was to lie low till China became powerful. However,
the pronouncement of the peaceful rise concept at the Boao Forum
held in Boao on November 3, 2003 indicateds the rise of a confident,
strong China. This concept arose mainly in response to as a result
of the so-called ‘China threat theory’and US hegemonism and
unilateralism, which China claims have challenged peace and
development of the contemporary world. Further, this concept is
fundamental to China’s internal growth and domestic stability.
Again, with this concept in perspective, China seeks to promote
its national interests. China has realised that economic strength
alone will not propel it into the category of a major world power,
for which purpose it should also be able to formulate rules for
the international community. 
Rhetorically, the concepts of a peaceful rise and harmonious

development are meant to emphasize China’s peaceful intentions
behind its rapid rise, as well as intending to reflect its determination,
as mentioned previously, to become integrated into the international
system rather than challenge it in any fundamental way. More
importantly, these rhetorical positions underpin China’s avowed
goal of overcoming the past humiliations inflicted upon it by the
West and restoring China to its rightful place in the world. This
indicates a paradigm shift in China’s foreign policy strategy. China
no longer views itself as a ‘victim’of international politics but as
a confident strong power. This paradigm shift engenders a proactive
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and assertive foreign policy strategy for China.
Further, China from time to time has also published White Papers

on controversial foreign policy issues, such as, human rights, Tibet,
Xinjiang, defence policy, nuclear non-proliferation and most recently
on democracy. These White Papers are published to showcase
and defend China’s position on such issues. At the same time it
indicates China’s assertive foreign policy. Through White Papers
China upholds its sovereign rights and brooks no interference by
external powers. While it explains China’s non-confrontationist
strategy, it is also a proactive tool to reshape the world order on
its own terms. 
At the practical level, China has adopted two major tools to

emphasize its assertive foreign policy strategy: multilateral diplomacy
and building partnerships. China accepted globalization out of
economic necessity but lately it has realized that, apart from
advancing Chinese economic interests through greater interdependence,
globalization is the means to achieve great power status.27 Through
interdependence and greater cooperation, China can not only
enhance its national prestige but also restrain the US unilateralism.
More importantly, China’s increasing participation in multilateral
diplomacy is geared to creating a security environment favourable
to itself.28 Therefore, from the 1990s onwards, China has begun
to perceive the importance of the political facet of globalization
and began to emphasize on multilateral cooperative mechanisms.29

In fact, a reassessment of the main threats to China’s security
in the post-Cold War era, led China to discard its initial reluctance
to join multilateral institutions and secure its interests through
institutional mechanisms based on common security and common
prosperity. Further, the “fear of being left out”, the desire to
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prevent other countries from ganging up against China, the prospect
of regulating the pace and agenda of the various influential forums
from inside, and the desire to play the role of a responsible world
power, led China to participate in multilateral mechanisms.30 By
launching the Shanghai Five in 1996, which later evolved into the
Shanghai Cooperation Organization (SCO), China adopted multilateralism
as an important element in its foreign policy mechanisms. China
joined the ARF (ASEAN Regional Forum), a regional security
forum, as part of a multilateral cooperative effort to preventing
disputes among its members from degenerating into open hostilities.31

China and the ASEAN states signed the framework Agreement
on China-ASEAN Comprehensive Economic Cooperation on November
4, 2002 to launch the process for a Free Trade Area (FTA) by
2010. Similarly, regarding on the South China Sea dispute, China
and ASEAN signed the Declaration on the Conduct of Parties in
the South China Sea in 2002. This was the first political document
signed between China and ASEAN on South China Sea issues
indicating China’s firm move toward multilateralism. These various
multilateral fora facilitate China to building its own international
order through which it can not only command a great power status
but manoeuvre international politics to further its national interests.
It also enables China to displace the US as the sole facilitator of
multilateralism. The December 2005 East Asian Summit held in
Kuala Lumpur, Malaysia indicates that China is seeking to play a
dominant role in the forum and that the exclusion of the US from
the forum is not by chance but by design. A report from the
Congressional Research Service even expressed apprehension
about displacing the prospect of the Asia Pacific Economic
Cooperation (APEC) organization being displaced from the region
by a future the East Asian Community.32 Manifestations of China’
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s assertive policies are also evident in its recent diplomatic
successes on its periphery, including resolution of a long-standing
territorial dispute with Russia and entering into border negotiations
with India. Other successes include China’s handling of the Asian
financial crisis and the delicate brokering of the six-party talks
on the North Korean nuclear crisis. Likewise, China has built
increasingly strong trade relations with its neighbours in East,
Southeast and Central Asia, bringing traditionally distrustful countries
into its economic sphere.
Cultivating strategic cooperative partnerships has also emerged

