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Summary

In recent years, Southeast Asia had been considered by some to be aregion of
relatively low priority in U.S. foreign and security policy. Thewar against terror has
changed that and brought renewed U.S. attention to Southeast Asia, especialy to
countries afflicted by Islamic radicalism. To some, thisrenewed focus, driven by the
war against terror, has come at the expense of attention to other key regional issues
such asChina srapidly expanding engagement with theregion. Somefear that rising
Chinese influence in Southeast Asia has come at the expense of U.S. ties with the
region, while othersview Beijing’ sincreasing regional influence aslargely anatural
conseguence of China s economic dynamism.

China’ sdevel oping relationship with Southeast Asiaisundergoing asignificant
shift. Thiswill likely have implications for United States' interests in the region.
While the United States has been focused on Irag and Afghanistan, China has been
evolving its external engagement with its neighbors, particularly in Southeast Asia.
Inthe 1990s, Chinawas perceived asathreat to its Southeast Asian neighborsin part
dueto its conflicting territorial claimsover the South China Sea and past support of
communist insurgency. This perception began to change in the wake of the Asian
financial crisis of 1997/98 when China resisted pressure to devalue its currency
while the currencies of its neighbors were in free fall. Today, China's “charm
offensive’ hasdownplayed territorial disputeswhilefocusing ontraderelationswith
Southeast Asiawhich are viewed by some asthe catalyst for expanding political and
security linkages. In November 2004, China and the Association of Southeast Asian
Nations (ASEAN includes Brunei, Burma, Cambodia, Indonesia, Laos, Malaysia,
Philippines, Singapore, Thailand, and Vietnam) agreed to gradually remove tariffs
and create the world’s largest free trade area by 2010. China is also beginning to
develop bilateral and multilateral security relationshipswith Southeast Asian states.

This report explores what is behind this shift in China- ASEAN relations and
how it may affect Americaninterestsintheregion. Thekey policy issuefor Congress
IS to assess how the United States should view China's expanding posture in
Southeast Asia and decide what is the best way to react to this phenomenon. This
report may be of assistance to Congressional decision makers as they review
legislation such as H.Res. 43 or H.Con.Res. 33 (109" Congress). Thisreport will be
updated as required.
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China-Southeast Asia Relations: Trends,
Issues, and Implications for the United
States

America sglobal and regiona interestsarelinked in Southeast Asia. Decision-
makers have observed that “the most important bilateral relationship of the 21
century is likely to be that between China and the United States” and that “the
likelihood of conflict and economic traumawill begreat” if it ispoorly managed, but
that “the benefitsin terms of economic prosperity and world peace,” will be great if
itishandled well.! Moving from the global to the regional level of analysis, others
have observed the following with regard to Southeast Asia.

China’ s ultimate strategic purpose remains a subject of debate and speculation
amonginterested observers. Southeast Asia, however, isthe soleregion adjacent
to China in which Chinese influence can most easily expand. A benign
interpretation would see Chinaas simply cultivating the sort of stable, peaceful,
and prosperous regional environment that Chinarequiresfor its own successful
modernization. A more skeptical view sees China playing a long-term game
designed to curtail American influence and weave a close-knit economic and
security community with China at the center.?

China’s economic growth is dramatically changing its economic and political
relations with the world, including Southeast Asia, an areawhere the United States
has strong economic, political, and strategic interests. Thisreport will discussissues
related to China s rapidly expanding ties with Southeast Asia.

Few major international relationships have changed as much or as quickly in
recent years as has the relationship between Chinaand the Association of Southeast
Asian Nations (ASEAN).®> Many observers see that relationship as having been
transformed from one of suspicion and fear, driven at first by ideology and then
largely by ongoing territorial disputes, to one of increasing cooperation and
collaboration, particularly in the area of trade.* This shift in the geopolitical

! Prepared Statement of the Honorable James L each, Chairman, Subcommittee on Asiaand
the Pacific, House International Relations Committee, “The United States and Asia:
Continuity, Instability, and Transition,” March 17, 2004.

2 Catharin Dalpino and David Steinberg, Georgetown Southeast Asia Survey, 2003-2004.
(Washington: Georgetown University, 2003), p.15.

3 ASEAN was founded in 1967 by Indonesia, Malaysia, the Philippines, Singapore and
Thailand. It has since expanded to include Brunei (1984), Vietnam (1995), Laos, Burma
(1997) and Cambodia(1999). The 10 ASEAN stateshaveapopul ation of approximately 500
million and a GDP of approximately $737 billion.

“ Alice Ba, “Chinaand ASEAN: Renavigating Relations for a21% Century,” Asian Survey,
(continued...)
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orientation of Southeast Asia is part of what some see as a larger shift in the
international balance of power which puts the rise of Asiain general, and Chinain
particular, on a scale equivalent to the rise of Western Europein the 17™ century or
the rise of the United States at the beginning of the 20" century.® Some view the
United States as unprepared to deal with this restructuring of the global balance of
power. Others have observed in the Southeast Asian context that there has not been
a time “when the U.S. has been so distracted and China so focused.”® This
distraction is largely due to the U.S. focus on the war against terror. Such
fundamental change has the potential to affect American interests.

Many analysts expect that China' s history and culture will play a key role in
shaping China’ sexternal relations. Inthisview, Chinaisengaged inadrivetoregan
its “rightful place.” Thisdrive has two key components. The first is the drive for
unity, which involvesthe control of Taiwan, Tibet, and Xinjiang, which are outside
the scope of thisreport. The second driveisto restore China straditional influence
among its neighbors. Chinaappearsto view Southeast Asiaas“potentially the most
fruitful and receptive region for the projection of Chinese influence.”” This drive
could potentially, but not necessarily, bring American and Chinese interests into
competition and/or conflict in Southeast Asia. China’ srelationswith Southeast Asia
have been described by some analysts as either part of a traditional “Confucian
tribute system” or, more recently, as part of amore Western concept of a*“ sphere of
influence.”®

The United States has both sought to engage China and viewed China as a
strategic competitor. The GeorgeW. Bush Administration moderateditsinitial view
which emphasized Chinaas a strategic competitor. Thisshift has been explained by
the need for China’ s cooperation inthewar against terror and on other issues. While
the war against terror has changed the dynamics of the relationship, it has not
changed the underlying factors that led many in the United States to view China as
astrategic competitor. Also, whilethe United States has adopted amore cooperative
policy towards Chinain recent years, Japan, the principal U.S. aly in Asia, appears
to be increasingly wary of China's power, with some in Japan viewing it as a
potential military threat.’

4 (...continued)
July/August 2003.

® Fareed Zakaria, “America’s Big Challenge: Asia,” The Washington Post, October 19,
2004.

¢ U.S.-ASEAN Business Council President, Ernest Bower, as quoted in John McBeth,
“Taking the Helm,” Far Eastern Economic Review, October 16, 2004.

"Martin Stuart-Fox, “ Southeast Asiaand China: The Role of History and Culturein Shaping
Future Relations,” Contemporary Southeast Asia, no. 1, 2004.

& Marvin Ott, US-Indonesia Society and The Sigur Center for Asian Studies’ conference on
“China-IndonesiaRelationsand Implicationsfor the United States,” Washington, November
7, 2003.

® James Brooke, “Japan to List ChinaasaMajor Threat,” The New York Times, September
16, 2004.
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China's embrace of market-led economic development may mitigate against
past assertive postures in the region and lead to more multilateral and cooperative
approaches. China sincreasingly active diplomacy towards Southeast Asia can be
viewed as abenign outgrowth of its effortsto achieve economic development for the
betterment of its people or as part of an assertive foreign policy. China sembrace of
multilateral initiatives, such as the 2003 Treaty of Amity and Cooperation with
ASEAN and effortsto forgea China-ASEAN Free Trade Area, which was advanced
in November 2004, are variously viewed as evidence of a non-threatening trade-
focused Chinaor as part of an evolving grand strategy that will rely on “formal and
informal mechanisms (strengthened multilateral institutions and strong economic
ties, respectively) of interdependence asadefacto strategy for restraining the United
States.”*°

China's rise also creates concern about how Beijing will use its growing
economic and military power. Militarily, Chinais the dominant regional power in
Asia and one of the world’s emerging great powers. Some analysts view the
emergence of anew great power onto the world stage as causing likely disruption to
the existing balance of power which could lead to conflict. Others see the potential
to manage such a shift in the balance of power in a peaceful manner. How China
engages Southeast Asia may tell us much about the nature of China'srise. In the
view of one analyst, “... with regard to Asia, China seeks to promote an image of
being able to handle its greater economic and strategic clout responsibly ... China
wants to play aconstructiverolein regional economic and political affairs, perhaps
with aview to building astable foundation for greater influencein the future.”** For
others, there is concern that as China's power grows, so too will China s ambition
and assertiveness.”? There are some recent signs that China may seek to expand its
economic and political influence in Southeast Asiainto the security realm as well.
While Chinese effortsto expand its economic and political influence areregarded as
benign by many, views of China soverall posturein theregion may changeif it seeks
to develop new military to military relations with Southeast Asian states. Some
analystsfeel that such an expansion of influence would likely rai se broader concerns
in defense policy circlesand could be viewed as achallengeto America sposturein
the region.

