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Introduction

China’s re-engagement with the global political economy has had massive

implications for the functioning of the global economy as a whole, and on China’s
regional neighbours in particular. What has happened in China has resulted on a
reconstruction of the East Asian regional economy (and individual regional economies)
and helped generate a renewed focus of China’s regional leadership ambitions and

capabilities.

This paper accepts that state elites in the rest of East Asia are indeed altering their
domestic and international strategies in response to what China already is and, more
importantly, in preparation for what they expect China to become in the future.
China’s regional leadership is thus in some ways already a reality because regional
elites have imbued China with power and responded accordingly to their own
constructed image of a sinocentric regional future. However, by other definitions there
remain considerable obstacles to the creation of an East Asia under Chinese regional
leadership, and this paper takes a deliberately cautious approach in an attempt to

temper some of the more hyperbolic assertions of China’s impending rise to



superpower status (and a challenge to the hegemony of the US).? It accepts that while
what happens in China is hugely significant and important, does such importance
necessarily equate to the power that is necessary to establish regional leadership (and
that Japanese power often remains understated). It is largely built on two
understandings of the nature of international relations which inform an understanding
of the nature of (Chinese) power in the global political economy, and also processes
of regionalisation. Both of these understandings can be broadly bracketed together

under the heading of “critical IPE”.

The first is a materialist conception of international relations and Strange’s
understanding of “structural power”. Although Susan Strange thought of herself as a
realist (albeit a realist who believed that the “world has changed” and this realist
thinking also needed to change to encompass the growing importance of economics
and economic actors), her work on who had the ability to shape global finance and
production has something in common with the focus of early Marxist studies, and also

informed the research agenda of many post-Marxist/critical IPE thinkers.

The second (albeit related) understanding is the importance of ideas and the ability to
exert ideational (or ideological) hegemony. Here | suggest that conceptions of Chinese
“soft power” built on “the appeal of China as an economic model” (Kurlantzick 2006:
5) overstate the ability of China to project and promote an alternative economic model.

And this is without even thinking about the ability to project more overt alternative

For the argument that as a result, military conflict with the USA is inevitable see Bernstein
and Munro (1998), Timperlake (1999), Gertz (2002) and Menges (2005). Mosher (2000)
argues that China’s centuries old superiority complex is driving s strategy to return itself to its
rightful place of global dominance, while Thomas (2001), and Babbin and Timperlake (2006)
suggest that China is willing to ally with radical Islam to find a means of overcoming the US.
For the view that economic superpower status is here or inevitable, see Weidenbaum and
Hughes (1996), Bacani (2003), Overholt (1994) and Murray (1998).



“political” models and ideas. In short, the paper suggests that China has clear
importance and significance and is increasingly so. China is also increasingly
powerful in the region able to exert its influence to attain its objectives — but perhaps
not as much as some would suggest. But whether this equates to leadership is another

question altogether.

Caveat — Which Region

Before moving on to the main part of this paper, it is first important to think what this
region actually is that China may or may not come to lead. Regions are naturally
occurring phenomenon, but are instead socially and/or politically constructed. Where
there are formal regional organisations, we know who the members are and where the
limits of that region lie, but there is nothing natural about them and they can and do
change. For example, ASEAN now contains (former) communist party states that the
organisation was once pretty much designed to resist in the 1960s and 70s. It becomes
even more difficult to identify a region when it comes to parts of the world that are

not compartmentalised into formal regional organisations.

The focus in this paper and this panel is on China as an “Asian” power. This generates
considerable definitional problems. For the time being, this paper uses a definition of
Asia as ASEAN plus Three (including the individual ASEAN member states as well
as ASEAN as an organisation. This understanding of course leaves out Taiwan, which
is exactly what the Chinese government wants, Australasia, and the Indian sub-
continent. With the exception of Taiwan, this broader definition of Asia is manifest
both in membership of APEC, and participation in the inaugural East Asia Summit

meeting in Kuala Lumpur in December 2005 (though of the “South Asian” nations,



only India attended). The extent to which there remains a contested understanding of
region and its implications for Chinese leadership is an issue we will return to towards

the end of the paper.

This definition of Asia also ignores many of the states that actually share a border

with China — Afghanistan, Mongolia and the states of the former Soviet Union. Indeed,
through the Shanghai Cooperation Organisation, China’s regional relations with
Russia and the Central Asian states of the former Soviet Union are in many ways

more formalised and institutionalised than China’s Asian relations. For the purposes

of this paper, we simply need to be aware that China’s regional future does not just lie

in Asia; or put another way, China’s regional relations are not uniquely with Asia.