as an important foreign policy tool for China.33 The policy of
partnership provides China with an effective mechanism to manage
its relations with the major powers of the world, particularly at
a time when it is rapidly rising. It is through partnerships that
China is building up a web of alliances through which it can shape
a the security environment favourable to itself. Further, such
partnerships enables China to cope with the constraints and
challenges posed by the US in the post-Cold War era and to
hasten the advent of an international system where the US would
no longer be dominant.34 In fact, China’s strategic partnership with
the US is primarily driven by the intention to reduce conflict with
the world’s only superpower while it is ‘peacefully’rising in the
international system. The policy of partnership is also a means
to create a multipolar world order. A multipolar world order offers
China the opportunity to assert itself and opens up more avenues
to aesccealerate its modernization drive. Since 1996 China has
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sought to establish some sort of partnership with all the major
powers of the world. China signed a Strategic Cooperative Partnership
agreement with Russia in April 1996, and since then China has
also established strategic partnerships with the following countries:
Constructive Strategic Partnership with the US in October 1997;
Comprehensive Partnership with France in May 1997; Partnership
of Constructive Cooperation with India in 1997; and the recent
2005 Cooperative Strategic partnership with India. Most recently,
in April 2005, Hu Jintao’s visits to the Afro-Asian nations were
intended to further advance its strategic partnerships around the
world. These partnerships are all meant to make the international
situation more conducive to China’s goal of modernization and
finally enable it to portray itself as a global power. 

CCHHIINNEESSEE NNAATTIIOONNAALLIISSMM AANNDD CCHHIINNAA’’SS
CCOONNTTEENNTTIIOOUUSS IISSSSUUEESS

The nature of Chinese nationalism can be best understood from
China’s divergent views on most of its contentious issue. These
respective is divergent positions while throws light on the nature
of Chinese nationalism while at the same time they also provide
an insight into China’s assertive foreign policy behaviour. 
Concerning the most contentious issue of reunification with of

Taiwan, China has continued with its assertive diplomacy, despite
its growing economic integration with Taiwan. For China, regaining
control over Taiwan is part of its nationalist project. It is a matter
also of survival for the Chinese party whose legitimacy is tied to
the resolution of the Taiwan question. It perceives this to be
necessary to bring to an end the ‘century of humiliation’, to
symbolize the success of Chinese nationalism and to achieve
national greatness. As a result, China adopted coercive diplomacy
toward Taiwan during the 1996 missile tests across the Strait.
Also, in July 2004 China declared a time frame to reunify Taiwan.
The passing of the Anti-Secession Law in March 2005 legalizing
military action against Taiwan was yet another example of China’
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s coercive strategy toward Taiwan. However, lately China has
toned down its military threats against Taiwan. The resumption
of chartered flights and the establishment of the “three direct
links”has become the focus of cross-Strait interaction and
mechanisms to improve the relations between the two. In China’
s strategic thinking, greater economic engagement is regarded as
a way towards promoting political integration. In fact, instead of
outright military intervention, China’s present strategy is to achieve
reunification through “coercive peace.”35 The recent visits by
members of Taiwan’s opposition parties to the mainland indicate
such a strategy. These visits indicate Beijing’s attempt to capitalize
on and exploit Taiwan’s internal political divisions and further
isolate President Chen Shui-bian and his pro-independence Democratic
Progressive Party.36 However, these moderate steps do not mean
that China has renounced the use of force in reunifying China. In
fact, China’s historical experiences with imperialist humiliation and
its own construction of the notion of nationalism leave no space
for any compromise with its national goal of reunification. Coupled
with this are China’s own security calculations and the geo-political
significance of acquiring Taiwan. 
From a historical perspective, the most contentious case is