19y ong Deng and Thomas Moore, “ ChinaViews Globalization: Toward New Great-Power
Politics?’ The Washington Quarterly, Summer 2004.

1 Michael Vatikiotis, “ Catching the Dragon’s Tail: China and Southeast Asia in the 21%
Century,” Contemporary Southeast Asia, April, 2003.

12 Statement of Angel Rabasa, Policy Analyst with RAND Corporation Before the
Committee on International Relations, House of Representatives, “ Southeast Asia After
9/11: Regional Trendsand U.S. Interests,” December 12, 2001.
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America’s Interests in the Region

How China’ s growing assertiveness may impact American regional interestsin
Southeast Asia depends on how U.S. interests are defined. The following are
traditionally considered to be America’s key regiond interests.™

e Promotion of stability and balance of power: with the strategic
objective of keeping Southeast Asiafrom being dominated by any
hegemon

e Prevent being excluded from the region by another power or group

of powers

Freedom of navigation and protection of sealanes

Trade and investment interests

Support of treaty allies and friends

Promotion of democracy, rule of law, human rights, and religious

freedom

Another more recent addition to the list is preventing the region from becoming a
base of support for terrorists.

The U.S National Security Strategy Statement identifies the United States-
Chinarelationship as*“animportant part of our strategy to promote astable, peaceful,
and prosperousAsia-Pacificregion.” It goesonto state*Wewelcometheemergence
of a strong, peaceful, and prosperous China.” To promote its interests relative to
China in Southeast Asia, the United States has generally followed a strategy that
maintains a “balance of power in the region through our alliances and military
presence” while also engaging Chinato “encourage simultaneously its responsible
integration into international affairs...”

Assistant Secretary of State for East Asian and Pacific Affairs JamesKelly, in
testimony before the House International Relations Committee in June 2004, stated
that “thisisatime of transition” in the region and emphasized that “at the top of our
list of policy priorities is waging the war against terror” before he identified the
Philippines and Thailand (as well as Japan, South Korea and Australia) as
“traditional allies[and] strategic partnersin and beyond theregion.” Singaporewas
also identified as an effective partner for building regional security. He aso
discussed the ASEAN Cooperation Plan and the Enterprise for ASEAN Initiative
(EAI) which seeks to strengthen America srelationswith ASEAN. Under EAI the
United States is seeking to develop free trade agreements with Southeast Asian

13 See also Robert Kerrey, Chair and Robert Manning, Project Director, The United States
and Southeast Asia: A Policy Agenda for the New Administration, Report of an Independent
Task Force Sponsored by the Council on Foreign Relations, 2001, and Michael McDevitt,
“U.S. Strategy inthe AsiaPacific Region: Southeast Asia,” inW. Lee, R. Hathaway and W.
Wise, U.S Srategy in the Asia-Pacific Region, (Washington: Woodrow Wilson
International Center for Scholars, 2003), p.44.

14 Prepared Statement of Richard Ellings, President, National Bureau of Asian Research, for
the Committee on International rel ations, House of Representatives, Hearingon*“ The United
States and Asia: Continuity, Instability and Transition,” March 17, 2004.
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states.  Singapore was the first to sign an agreement with the United States.’
Discussions with Thailand have followed.

Despite these initiatives and statements of U.S. goals, some analysts perceive
the United States as distracted by Irag and Afghanistan and, as a result, not
sufficiently focused on Southeast Asiabeyond itsstatus asthe second front inthewar
against terror. This has led some to view U.S. policy as unnecessarily narrow in
focus.™® Intheview of one observer, “Chinais seen by someto be slowly filling the
vacuum left behind by the United States in the political, economic and security
spheres in the region.”"  These perspectives differ with officia U.S.
pronouncements. U.S. officidls have stated “our relationships in the region,
including five treaty allies and numerous friendships, are as strong as ever.”*®

Chinese Interaction with Southeast Asia

China’ shistorical involvement in Southeast Asia, aswell ascultural affinity for
Chinain many Southeast Asian states, will likely influence how Chinais viewed by
regiona states.”® Historically, Chinahas exerted much influencein Southeast Asia.
This can be seen in China s past cultural influence in, and periodic dominance of,
Vietnam as well astoday through its increasing presence in Burma. While Chinese
influence has extended through its contiguous borders with continental Southeast
Asia, there was abrief period from 1405 to 1433 when China sent vast fleets under
the command of Zheng He through Southeast Asiaand into the Indian Ocean littoral
to exact tribute for the Ming Dynasty.® The Chinese diaspora has also led to
significant ethnic Chinese minority populations in Burma, Thailand, Malaysia, the
Philippines and Indonesia. Vietnam’s relationship with China differs from other
ASEAN states. Unlikeother Southeast Asian states, Vietnam wasruled by Chinafor
alengthy period of its history. During the Cold War, China supported communist
parties or insurgencies in every Southeast Asian State with the exception of
Singapore and Brunei. China ended such support over time with the last support
being given in Burma. Thiswas ended in the 1980s.*

5 JamesK elly, Assistant Secretary of Statefor East Asiaand Pacific Affairs, “ An Overview
of U.S.-East AsiaPolicy,” Testimony before the House International Relations Committee,
June 2, 2004.

6 Simon Tay, p.2.
174“U.S. Influence in Asia Under Bush Waning,” Agence France Presse, August 29, 2004.

18 Admiral Fargo, United States Navy Commander, U.S. Pacific Command, Testimony
Before the House Armed Services Committee, U.S. House of Representatives, Regarding
U.S. Pacific Command Posture, March 31, 2004.

¥ Martin Stuart Fox, “Southeast Asia and China: The Role of History and Culture in
Shaping Future Relations,” Contemporary Southeast Asia, no. 1, 2004.

2|_ouise L evathes, When China Ruled the Seas. The Treasure Fleet of The Dragon Throne,
(New York: Simon and Schuster, 1994).

2 Dalpino and Steinberg, 2002-03, p.48.
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Currently, between 30 and 40 million ethnic Chineseresidein Southeast Asia.?
The degree to which ethnic Chinese have been integrated into Southeast Asian
societies has varied greatly across the region with Chinese being relatively better
integrated in non-Muslim states than Muslim majority states. While ethnic Chinese
have been subject to past abuses and discrimination, the trend line for earlier waves
of Chinese immigration has been towards greater levels of integration into their
respective new homelands. Most of the Chinese of Southeast Asia come from
Guangdong and Fujian Province. The over two million ethnic Chinesein Singapore
make up approximately eighty percent of Singapore's population and make it the
only country in Southeast Asiawith an ethnic Chinese majority. Ethnic Chineseare
largely assimilated in Thailand, a predominantly Buddhist country whose ethnic
Chinese population of over five million constitutes over 10% of the population.

Ethnic Chinese have not assimilated to the same degree in the Muslim states of
Southeast Asia as they have in Thailand or Cambodia. While ethnic Chinese in
Malaysia, which also number over 5 million and constitute 28% of the population,
have prospered, they are subject to laws that discriminate in favor of Bumiputeras
who are the ethnic Malays and indigenous peoples of Malaysia. It is reported that
much of the anti-Chinese sentiment has subsided in Southeast Asia® Events such
asthe recent opening of anew Chinese language University demonstrate increasing
acceptance of ethnic Chinesein Malaysia. Indonesia has the largest ethnic Chinese
popul ation in Southeast Asiawith some 8 million having Chinese ancestry. Between
500,000 and 1.5 million Indonesians were killed in the wake of afailed coup in the
1965. Many of these were ethnic Chinese members of the communist party of
Indonesia. A1967 law subsequently banned public displaysof Chineseculture. This
abuse and negative attitude towards ethnic Chinese in Indonesia has been reversed
with the Chinese New Y ear officially recognized in Indonesiain 2003.%

Recent waves of Chinese immigration into Southeast Asia, particularly in
Burma and Thailand, are playing a key role in China' s economic engagement with
Southeast Asia. Inrecent years, the Chinese community in Burmahasgrown to over
two million out of atotal population of approximately 50 million.?> Twenty percent
of the population of Mandalay and half the population of Lashio are thought to be
ethnic Chinese from Yunnan.®® These more recent immigrants to the region are
thought to have closer ties to Chinathan earlier waves of the Chinese diaspora.