Objectives

Great Power Aspirations and Domestic Politics

If you study Chinese history, it is tempting to case analyses of contemporary affairs in
historical light/comparison — and with some justification. It is, for example, almost
impossible to think about the motivations of China’s foreign policy without referring
back to what happened during the “century of humiliation”. The CCPs victory in 1949
was in part at least predicated on its nationalist appeal built around the struggle to
defeat foreign imperialists, and the restoration of China to first independence and later
its rightful place in the world. In post-Mao China, the abandonment of socialist goals
has not seen the death of ideology but simply the shedding of Marxism. Nationalism
remains hugely important as a tool of domestic legitimation in China, and being seen
to be a key actor on the world stage helps promote the party’s position as leading

China back to its rightful place in the world in the face of hostile opposition from the



West. It’s important not to exaggerate this too far, but events like China-ASEAN
summit in Nanning and the Africa Summit in Beijing within a week of each other in
October-November 2006 all help as symbols of China’s emerging role and

responsibilities.

Identifying Enemies and Rebuilding Triangles

The title of this paper rather presupposes that China actually wants to attain leadership
—and this is probably a fair assessment. In the short run, however, while leadership
remains rather elusive, the first goal is effectively to neutralise potential challenges —
challenges to regional leadership, and (perceived) challenges to China’s development.
Cheng (2004) and Hund (2003: 402) explain this turn towards South East Asia change
in terms of pragmatic and practical national interest in the realist tradition. It is part of
China’s longstanding attempt to build a counterweight to US hegemony in the global
political economy — to create a new pole, or at least to provide a bulwark against the
power of the others. If China can’t yet take leadership, it might at least prevent the US
and Japan (individually or in partnership) exercising hegemony and threatening
China’s future. The policy, then, is to neutralise East Asia as a potential ally of US and
in extreme understandings, a potential opponent of PRC (both the individual states
and also ASEAN as a whole). Beyond such neutralisation, the next stage is to build —
perhaps lead - a counter-hegemonic alliance against US unipolar hegemony. In this
respect, Asia might occupy the third point of a strategic triangle that has been missing

a pole since the collapse of the Soviet Union.

Regional policy is also partly designed to neutralise Taiwan’s attempts to build

partnerships in SEAsia that might strengthen its claims to statehood or see it acting



more and more like a state in international relations. In 1994, Lee Teng-hui’s
“vacation diplomacy” saw him and/or his ministers being met by top level
government officials in Malaysia and Singapore (in January) and Indonesia and
Thailand (in February). Enforcing China’s insistence not just on a one china policy
but against anything that even smacks of a two china reality is part of the objective of

engaging Asia

Rethinking Security

In addition to this neutralising strategy, there is also an attempt to defend China’s
national security through a new regional strategy. Security here is partly defined in
traditional terms — the prevention of conflict in the future through confidence building
and so on. Perhaps more important, China and ASEAN (nations and the organisation)
have a shared interest in dealing with marine piracy and transnational crime. The
SARS outbreak also illuminated the importance of information sharing and policy

coordination to prevent new threats to human if not national security.

Perhaps most important of all, Chinese understandings of what economic security is
(and how it should be attained) changed in the late 1990s. In many respects these
economic security concerns have led the Chinese leadership to look to engage the
region - and economic security has also pushed many regional elites into rethinking

their own relationships with China.

Strategies

Foreign Direct Investment



One area that is not much discussed in China’s regional strategy is outward
investment from the PRC to the region. 2 While the majority of the literature on China
and investment in the region focuses on China as the recipient of foreign capital,
Chinese outward investment is also becoming more significant. To be sure it is
relatively small on a global scale accounting for only 0.55 per cent of global FDI in
2005. It also remains dwarfed by the amount of investment that goes into China. But
it is growing every year — nearly doubling in 2004 to reach US$5.5 billion® - making
China the fifth biggest source of investment in Asia after Japan, Hong Kong, Taiwan

and Singapore.

Exactly how much money is going from China to the region is open to question. For
example, UNCTAD’s figures for gross Chinese outward investment exceed those
produced by the Chinese government by a factor of eight (Wu et al 2002: 117).* The
discrepancy is perhaps partly explained by Chinese companies operating outside
China (mainly in Hong Kong) investing overseas, and thus not appearing in the PRC
figure. It might also be explained by the huge amounts of money that leave China
illicitly each year. Quite simply, we don’t know the full extent of this capital flight,
but Gunter’s (2004: 74) estimate of US$923 billion from 1984-2004 (and half of the

total from 1999-2004) is based on a sound methodology.”