related to the Sino-Japanese relations. Though Shinzo Abe’s China
visit marked a turning point in Sino-Japanese relations, “the history
question,”regarding Japan’s brutal occupation of China beginning
in 1931, is far from resolved. There are significant sections in
China who are not supportive of the moderate policies of Hu Jintao
towards Japan and hold history to be the key issue between the
two sides. In any future solution to the territorial disputes, the
history factor is likely to emerge as a key contentious area
inhibiting improvement in bilateral relations. In fact, Sino-Japanese
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relations have been determined by a complex enmeshing of two
broad issues: history and power competition; issues that  have
fuelled their competing nationalisms and shaped the present bitter
contours of their relationship. Both Chinese and Japanese scholarships
hold that for the first time in history both China and Japan are
rising and “have become powers with equal weight.”37 This has
induced uncertainty and instability in the East Asian region. The
rise of China has created fears in the Japanese minds, for it
involves not only the emergence of a new great power in Japan’
s neighbourhood, but also a power poised to dominate the region
by attracting long-time American allies to its orbit. The growing
Chinese defence spending, with a 17.8 per cent rise from the
previous year and the recent demonstration of its potential to
engage in the so-called ‘Star Wars’military technology race
between the US and Russia with its own anti-satellite weapon
test, has created new apprehensions in Japan about the rise of
China. In response, the Japanese are increasingly defining their
state policies on the basis of nationalism and the Japanese
government is fast shedding its pacifist approach and pushing
Japan towards acquiring a ‘normal’state status. Japan is today
not only strengthening its alliance with Washington, but has also
for the first time (in 2005) recognised Taiwan as a common
security concern to both itself and the United States. This has
indeed alarmed China, since reunification of Taiwan is central to
Chinese nationalism. China’s opposition to Japan’s bid for a
permanent seat in the United Nations Security Council (UNSC)
is also indicative of the logic of China’s urge to remain the sole
great power in the region. In fact, both China and Japan are in
the process of redefining their power positions in the international
system and this has brought a significant transformation in the
Asian balance of power with the two great Asian giants rising
and competing simultaneously. This ongoing repositioning of the
two countries in the changing global matrix of power has become
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inextricably linked with the Sino-Japanese friction over history
and has fuelled their competing nationalisms today. 
On the contentious issue of human rights, China came up with

the notion of Cultural Relativism to challenge the Western notion
of human rights. In the Vienna Declaration of the UN World
Conference on human rights in 1993, the Chinese representatives
argued, “Countries at different development stages or with different
historical traditions and cultural backgrounds also have different
understandings and practices of human rights. Thus one should
not and cannot think the human rights standards and models of
certain countries as the only proper ones and demand all other
countries to comply with them.”38 By following an indigenous
definition of human rights China, resists foreign interference and
upholds the sovereign rights of the nation. In general, China
regarded Western human rights preoccupations as neo-imperialistic.
It essentially views Western human rights criticism as a Western
strategy of ‘peaceful evolution’(heping bianyan) that “attempts
to subvert the socialist system of China, suppress its economic
development and establish Western hegemonism (baquan Zhuyi).”39

Therefore, it is not surprising that the question of human rights
has been a bone of contention between Chinese nationalism and
American hegemonism. In response to what is seen as a US
onslaught on its sovereignty, China came up with a White Paper
criticizing US human rights conditions in 2000.40 As a counter-
strategy, the Asian Values debate has been used by the Chinese
to promote Chinese nationalism rather than the cause of human
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rights per se.41 The human rights issue, in fact, acts like a double-
edged sword. It promotes the cause of both national dignity and
China’s cultural identity. 
On the issue of democracy, China again displays a stiff resistance

to the West. China considers Western liberal democracy to be a
source of “spiritual pollution.”Further, it claims that democracy
cannot be “dictated”and “superimposed”upon a country. Democracy,
China insists, should take into consideration local characteristics
and traditions. China’s own model of democracy, “the socialist
democracy,”emphasizes on economic, cultural and communitarian
rights.42 Hosting the US President George W. Bush in Beijing in
2005, November, Hu Jintao, brushed aside criticism of on China’s
lack of democracy and declared, “We should respect the right of all
countries to independently choose their own development paths.”43

On October 19, 2005, China for the first time came out with a
White Paper on democracy to defend its position on “democracy
with Chinese characteristics.”The White Paper, clarifying China’
s position on democracy, stated that it should evolve out of local
conditions, should have local characteristics, and should cater to
local needs. It firmly rejected the idea that China will ever adopt
multi-party democracy. Thus, on the issue of democracy, China
firmly opposes Western or US intervention, reflecting China’s
assertive nationalism. 
On the contentious issue of border disputes, China again shows

the powerful role that nationalism plays in its foreign policy.
Constructing the notion of nationalism from the perspective of
humiliation has caused China to resolutely guard its territorial
integrity. China shares the largest disputed land border with India.
China’s difficulty in resolving its territorial border with India
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reflects its sensitiveness with regard to its national pride and
national survival. China, therefore, regards its territorial disputes
with India as ‘problems left over from history.’In fact, the border
problem is rooted in the competing nationalisms of India and China.
As both countries were victims of imperialism, they uphold territorial
integrity and sovereignty as their supreme national interests. Also,
both regard their territorial claims as righteous; coupled with this
are their competing strategic interests in an overlapping geo-
political region. It was no coincidence that Jawaharlal Nehru
regarded China as a threat for he felt Indian and Chinese cultures
have been contesting for supremacy for hundreds of years in
Central Asia, Burma, Tibet and the countries of Southeast Asia.44

Due to competing nationalisms and diverse strategic considerations
of both the countries, a final solution of the border dispute has
remained elusive.