China s dispute with Taiwan is perceived as driving anew naval build-up that
will aso influence China s maritime posture in Southeast Asia. China sincreasing
dependance on energy imports may also lead it to seek the naval capability to secure

22 Catharin Dalpino and David Steinberg eds, “ Southeast AsiaL ooksNorth,” in Georgetown
Southeast Asia Survey, 2002-03, (Washington: Georgetown University, 2003).

% Eric Teo Cheow, “China’ s Rising Soft Power in Southeast Asia,” Pac Net 19A, May 3,
2004.

2 The above paragraph is drawn largely from Karl Malakunas, “ Southeast Asia's Chinese
Winning Freedoms,” Jakarta Post, January 21, 2004.

% Mathea Falco, Burma: Time for Change, (New Y ork: Council on Foreign Affairs, 2003)
% Dalpino and Steinberg, 2002-03, p.49.
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those supplies. In early 2004, it was reported that China had begun construction on
70 new naval vesselsover the previousyear and had acquired additional Sovremeny-
classdestroyersand was negotiating the purchase of additional Kilo-classsubmarines
from Russia?’ China's navy conducted its first circumnavigation of the globe in
2002, which coincided with Russia s final withdrawal from the former U.S. naval
base at Cam Ranh Bay, Vietnam.?® Some seethesedevel opmentsasnot only focused
on Taiwan but also as the beginning of China s efforts to develop a “blue water”
navy that can defend its strategic sealines of communication which transit Southeast
Asian waters.

China’s Regional Objectives

China s regional objectives in Southeast Asia appear to be tied to China's
overall strategic posture. While some analyststake a“zero sum” approach to rising
Chinese power and American power in the region, others point to the emphasisin
China on the policy of a*“peaceful rise” or “ peaceful devel opment” and take a more
benign view of China's objectives, both globally and within aregiona context in
Southeast Asia.

China’ s peaceful rise potentially represents a significant departure from earlier
policy which sought to erode America s power in theregion.?® Evidence of Chinese
unease with America’ spresencein Asiacontinues. To some Chinese commentators
America s expanded international posture since the September 11 terror attacks has
led to an American encirclement of China.®* Otherstakeaview that China sforeign
policy towards Southeast Asia is a derivative of its traditional imperia tribute
system.®

Sincethe mid 1990s Chinahas been actively seeking to develop itsrelationship
with Southeast Asia through more cooperative approaches. This is particularly
evident in the period from the financial crisis of 1997/98 to the present. The
following regional objectivesfor Southeast Asiaare seento stemfrom China slarger
strategic agenda:

e Maintain astablepolitical and security environment, particularly on
China's periphery, that will allow China’'s economic growth to
continue

2" Edward Cody, “With Taiwan in Mind, China Focuses Military Expansion on Navy,” The
Washington Post, March 20, 2004. See also Congressional Research Service Report
RL 30700, China’s Foreign Conventional Arms Acquisitions, by Shirley Kan et a. Nov.
2001.

% Gary Klintworth, “China's Blue Water Naval Aspirations,” Asia-Pacific Defence
Reporter, October 2002.

2 Robert Sutter, “Asia in the Balance: America and China's “Peaceful Rise,” Current
History, Sept. 2004.

%Y uan Zhibing, “ Challenges Facing China,” China Daily, August 14, 2004.

8 Eric Chu Cheow, “The Sino-Singapore Row and Sino-U.S. Rivalry,”
pacnet@hawaiibiz.rr.com.



CRS-8

Maintain and expand trade routes transiting Southeast Asia

Gain access to regional energy resources and raw materials
Develop trade rel ationships for economic and political purposes
Isolate Taiwan

Gaininfluenceintheregionto defeat perceived attempts at strategic
encirclement or containment

China’ s2002 accessiontothe ASEAN code of conduct on disputesin the South
China Sea, the shift in emphasis to ASEAN plus three (China, Japan and South
Korea), as opposed to the Asia Pacific Economic Cooperation (APEC) framework
which includes the United States, and movement towards an ASEAN-China Free
Trade area all mark a fundamental shift in relations between China and ASEAN.
This emphasis on economic and diplomatic ties is a significant departure from
previous military confrontation as demonstrated by past border and territorial
disputes. China s offer of aid to Thailand in the wake of the Asian financial crisis
of 1997 and China s decision not to devalue its currency during the financia crisis
were key events that began to more positively affect regional perceptions of China.

China’ sactionsindicateto somethat it isinterested in more than just expanded
economic and trade ties with the region. China has been working to establish a
Security Policy Conference within the framework of the ASEAN Regional Forum
(ARF). Such a conference would establish anew security forum where China could
be a key player. Further, such a grouping would have a multilateral focus and
“present an aternative to an Asian security architecture that has traditionally been
dominated by U.S. bilatera alliances.”*

China-ASEAN Trade and Economic Relations

Someanalystsare becoming concerned that Chinaand Southeast Asiamay form
ablocthat will havethe effect of excluding U.S. trade with the region. What appears
from the data is that China's trade has been rising rapidly, though from a low
baseline, while America's trade, though still high in absolute terms, is relatively
stable. China s trade with ASEAN increased by an average 75% per year over the
period 1993 to 2001.* The Framework Agreement on ChinaASEAN
Comprehensive Economic Cooperation signed at the November 3-4 summit in
Phnom Penh in 2002 marked a significant step towards forging aregional freetrade
areaof some 1.7 billion people. Overall, Southeast Asian statesview China sriseas
offering opportunities as well as potential challenges.®

%2 International Institute of Strategic Studies, Strategic Survey 2003/4: An Evaluation and
Forceast of World Affairs, (London: Oxford University Press, 2004), p. 226.

% Dalpino and Steinberg, 2002-03, p.50.

% Rommel Banlaoi, “ Southeast Asian Perspectives on the Rise of China: Regional Security
After 9/11,” Parameters, Summer, 2003.
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Table 1. Select Regional States Trade with China

China Exportsto China Importsfrom

1992 2003 1992 2003
Brunei $10 $34 $5 $312
Cambodia $13 $295 $0.2 $26
Indonesia $471 $4,482 $1,554 $5,747
Laos $28 $98 $4 $11
Malaysia $645 $6,141 $830 $13,986
Burma $259 $910 $131 $169
Philippines $210 $3,093 $155 $6,307
Singapore $2,030 $8,864 $1,236 $10,485
Thailand $895 $3,828 $425 $8,827
Vietnam $106 $3,183 $73 $1,457

Source: United Nations Statistics Division - Commodity Trade Statistics Database (COMTRADE).
Figuresin millions of dollars. There are some differencesin data due to the inclusion of Hong Kong
in China’ s trade in some data and not in other data.

Note: Inbillions as adjusted for inflation. Jane Perlez, “ Across Asia, Beijing's Star isRising,” The
New York Times, August 28, 2004.

China’ srelationswith Southeast Asian statesimproved inthewake of the Asian
financial crisis. ASEAN states suffered significantly as the result of the financia
crisis, developing substantial resentment of International Monetary Fund (IMF)
policies and, according to some, of American policies during the crisis.® Many in
ASEAN viewed the U.S. as being associated with what were viewed asintrusiveand
inappropriate policies being advocated by the IMF. In contrast, ASEAN states
viewed China as relatively eager to help.*®

The ASEAN Free Trade Area (AFTA), which has a maximum 5% tariff on
goods traded among six ASEAN states since 2003, is continuing the process of
integrating Cambodia, Laos, Burmaand Vietnam. It is not a customs union in that
it does not have a common external trade tariff. Thus far, intraatASEAN trade
appearsto be growing at about the same rate as ASEAN trade with other states, with

% Mark Beeson, “ Southeast Asiaandthe M ajor Powers,” inMark Beeson ed. Contemporary
Southeast Asia, (Basingstoke: Palgrave Macmillan, 2004), p.203.

% Alice Ba, p.636.
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the exception of China. ASEAN trade with Chinahasgrown much more quickly and
consistently.®

AFTA, whichmakesup themajor economic blocinitsregion, now hasrenewed
importance as ASEAN has moved forward with plans to develop free trade
agreements with various Asian states. ASEAN has agreed to have free trade in
goods, services, and investment within AFTA by 2020.% By simultaneously moving
forwardwith FTA negotiationswith China, Japan, South Korea, India, Australia, and
New Zedand, it is thought by many that ASEAN should be better positioned

economically in the years ahead.

Table 2. Real GDP Growth Rate%

China Indonesia | Malaysia Philip. Sing. Thailand
1987 111 4.9 54 48 94 9.5
1988 11.3 58 8.9 6.3 111 133
1989 4.3 75 9.2 6.1 9.2 12.3
1990 3.9 7.1 9.7 2.7 8.3 11.6
1991 8.0 6.6 8.7 -0.7 6.7 7.9
1992 13.2 5.8 8.5 0 5.8 75
1993 135 5.9 8.4 1 9.9 7.7
1994 12.7 75 9.2 4.4 114 9
1995 10.5 8.2 9.8 4.7 8 9.3
1996 9.6 7.8 10 5.8 7.6 5.9
1997 8.8 4.7 7.3 5.2 85 -1.4
1998 7.8 -13.1 -1.4 -0.6 0.1 -10.4
1999 7.1 0.8 6.1 34 59 4.2
2000 8.0 4.8 8.3 4 9.9 4.4

Source: Y. Liu & H.Juo, “Impact of Globalization on International Trade Between ASEAN-5 and
China,” Global Economy Journal, Vol. 4, 2004.

China proposed the creation of a free trade area with ASEAN when then

Chinese Premier Zhu Rongji attended the A SEAN-Chinasummit in November 2000.

3" “Free Trade in Southeast Asia,” The Economist, July 31%, 2004.

% “ASEAN Sets Timetables for Free-Trade Talks with Major Asian Countries,” Voice of
America, September 6, 2004.
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An ASEAN-China Expert Group on Economic Cooperation was subsequently
established which examined the proposed free trade area concept, and concluded it
to be important for East Asian economic integration.*® In November 2002, the
ASEAN states and China concluded a Framework Agreement on Comprehensive
Economic Cooperation to create afreetrade area® Chinaand ASEAN have set the
goal of establishing a free trade area with six ASEAN states by 2010 and with the
remaining ASEAN states by 2015. ASEAN and China agreed to gradually remove
tariffs and create the world' s largest free trade area by 2010 at the ASEAN summit
inLaosin November 2004.** It isestimated that thistrade areawould encompass 1.7
billion people with a GDP of up to $2 trillion.** China's trade with ASEAN is
reported to have grown 48.8% from 2002 to 2003 while ASEAN exports to China
increased 51.7%.%

ASEAN + 3referstoincreasing linkages between the ASEAN statesand Japan,
China, and South Korea. It isan arrangement envisaged to serve as the basis for a
new East Asian community. The ASEAN plusthree concept was preceded by former
Malaysian Prime Minister Mahathir’ s East Asia Economic Group (EAEG) concept,
announced in December 1990, that sought to create an Asian economic grouping that
excluded the United States, Australiaand New Zealand. The EAEG and ASEAN +
3 differ from the 21-nation Asia Pacific Economic Cooperation (APEC) forum,*
where the United States has played aleading role, in that it isan “Asian” grouping.

To some analysts, the ASEAN-China Free Trade Area, and indeed the whole
ASEAN plusthree approach, isaway of addressing what ASEAN hasviewed asan
inadequate response by the United States, the International Monetary Fund, and
APEC to the Asian financia crisis of 1997/98.* Some also view it as a Chinese
attempt to assuage regional fears of China's growing economic power.

ASEAN states view the free trade relationship with China as a way of
strengthening ASEAN and regaining competitiveness and attractiveness to foreign
investors who have shifted their manufacturing and processing investment from

% “Third ASEAN-China Joint Committee on Trade and Economic Cooperation Joint Pres
Statement,” 28 March 2001, Kuala Lumpur, Malaysia.” [http://www.aseansc.org]

“0 Thetext of this agreement, and other ASEAN free trade agreements, can be found on the
ASEAN website. [http://www.aseansec.org/13196.htm]

“1 Peter Kragmer, “Smiles All Around, But Suspicion of China Won't Go Away,” South
China Morning Post, December 1, 2004.

2], Yu-shek Cheng, “The ASEAN-China Free Trade Area: Genesis and Implications,”
Australian Journal of International Affairs, June 2004.

43 “China-ASEAN Reach Basis Consensus on World's Largest Free Trade Area,” 5/21/04
[http://www.aseansc.org]

“ See Congressional Research Service Report RL31038, Asia Pacific Economic
Cooperation (APEC), Free Trade, and the 2004 Summit in Santiago Chile, August 6, 2004
by Emma Chanlett Avery.

% J. Yu-shek Cheng, “The ASEAN-China Free Trade Area: Genesis and Implications,”
Australian Journal of International Affairs, June 2004.
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ASEAN to Chinainthe past decade. Foreign directinvestmentin ASEAN fell from
$30 billion in 1997 to $10 billion by 2001.** An ASEAN/China FTA may also be
viewed by ASEAN as away to gain greater access to China' s markets in order to
offset the growing competitive pressurescoming from China. Developing closetrade
relationswith Chinaisalso viewed by many in ASEAN asaway of both encouraging
China s peaceful rise and what is viewed as China s more cooperative approach
towards ASEAN. For China, thefreetrade area, and the ASEAN plusthree concept,
creates organi zations and groupingsin which it isthe lead player and not the United
States, asisthe casein APEC. While China sforeign direct investment in ASEAN
iscurrently low at around $100 to $200 million, it is projected by some to grow to
around $4 billion in 2005.%

Major Sea-Lanes Transiting Southeast Asia

China’ srapid economic growth hasled it to becomeincreasingly dependent on
seaborne resources that transit key choke pointsin Southeast Asian waters. China's
GDP has grown four times since 1978, making China the world's sixth largest
economy by some measures.”® Chinais now the world' s second largest importer of
0il*® and consumes half the world’ s cement, athird of theworld’ s steel, aquarter of
the world' s copper, and a fifth of the world's aluminum.® This trade transits key
strategic maritime choke points such asthe Maacca, Sunda, Lombok, and M akassar
Straitsaswell asthe South China Sea. Some 50,000 shipscarrying aquarter of world
seabornetrade, including half of theworld’ s seaborne oil, passthrough the Straits of
Malacca annually.®® The shipping laneis only 1.5 miles wide at the east end of the
Strait.*? It is estimated that over half of China's oil imports transit the Straits of
Malacca.®® These imports will likely rise as China accounts for only 2.1% of the
worlds known oil reserves.> Ninety percent of China simported oil is estimated to

“ Wayne Arnold, “ASEAN Sets Regional Trade Talks,” International Herald Tribune,
September 6, 2004.

4" Stuart Grudgings, “China Shows Asiait can Give as Well as Take,” Reuters, October 5,
2004.

“8 Ted Fishman, “The Chinese Century,” The New York Times, July 4, 2004,

“9 Philip Andrews-Speed, Xuanli Liao and Roland Dannreuther, The Strategic Implications
of China sEnergy Needs, Thelnternational | nstitutefor Strategic Studies, Adel hi Paper No.
346, July 2002, p.12.

% Peter Goodman, “ Booming ChinaDevouring Raw Materials,” The Washington Post, May
21, 2004.

* “Shipping in Southeast Asia,” The Economist, June 12, 2004.

%2 John Noer with David Gregory, Chokepoints: Maritime Economic Concernsin Southeast
Asia, (Washington: Institute for National Security Studies, National Defense University,
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% CRS Report RL32466, Rising Energy Competition and Energy Security in Northeast
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comeby sea. It isforecast that China's oil imports will increase from 6.2 million
bpdin 2004 to 12.7 million bpd in 2020. Though Chinahaslarge coal reserves, the
burning of coal isleading to environmental and health problemsthat may lead China
to seek cleaner alternative sources of energy which may increase its reliance on
imported energy.®” As aresult, Chinais likely to be increasingly dependent on
energy passing through Southeast Asia.

Figure 1. Map of Strategic Straits of Southeast Asia
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It has been observed that Chinawill likely havethe ability to project substantial
force beyond its immediate littoral on a sustained basisin 10 to 20 years.® Some
view thisasdriven, at least in part, by the need to secure sealanes upon which China
will beincreasingly dependent for energy imports. At present, oil accountsfor 22%
of China' s energy consumption, with a third of that coming from imports. It is

%5 “China Sails Troubled Waters Over Qil,” South China Morning Post, July 17", 2004.
% “Burmese Give China's Import Pipe Bid Boost,” Upstream, October 8, 2004.

> Andrew Batson, “China s Choke-Hold Over Asia,” Far Eastern Economic Review, July
8, 2004.