AASSSSEESSSSMMEENNTT

An understanding of Chinese nationalism suggests that China’
s twin goals of nation-building and attainment of great power status
has injected an assertive tenor into Chinese nationalism. This
assertive foreign policy strategy is motivated by the principal goal
of maintaining a peaceful environment to support China’s internal
growth and domestic stability. While China’s foreign policy objectives
are indeed driven by domestic considerations, its proactive policies
indicate a fundamental shift in its foreign policy, which is intended
to create an international system favourable to itself and in which
the United States would no longer be the sole super power. In
fact, the relatively recent new expression of nationalism has
enabled China to expand its global influence in an assertive manner,
which in effect has brought a fundamental shift in its foreign policy,
that is, from that of a nation with a ‘victim’mentality to one
possessing a ‘great power’status. 
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The manifestation of China’s emergence as a great power is
most visible in its relations with the US. The US Deputy Secretary
of State, Robert Zoellick, injected new vitality into Sino-US relations
by proposing China to be a “responsible stakeholder.”45 China
believes that this significant turn in Sino-US relations was spurred
by basically two factors: One, China’s rapid development and its
ability to influence US interests, and two, the US’own limitations
in dealing with security challenges and therefore the need for
coordination and cooperation in the international sphere.46 Furthermore,
China’s growing confidence is visible in the Chinese President’s
preference for describing his country as a ‘partner’in constructive
co-operation instead of calling itself a mere ‘stakeholder’. Hu
Jintao stated that China and the US “shared extensive and important
strategic interests in safeguarding world peace and promoting
mutual development.”47 China’s April 2006 six-point proposal on
bilateral ties with the United States underlined that “the two sides
should maintain close consultation, take up challenges and strengthen
communication and coordination on major international and regional
issues.”48

In addition, China has entered in a big way into areas which
had long been the domain of the US. The recent visits of Hu
Jintao to the Latin American and Afro-Asian countries testify to
China’s expanding influence in the US’s backyard. It is making
inroads in a peaceful manner based on a strategy of non-interventionist
and non-ideological foreign policy. In fact, China’s policy of
cooperation without intervention has made it an attractive country
for the Latin American and African countries to engage with. The

258 THE JOURNAL OF EAST ASIAN AFFAIRS

45 Deputy Secretary Zoellick Statement on Conclusion of the Second U.S.-
China Senior Dialogue at http://www.state.gov/r/pa/prs/ps/2005/57822.htm.
46 Wu Xinbo, “Two Giants, A Global Arena,”Beijing Review, Vol.49, No.8
(February 23, 2006), p.18.
47“China, US more than Stakeholders: FM,”Xinhua, April 23, 2006 at
http://www.chinadaily.com.cn/china/2006-04/23/content_574480.htm.
48“Chinese President Makes Proposals on Advancing Sino-US Relations,”
People’s Daily Online, April 22, 2006 at http://english.people.com.cn/
200604/22/print20060422_260247.html.



African Policy Paper issued by China on January 12, 2006
underscores China’s policy of cooperation without intervention. It
states that, “China will do its best to provide and gradually increase
assistance to African nations with no political strings attached.”49

On the issue of military co-operation, the policy paper outlined
that China “will continue to help train African military personnel
and support defence and army building of African countries for
their own security.”50 Some scholars are also talking about a ‘great
game’being enacted in Africa between China and the US for
access to natural resources. As opposed to the ‘Washington
Consensus’typified by political liberalisation and economic reforms,
China is seeking to create a kind of ‘Beijing Consensus’based
on common development, strong belief in sovereignty, multilateralism
and the principle of non-interference. Joshua Cooper Ramo, a
former Foreign Editor of Time magazine who coined the term
‘Beijing Consensus,’sees its emergence in new attitudes to politics,
development and the global balance of power.51 China’s rise is thus
posing a serious challenge for the US.
China’s proactive foreign policy strategy, derived from its notion

of nationalism, is hence aimed at not only protecting its security
interests, but also at shaping its security environment conducive
to its national interests and growth. This strategy seeks to build
up an alternative international order, which would distinctly pose
a formidable challenge to US unilateralism and global hegemony.
It also provides a new vision for to developing countries, which
wish to move away from the present US-dominated world order
to an future alternative international order. Chinese assertive
foreign policy seems to be determinedly moving towards creating
just such an international order.
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