% Marvin Ott, “Watching ChinaRise Over Southeast Asia,” International Herald Tribune,
Sept. 16, 2004.
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projected that oil will riseto 31% of China senergy consumption by 2020. Thiswill
likely lead to increasing naval modernization and continued expansion of energy
related trade deals with regional states.™

South China Sea Dispute

In addition to the fact that the main searoute from Europe and the Middle East
to Asiatransits the South China Sea, this vast body of water isalso rich in fish and
is thought to have extensive hydrocarbon resources beneath its surface.®® China,
Taiwan, Vietnam, Maaysia, the Philippines, and Brunei have conflicting territorial
claims to various parts of the South China Sea.® Indonesia could also potentially
become embroiled in the dispute.

Disputes over theislands and reefs of the South China Sea were amajor cause
of tension between Chinaand Southeast Asiain the 1990s. Conflicting claims over
islands in the Spratly group led to a naval clashes between Vietnam and Chinain
1988 that killed 70 Vietnamese naval personnel. In 1995, Chinaseized Mischief Reef
which is claimed by the Philippines. More recently, China has acted in a more
cooperative fashion than it did in the 1990s. The ASEAN Regiona Forum played
alimited role in trying to defuse the situation in the South China Sea which led to
China signing the Declaration on the Conduct of Partiesin the South China Seain
2002.% In March 2004, both Vietnam and China reasserted their sovereignty over
the Islands through public statements.®

China’ sincreasing demand for energy resourcesmay lead toincreasing pressure
to develop plans to exploit reserves in the South China Sea. Thismay bedonein a
cooperative fashion, as appearsto be the case with the Philippines, or it may be done
inareturnto amoreassertive posture. Joint peaceful exploitation of natural resources
can be done while agreeing to disagree on issues of sovereignty. China's strategic
outlook may lead it to seek to more directly secure the raw materials that will fuel
continued economic growth. Thiscould lead it to once again take an confrontational

% Jane Macartney, “ China Vaunts Precedent of 15" Century General,” Reuters News, July
8, 2004.

€ For a comprehensive look at the issues see CRS Report RL31183, China’'s Maritime
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Cooperative Monitoring in the South China Sea (Westport: Praeger Publishers, 2002); L.
Odgaard, Maritime Security Between China and Southeast Asia (Aldershot: Ashgate
Publishers, 2002); Bob Catley and Makmur K eliat, Soratlys: The Disputein the South China
Sea (Aldershot: Ashgate Publishers, 1997); and Mark Valencia, “ Chinaand the South China
Sea Dispute,” Adephi Paper 298, International Institute for Strategic Studies, 1995.

62 Dalpino and Steinberg, 2002-03, p.49.
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stancein the South ChinaSea.® Recent developmentsin China’ sdisputewith Japan
in the East China Sea, where China has recently begun drilling in the Shungiao Gas
Field, hasled to increased air and naval patrolsin the areaand to what some analysts
have described asarare demonstration of resolve by Japan to confront Chinaon what
Japan views as an encroachment by China on its Exclusive Economic Zone.®

China’s Relations with Key Regional States

Although the ASEAN states, share certain common perspectives, each has a
different relationship with China. Some are more concerned than othersthat China’'s
rise may offer unwanted security or economic challenges. Some may view China's
growing regional position as playing auseful balancing rolerelativeto theinfluence
of the United States, Japan, or India while others may react to the rise of China by
seeking to devel op closer relationswith the United States or other regional powers.®
Generally speaking, ASEAN states appear to be seeking to maximize the benefits of
engagement with China while guarding against the possibility of a more assertive
Chinain the event that engagement fails.®’

Burma. Burma s position between South, East, and Southeast Asiais of geo-
strategic importance to its neighbor China. Burma maybe viewed by some in China
as key to China s efforts to prevent its potentia encirclement by the United States.
Burma has the potential to give China greater access to the Indian Ocean and from
thereto theoil rich Middle East. Thisis particularly valuableto Chinaasit seeksto
raiselevelsof development initswestern interior which hasexperienced much lower
rates of development than China's eastern coastal areas. China has helped Burma
build a road linking Y unnan Province with a port on the Irrawaddy River.®® The
isolation of the military regimein Burma, dueto itsrecord on human rights, has had
the unintended consequence of encouraging tieswith Chinawhich could give China
key strategic access, as well as economic access, to the Indian Ocean which could
have an impact on the geopolitical balance with India.®

U.S. policy towards Burmais largely driven by human rights concerns while
China’ sforeign policy towards Burmaappearsto be driven by geo-strategic and geo-
economic considerations. Humanrightsconcernshaveledtolegislationthat restricts
the extent to which the United States can engage Burma. Thisisin sharp contrast

% David Hale, “China’ s Growing Appetites,” The National Interest, Summer, 2004, p. 141.
& Martin Fackler, “ Japan Will Face Off with China,” Wall Street Journal, October 21, 2004.
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% Mohan Malik, “Myanmar’s Role in Regional Security: Pawn or Pivot,” Contemporary
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with the broad-based Chinese engagement of Burma. China provided Burma with
a$200 million loan in the aftermath of the 2003 U.S. sanctions against Burma for
human rightsviolations. Chinahas also written off much of its past loansto Burma
and has provided much military equipment to the regime. Chinais aso the largest
foreign investor in Burma.™ It is thought by some that ASEAN’ s 1997 decision to
include Burmawas in part inspired by a desire to limit China s growing influence
there.”

China has continued to develop trade and military ties with Burma. During a
recent visit to Burma, China sDeputy PrimeMinister Wu Yi pledged to expand trade
with Burma to $1.5 billion in 2005 from its current level of approximately $1
billion.”” Chinese academics also recently proposed a pipeline from Sittwe, or
possibly Bhamo on the Irrawaddy River, across Burmato Kunming in Y unnan that
would allow Chinaamore direct means of accessing Middle East cil.” A rail link
has also been contemplated along with the pipeline.” This proposal would provide
an alternative means of getting Middle East oil to Chinawithout having to transit the
Straits of Malaccathrough which an estimated 60% of total oil importsflow.” It has
been estimated that Burma has up to 89.7 trillion cubic feet of natural gas which
givesit the potential to become amajor exporter. It has also been reported that the
China National Offshore Oil Corporation isinterested in devel oping the resource.”™
Chinahas provided over $1.6 billionin military assistance to Burmaincluding naval
modernization.” Chinahas reportedly supported the construction of naval facilities
in Hainggik and Great Coco Islands and assisted with upgrades at the Mergui naval
base.”

A seriesof recent high level visits has demonstrated the attention being paid to
relationswith Burmaby China. In July 2004, Chinese Vice Chairman of the Central
Military Command, State Councilor and Minister of Nationa Defense, Cao
Gangchuan, met with First Secretary of Burma's State Peace and Development
Council and Chief of Air Defense Forces Soe Win in Beijing to further develop
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bilateral ties.”” Former Burmese Prime Minister Gen Khin Nyunt payed a“goodwill
visit” to China, and received a return delegation in Rangoon, in July 2004 to
coordinatetheimplementation of the Sino-Myanmar Border Areas Management and
Cooperation Agreements which had been agreed to in 2002.2° Relations between
Burma and China, which are described as brotherly friendship and fraterna
friendship, have led to over 50 memoranda of understanding, agreements and
exchanges of notes as of mid 2004.%

Thailand. Thailand appearsto be relatively comfortable with expanding ties
with China. According to one poll in 2003, 76% of Thais said that China was
Thailand's closest friend as opposed to 9% who named the United States.®? For
several reasons, this shift has not been as much a foreign policy departure for
Thailand asit has for other Southeast Asian states: in the past, Thailand has shared
geopolitical interest with Chinaon limiting Vietnamese influence in Cambodia, and
Thailand has a well integrated Sino-Thai ethnic minority which includes Prime
Minister Thaksin Shinawatra.® From the Thai perspective, China’s prompt offer of
financial assistanceinthewakeof Thailand’ sfinancial difficultiesin 1997 contrasted
sharply with the United States response. The lack of territorial disputes between
Chinaand Thailand a so helps. Cultural ties have been strengthened aswell between
thetwo nations.®* Thailand has sought to positionitself asan energy hub to facilitate
energy flowsto Chinathrough a proposed Energy Land Bridge which would link the
Andaman Sea with the Gulf of Thailand south of the Isthmus of Kra and thereby
provide an alternative to the Straits of Malacca. Construction is expected to begin
in 2005, despite discussion of an alternative route through Burma, and be completed
by 2008.2° During the 1990s, Thailand, atreaty ally of the United States, rejected an
American request to preposition military equi pment on shipsin the Gulf of Thailand,
possibly due to Chinese objections.®® Despite this, Thailand continues to seek
positive relations with the United States at the same time that it is developing ties
with China. This can be viewed as part of Thailand’s traditional foreign policy of
seeking to balance external powers to preserve its independence.
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The Philippines. Much haschanged inthebilateral relationship between the
Philippinesand Chinafrom the 1990swhen the Philippineswasthought to be deeply
suspicious of Chinese activity in the South China Sea and in particular on Mischief
Reef. China's shift to a more conciliatory posture towards the Philippines is
affecting the Philippines perceptions of China. Recent policy shifts in the
Philippines, which isaU.S. treaty ally, demonstrate that the Philippinesis open to
expanding and redefining itsrelationship with China. President GloriaArroyo stated
in September 2004 after returning from Beijing that “we should credit China for
sincerely wanting to become a good citizen of the world.” At that time Chinese
President Hu Jintao reportedly agreed to areturn visit to the Philippinesin 2005.

President Arroyo has also reportedly taken the position that Chinawill play an
increasingly important role not only in economic terms but also in asecurity context
and that for these reasons it is in the Philippines interests to develop its bilateral
relationshipwith China.®” President Arroyo felt the need to statethat this devel oping
relationship would not mean that the Philippines would renounceits mutual defense
treaty with the United States. China-Philippine trade has increased by an average
26.6% ayear for the past five years with the Philippines having a$2.16 billion trade
surplus. Bilateral trade is also projected to grow by $20 billion over the next three
years. Inthe Fall of 2004, Chinese and Philippine officials were meeting to discuss
an“Early Harvest” freetrade agreement.® President Arroyo and President Hu Jintao
agreed on September 2, 2004 to athree-year joint exploration of oil resourcesin the
Spratlys. Earlier reports have estimated reserves of 100 billion barrels of oil and 25
billion cubic meters of natural gasin the region around the Spratly Islands.®

Indonesia. Indonesia srelations with China, while improving significantly,
start from a less than close base line largely due to past ideological differences.
Indonesian suspicion of Chinawas fueled by the latter’ s support of the Communist
Party of Indonesiain the 1960s and former President Suharto’ sbelief that Indonesian
communists were behind an attempted coup in 1965 that subsequently led to the
killing of over 500,000 Indonesians, many of whom were ethnic Chinese affiliated
with the Communist Party. Diplomatic relations, which had been severed in 1967,
werereestablishedin 1990. Inter-communal tensionsaroseagain duringthetransition
from the Suharto regime when anti-Chinese rioting occurred in 1998. 1n 1999, then
President Wahid sought to improve relations with China as part of a strategy to
balance America’ s preeminent position in theworld. Diplomatic relations between
Indonesiaand Chinawerefurther strengthened by former President M egawati’ s2002
visit to China.® China's educational exchange with Indonesia increased 51% last
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year. Asaresult, there were 2,563 Indonesians granted visas to study in Chinalast
year as compared to 1,333 who were granted visas to study in the United States.**

Former President Megawati focused on closer economic relations with China.
A memoranda of Understanding was signed in 2002 that established an Indonesia-
ChinaEnergy Forum. Thiswasfollowed by Petro China smovesto secureoil fields
in Indonesia. China's National Offshore Oil Corporation has also invested in
Indonesia’ senergy sector. In 2002, Indonesiawon acontract to supply liquid natural
gasto China sFujian Province. From 1992 to 2002 bilateral trade between Indonesia
and China increased from $2 billion to $ 8 billion while Chinese investment in
Indonesia has grown from $282 million in 1999 to $6.8 billion in 2003.% Despite
growing economic ties, some analysts see Indonesia’ s desire to play aleading role
within Southeast Asiaaspotentially creating geopolitical rivalry with China.®® There
isasothepotential that the devel oping economic rel ationship between Indonesiaand
Chinamay not deliver the benefitsto Indonesiathat some have cometo expect. It has
been estimated that there is an 83% export overlap between Indonesia and China.**

Vietnam. Thehistory of thebilateral relationship between Chinaand Vietnam
continues to influence their interaction in away unlike China’s relations with other
Southeast Asian states. Vietnam gained itsindependencefrom Chinainthe year 939
after over 1,000 yearsof Chineserule. Chinaagainruled Vietnam briefly, from 1407
to 1428, during the Ming Dynasty.** During the Cold War, China sought to limit
Vietnamese influence in Cambodia. Vietnam had close relations with the former
Soviet Union at a time when relations between the Soviet Union and China were
cool. Tensionsrose to a height in 1979 when China and Vietnam fought a border
war. Relations improved somewhat with the normalization of diplomatic relations
in 1991. Despite these improvements, tensions have remained over conflicting
claimsto the Spratly and Paracel islandsin the South China Sea over which Vietnam
and China came into conflict in 1974 and 1988.% Talkswere held in early 2004 to
resolve outstanding border demarcation issues.”” That said, trade rel ations between
China and Vietnam are adding new weight to the bilateral relationship. China's
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exports to Vietnam increased by 20% while imports from Vietnam rose by 80% in
the first eight months of 2004.%

Recent action by Vietnam indicatesthat it is not likely to abandon its claimsto
the Spratlys but isfocused more on devel oping adefense for the International Court
rather than amilitary defense. Someinterpret Vietnam’ srecent promotion of tourism
to the Spratlys as a means of demonstrating its administration over the area. To
facilitate this, Vietnam is building a 600 meter runway in the islands. In 2002 the
World Court ruled in favor of Malaysia over Indonesia in awarding ownership of
Ligitan and Sipadan to Malaysia based on the principle of continued exercise of
authority over theislands.” Thiscould be used as a precedent in the dispute over the
islands of the South China Sea.

Singapore. China srecent posture towards Singapore indicates that Taiwan
and the United States remain issues that appear to place limits on the extent of
China’ sincreasingly cooperative posture relative to Southeast Asia. Some analysts
haveinterpreted China srecent rebuff of incoming PrimeMinister LeeHsien Loong,
for traveling to Taiwan, as a message to other ASEAN states not to follow
Singapore’ s policy of welcoming the United States as a balancing influence in the
region in addition to sending asignal on Taiwan.'®

Some view Singapore as part of a grouping including Japan, South Korea,
Taiwan, and Australiathat are closer to the United Statesthan Chinawould prefer.*™
Some in China are thought to be concerned that such aring of countries could be
used to encircle China. Singapore reportedly seesin its relationship with Chinathe
potential for mutual gain, economic competition, and potentially conflicting strategic
aims. Singapore isthought to advocate devel oping a constructive relationship with
Chinawhile hedging against a potentially revisionist regime.'®

TheUnited States-Singaporerel ationship isthought to be closer than the United
States’' relationship with other Southeast Asian states with the possible exception of
the Philippines. The United States and Singapore recently signed a free trade
agreement. Singapore aso has port facilities at the Changi Naval Base that can
accommodate U.S. naval ships, including aircraft carriers. The U.S. Air Force aso
reportedly has access to Singapore's Paya Lebar airbase. The increasing use of
Singaporeasaforward operating site by U.S. military forcesispart of an ongoing re-
posturing of U.S. force structure to have greater flexibility through an expanded
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network of small outposts.™® According to Tony Tan, Singapore's Minister for
Security and Defense, “We will deegpen our engagement with the United States on
security.” 1

Chinaprotested then Deputy PrimeMinister LeeHsien Loong' svisitto Taiwan
inJuly 2004 prior to hisbecoming Prime Minister of Singaporein August 2004. The
degree of pressure that China brought to bear on Singapore — they canceled senior
level visits and reportedly threatened to postpone free trade talks scheduled for
November, 2004 — demonstrates that Chinawill still use negative pressureto try to
influenceits Southeast Asian neighbors, at |east over theissue of Taiwan. It hasalso
been reported that Singapore conducts military training in Taiwan and that this
displeases China. One Singaporean officia reportedly stated “They [China] are
trying to make us define our core interests subordinate to their core interests.” '

Australia. Therearesignsthat oneof America sclosest allies, Australia, isre-
calibrating its external posturein away that placesincreased emphasison Asia, and
in particular China.'® This, it appears, isbeing driven by the growing geo-economic
importance of Chinato Australiaaswell as domestic Australian public opinion that
is perceived to have grown less comfortable with the Australian Libera
government’s extremely close identification with President Bush’s foreign policy,
including Irag.*” It should be noted that Australia sgrowing relationship with China
is based on trade, while its relationship with the United States is based on shared
values, the ANZUS aliance and alargely common world view. Australia’ s exports
to Chinarosefrom $1.2 billionin 1990 to $5.9 billion in 2003 whileitsimports over
the same period rose from $1.5 hillion to $10.3 hillion.'® Asaresult, it appearsto
be the aim of Australian foreign policy to avoid a situation where the United States
and Chinaarein conflict because Australiawishesto pursue enhanced economicties
with Chinawhile preserving its close strategic alliance relationship with the United
States.

Eventsthat point to this potential shiftinclude Australia sdesirefor afreetrade
agreement with China, the 2004 statement by Foreign Minister Downer on Taiwan,
the 2003 visit of Premier President Hu Jintao to Australia, and desire by the
Australian opposition Labor Party to not be perceived asan unthinking and uncritical
subordinate of the United States by regional countries. Whilethisre-calibration does
seek to establish a degree of independence, it starts from a baseline of amost no
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major foreign policy differences between the Government of John Howard and the
Administration of George Bush, which is built on a strong personal relationship
between the two |leaders and national elites.

The decision to give Chinese President Hu Jintao a platform in parliament the
day after President Bush addressed the Australian parliament is viewed by some as
“a symbolic repositioning of Australiain the world”'® that gives the appearance of
increasing parity in Australia srelationswith Chinarelativetothe American alliance.
This may be driven by the growing importance of Chinato Australiain economic
terms. Australia sexportsto Chinaincreased from $1.2 billionin 1990to $5.9 billion
in 2003."° Australia’s raw material exports have grown significantly over recent
yearsin large part to growing Chinesedemand.* Chinaisreportedly responsiblefor
much of the 50% increase in The Economist Commodity Price Index over the past
threeyears.'? Bilateral trade between Australiaand Chinadoubled over thepast five
years.!® Australia’ s manufactured exports to China also increased by 134%, as
compared to an overall increase of 13%, over the period 1999 to 2003.4

Recent high level visits also attest to the new importance being placed on the
relationship. PrimeMinister Howard hastravel ed to Chinafour times, whichismore
than any other Australian Prime Minister, and Chinese Presidents Hu Jintao and
Jiang Zemin have both been to Australia®®> During his visit to Beijing in August
2004, Australian Foreign Minister Downer remarked that the ANZUS Treaty did not
require Austraia to fight with the United States in the event of a conflict over
Taiwan.*® Thisis potentially a significant departure for Australia, a nation with a
record of fighting along side the United States in almost all of its conflicts, and can
be viewed as an example of how regional states are influenced by China to take
political and strategic positions pleasing to China as they seek to develop trade
relations. Australiais currently seeking a Free Trade Agreement with China.

China’s Integration with the Greater Mekong Sub-Region

The Mekong river begins high in the mountains of southwest China, where it
isknown asthe Lancang River, and winds through Y unnan Province before crossing
Southeast Asia to complete its 4,800 mile journey in the South China Sea. The
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Mekong basin includes some 70 million people of which 80% depend on the river
for their subsistence. **

The Greater Mekong Subregion (GMS) was formed in 1992 with
encouragement and assistance from the Asian Development Bank. Its members
include China, Burma, Laos, Thailand, Cambodia and Vietnam. The GM S does not
have a regulatory function. Thisis adistinct organization from the Mekong River
Commission (MRC) formed in 1995 that includes Cambodia, Laos, Thailand, and
Vietnam. China sdecision not tojointhe MRC isthought to stem fromitsreluctance
to give downstream nations a voice in its decisions to dam the upper Mekong.
Regional integration between southern Chinaand Southeast Asiaholdsthe prospect
of bringing the nations of Southeast Asiaand Chinacloser together through regional
economic development. Environmental concerns stemming from the damming and
channeling of the Mekong river may become a source of tension between Chinaand
its downstream neighbors.

Oneissuethat may provideinsight into China’ sattitude towards Southeast Asia
is the damming of the upper Mekong in Y unnan with little regard to the impact on
its downstream neighbors. Two hydroelectric dams have been completed with an
additional two under construction whilefour more are planned. These damsare part
of China's attempt to meet its energy needs and to develop its relatively
underdevel oped Westerninterior. Problemsassociated with thesedamshaveangered
some downstream, as fish habitat is reportedly being degraded. Dam construction
also limits the flow of silt which is needed to replenish the fertility of downstream
agricultureon Mekongflood plains. Somehavecalled for theissue of water resource
management to be made part of the ASEAN-China agenda.™'®

The heads of Government of the Greater Mekong Subregion signed a
memorandum of understanding on cross border transport and agreed on a plan to
establish a regional power grid that would coordinate the various hydroelectric
projects in the river system at the November 2002 summit in Phnom Penh.*
Expanding transportation links between Yunnan and Southeast Asia will likely
enhance China-Southeast Asian interaction. China is building roads south from
Yunnan's capital Kunming which will link up with three routes from Laos and
Burma'® Air routes are also being established, such as between Chiang Mai and
Jinghong.*?* It is envisaged that the linkage of these roads and air routes will serve
to create a north-south economic corridor from south central Chinainto Southeast
Asia. One possible consequence of higher levels of regional integration could be
increased levels of drug and human trafficking and the spread of AIDS throughout
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theregion. Greater |evelsof economicintegration between Chinaand Southeast Asia
in the Mekong region hold the prospect of improving the standard of living of
millions. It may also lead to China s enhanced regional influence.

Cambodia s environmental concerns over China s upstream dam building are
quite significant. An estimated 70% of Cambodian’s protein comes from fisheries
related to the river. Many of the fish in the Mekong River are migratory fish that
spawn upstream. Projected dam construction in Chinawill limit the ability of fishto
spawn upriver. Inaddition, the Great Lake of Cambodia, the Tonle Sap, isconnected
to the Mekong by a tributary of the same name. During the flooding season the
tributary which normally runs from the Great Lake reverses flow and emptiesin to
the Great Lake. This greatly expands and deepens the lake and creates a vast
breeding ground for fish that make their way back to the Mekong. Thefish catchin
Cambodiain both the 2001/02 and 2002/03 fishing seasons declined by 15%. This
was followed by afurther decline of 50% in 2003/04.** Some have speculated that
China's upstream manipulations of the flow of the Mekong, which led to
unprecedentedly low river levels in 2004, may lead to the collapse of the Mekong
system fishery.'”® Some view such large scale declines, when combined with
Cambodia sreliance on the resource, as not only an environmental problem but also
a security problem.

Cambodia' s displeasure with the situation with the Mekong may be in part
offset by Chinese assistance. In November of 2003, Chinaand Cambodiasigned an
agreement for military training and equipment. China is also reportedly helping
Cambodia build arailway that will help link Y unnan to the sea.***

Regional Security Architectures

Some observersfear that the future evolution of regional security architectures
in Southeast Asiawill lessen the central role of the United States while enhancing
that of China. None of the “multilateral machinery”** that deal swith security issues
in Southeast Asia has the degree of coherence as the North Atlantic Treaty
Organization. That said, there has been much effort devoted to regional security
over time. The United States' now defunct Southeast Asian Treaty Organization
(SEATO) was an early attempt to forge such unity in a way that gave the United
Statesacentral role. The Five Power Defense Arrangements (FPDA), which include
The United Kingdom, Australia, New Zealand, Malaysia and Singapore, is another
security grouping. On the periphery of Southeast Asiaisthe 1951 ANZUS Treaty.
It includes the United States, Australiaand New Zealand, though the New Zealand
leg of the alliance has lapsed since nuclear disputes in the mid 1980s.
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More recent fora, such as the ASEAN Regiona Forum (ARF), the ASEAN
Europe meeting (ASEM), the ASEAN post ministerial meeting, and the“track two”
Council for Security Cooperation in the Asia Pacific (CSCAP) have al dealt with
regional security issues. ASEAN’s difficulty in dealing with regional security was
demonstrated by itslimited responseto the crisisin East Timor. It has been asserted
that the “ASEAN way” principle of non-intervention has limited ASEAN’s ability
to play an active role in preserving regional peace and security. As a result,
ASEAN'’s neighbor Australia played the leading role in containing the violence
associated with East Timor’ s independence in 1999.

Former U.S. Combatant Commander of the Asia-Pacific region DennisBlair put
forward a concept of “ security communities’ or “enhanced regional cooperation” in
2001 that was not well received by Southeast Asian states.’® There was concern by
states with strong bilateral relationships with the United States that such a grouping
would lessen their relative relationship with the U.S. There was aso concern that
such a grouping would be viewed by China as seeking to contain China.

APEC, though explicitly focused on economic issues, has also played arolein
the field of security as demonstrated by itsrolein the crisisin East Timor and more
recently for its discussion of the impact of terrorism on the region. Despite this,
APEC has not developed to the point where it explicitly and comprehensively is
focused on regional security. Thisisdueto adegree of resentment by some regional
states of the United States' effortsto transform APEC, which is viewed by many as
a economic grouping, to focus on security issues.

AnASEAN Security Community was put forward at the October 2003 ASEAN
meeting in Bali, Indonesia which added new areas of cooperation, such as counter
terrorism and maritime security.”® Indonesia proposed the security community
concept for ASEAN inwhich it would presumably play aleading role. This, and an
Indonesian proposal to establish an ASEAN peacekeeping force by 2010,'® did not
receive much enthusiasm from other ASEAN member states who do not favor the
evolution of ASEAN security dialoguesinto actual defense cooperation. Other more
recent security initiatives include China's efforts to develop ASEAN + 3 and
strategicrelationswiththeregion. Such aChina-focused East Asian Community that
would excludethe United States, would have the potential to limit the United States
future influence in the region.® It has been asserted that one of the reasons for
recent force modernization measures by Southeast Asian States hasbeentheneed for
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increased self reliance due to a perceived reduction of the U. S. commitment to
Southeast Asia.**°

China is positioning itself to be able to play a more active role in Southeast
Asian security. In2003, Chinaand ASEAN signed the Joint Declaration on Strategic
Partnership for Peace and Prosperity which calls for coordination in the areas of
foreign and security policy.™ China also signed the Treaty of Amity and
Cooperationwith ASEAN inlate 2003."*? The Joint Declaration hasbeeninterpreted
as “an early step towards incorporating Southeast Asiain an East Asian economic,
political and security community led by China”** Some view a China-backed
ASEAN Security Community (ASC) as a means of shifting ASEAN security
discussionsaway from forawhere the United States participates, such asthe ASEAN
Regional Forum (ARF) or Asia Pacific Economic Cooperation (APEC).** While
ASEAN states see benefit in devel oping relations with Ching, it does not appear that
the relationship will be developed in isolation but rather in tandem with other key
extra-regiona relationships such as with the United States, Japan, India, and
Australia. While it is not evident exactly how the new security architecture will
evolve, what is of concern to some analysts is that the current direction has the
potential to move towards the creation of a new Asian centric architecture, which
reduces the central role that the United States has played, and may have Chinaat its
center. While it has been pointed out that such a grouping may not pose any more
of athreat to the United States' regional interests than the European Union does in
Europe, such a grouping could challenge American interests if “ignored or
mishandled.”**

Implications for American Interests

How one perceives the implications of the rise of China in Southeast Asia
depends to a great extent on whether the rise of Chinais viewed in zero sum or
expanding sum terms relative to American interests. A zero sum perspective holds
the potential to create strategic rivalry as any gain for China, in either economic,
diplomatic, or strategic terms, would be viewed as diminishing America’ s regional
posture. Such a perspective could lead to policies by the United States that China
would view as seeking to contain its rise which could lead to more assertive Chinese
policies. Anexpanding sum approach holdsthe prospect of constructively engaging
Chinainaway that would haveit act without military force not only in the region but
beyond. Such a perspective could focus on those areas where U.S. and Chinese
interests converge such as fighting organized crime, drug smuggling, counter
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terrorism, stabilizing Indonesi a, maintaining regional stability, and promoting energy
security.™®*® While China has pursued a more cooperative policy in Southeast Asia,
there exists the possibility that it could revert to a more aggressive posture. Such a
policy shift could be triggered by the issue of Taiwan. In such an event, China's
enhanced presence in Southeast Asia could challenge American interests in the
region.

China's increasing dependence on imported energy, particularly from the
Middle East, could serve as akey shared strategic interest with the United States as
both states will place increased importance on maintaining the sea lanes through
whichtheoil will flow. China’ sincreasing dependence on Middle East based energy
resourcesisdemonstrated by the recent signing of aMemorandum of Understanding
between China and Iran for the purchase by China of 10 million tons of liquified
natural gas each year over the next 25 years.®® Conversely, the rapid rise in oil
consumption by Asia, which is projected to grow by 80% from 2001 to 2025, could
lead to increasing competition for the resource.*® Energy is a key resource for
economic growth which has been a key source of legitimacy for the Chinese
government.

Some analysts have taken the view that regional states view the United States
as being largely focused elsewhere in the world, particularly Iraq and Afghanistan,
and that to the extent to which the United States is engaged in Southeast Asiait is
engaged primarily through the prism of its war against terror and to a lesser extent
withhumanrights. China srecent foreign policy toward theregion hasstressed trade
and not human rights. This policy stance is relatively well received in many
Southeast Asian capitals. That said, some Southeast Asian states are thought to
quietly welcome the balancing effect of the United States' strategic presencein the
region.’®

Some have viewed the emerging correl ates of power of Asiaasresting on three
key “interactive forces,” al of which are evident in the Southeast Asian context.
Theseare; the ability of the United Statesto remain committed to the region and play
aleading role in “creating a new security architecture,” the rise of China, and a
deteriorating arc of instability in Asia* From this perspective, the ability of the
United States to remain committed to the region, beyond a narrow focus on the war
against terror, isan important factor which will likely influence how regional states
react to therise of China. If regional states perceive the United States as unwilling
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or unable to play an active role across the economic, diplomatic, and security
spectrum in Southeast Asia they may be increasingly drawn to China. As China’'s
influence grows, Southeast Asian states may seek to balance that influence in new
ways, particularly if they perceive the United States as reluctant to be
comprehensively engaged in the region. If American priorities, such as the war
against terror, place limits on the attractiveness of renewed ties, Southeast Asian
statesmay look to India, Australia, Japan, or to new ASEAN based initiatives, which
could be led by Indonesia, to balance the rising influence of China.

Policy Implications

Past U.S. policy towards Southeast Asiahas sometimes been viewed asad hoc,
episodic, and reactive.'* Some fedl a stronger commitment by the United Statesto
long term engagement with the region across the full spectrum of issues of concern,
not only to the United States but also to regional states, would add depth to
America sregiona presence and could positively shaperegional states' perceptions
of the United States' strategic posture. Some analysts are of the opinion that the
United States could actively work to channel China's emergence as a great power
along the path of the peaceful rise. In their view, the United States could reassure
Chinathat it will not oppose China's efforts to attain higher levels of development
to better the lives of its people while the United States could reserve the right to
promote its economic and other interests in the region.

Someregional states’ displeasureover United Statespoliciesassociated withthe
war on terror create perceived distance in Southeast Asian states' relations with the
United States which, it is thought, creates space for enhanced relations between
Southeast Asiaand China. The region appears to some to be increasingly uneasy
with perceived American unilateralism while at the same time increasingly at ease
with China’ sconcurrent shift to more multilateral approachesto security. Expanded
use of multilateral and soft power approaches by the United States, by enhancing
dialoguewith regional statesacrossarangeof issuescould, accordingto some, create
greater level sof cooperation amongst regional statesand the United States. Renewed
emphasis on APEC and American involvement in Mekong Subregion development
are also viewed as two possible avenues for expanded multilateral cooperation.
Streamlining thevisaapplication processfor Southeast Asian studentsand expanding
scholarship opportunitiesto cultivate Southeast Asia’ snext generation of leadersare
other opinions under consideration.

Other analysts feel that greater flexibility to induce or persuade the regimein
Burma to promote human rights and political freedom could be used as a way of
engaging Burma, with ASEAN states, to provide Burma with an aternative to an
increasing reliance on China. As one analyst has put it, “if the current relationship
between the United States and China devel ops into a more overt competition ... the
realpolitik of great power rivalry could oblige it (the United States) to change its
policy towards Burma and seek a more neutral, if not closer, relationship.”
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Others are of the opinion that the United States can expand existing military
exercises with regional allies, such as exercises Tandem Thrust, with Australia,
Balikatan, with the Philippines, and Cobra Gold, with Thailand, to enhance
America s defense ties with regional states™*® and enhance American credibility as
an aliance partner. The United States could also develop military to military ties,
training, regional defensemodernization, and regional accesswith other non-alliance
partners in the region.*** Some analysts believe that effective coordination of the
global posturereview with regional friendsand allies could hel p manage perceptions
that the repositioning of U.S. forces in the region will not be a sign of reduced
American commitment to theregion. Renewed emphasison forward presence could
also possibly effect regional states perceptions of America's commitment to the
region. Should it appear that China was reverting to a more assertive regiona
posture, the United States could work with Japan and Australia, and possibly India,
to assist Southeast Asian states in balancing Chinese influence.*® A balancing
presence by other Asian states may be perceived more positively than a direct
American presence in some states.
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