2 In addition to the work cited below, see Frost, Hewison and Pandita (2001) Wu and Chen
(2001), and Wong and Chan (2003).

Compared to inward investment of US$60.63 billion US dollars, a 13 percent increase on
2003.

As Frost (2004, p. 10) points out, nor does it help when a single Chinese source seems to
indicate that investment from Yunnan Province is actually higher than investment from all of
China in Thailand!

Yang and Tyers (1999, p. 5) suggest that despite the massive amount of FDI into China, there
was actually a net outflow of capital from 1996-98 in the region of US$30 billion.



Frost (2004) has done more than most to make sense of these conflicting statistics,® so
bearing in mind the constraints of statistical uncertainty, what general trends can we
observe?’ Over half of Chinese outward investment goes to Asia, with Hong Kong by
far the leading destination, followed by Thailand or Singapore (depending on which
set of statistics are used), Malaysia, and Indonesia. Investment in the Philippines,
Vietnam, Cambodia and Laos remains relatively low in both the number and value of
projects, but in the last three cases is on the rise. Official statistics from both sides
suggest that Chinese investment in Burma is insignificant. However, primary research
by Oo uncovered significant Chinese economic interests in Burma, ® particularly but
not only in real estate in the 1990s that did not appear to be showing up in official
date. China has also been a key supplier of both finances and arms to the Burmese
army. As such, China’s economic interests in, and impact on, Burma are probably
much more significant than both the official words of the Chinese and Burmese

governments suggest.

Notably, those contacts that are recorded with Burma show the importance of sub-
national governments as actors in China’s international economic relations. The desire
to redress uneven development within China has provided an impulse to create new
transnational economic relations across China’s west and Southwestern borders as
part of the central governments ‘Look West’ strategy. However, whilst the government
in Beijing sanctions and facilitates this policy, the provincial government of Yunnan

Province has been a key actor in establishing trade and investment links with Burma.

Including Frost’s web resource, Asian Labour News on

http://www.asianlabour.org/ where he archives relevant news stories.

This section also draws on Ping Deng (2004), research conducted by the Singapore Ministry
of Trade (Wu et al 2002), and various news briefs from the official People’s Daily.

Koko Oo sadly died before the completion of his PhD on China’s impact on Burma’s
development.



http://www.asianlabour.org/

It has also played a key role in the much greater economic interests that China is
building in the Greater Mekong Sub Region, with a particularly notable

agglomeration of Yunnanese investment in Chiang Rai in Thailand (Frost 2004).

At the risk of oversimplification, we can identify four main types of overseas Chinese
investment in the region. First, investment in Singapore in particular is largely based
on attempts to buy into those higher levels of the production process that China
currently lacks — particularly in business services. Second, since the late 1990s,
investment in manufacturing capacity increased, particularly in Thailand and
Cambodia, primarily in labour intensive and low value added projects. Third,
investment in infrastructure projects has been an important part of supporting other
priorities in the region — for example, by creating a land-link between Yunnan and

Thailand through investments in Laos (Storey 2004, p.4).

Fourth, and perhaps in the long term most significant, China’s investment policy (not
just in the region) is in large part driven by resource requirements. There has been
considerable international attention on the implications of increased Chinese demand
for oil in particular. Returning to the discussion of the security agenda at the
beginning of this chapter, it is not just that this could increase prices and distort
distribution flows, but that there could be crucial political consequences. Bad case
scenarios see China increasing its influence and ultimately control over the South

China Sea, and providing political and economic succour to dangerous authoritarian



states. Worst-case scenarios point to the real danger of China’s involvement in

resource based wars.®

The politics of oil already play a role in Chinese investment in the region, and are
likely to play a more significant role in the future. Quite apart from importing oil from
Indonesia, if oil from the Middle East is not to go through US dominated sea-lanes,
then they will have to go through Southeast Asia. Chinese policy makers have
considered applying to build a canal in Thailand (to ensure that oil tankers do not
have to pass through US dominated sea lanes), but seem to favour an alternative that
entails building a pipeline through Burma to Kunming in Yunnan Province (Lee 2005:
286).

But there is much more to China’s resource demands than just oil. According to
official Chinese sources, a third of all Chinese investment (not just in the region) is in
extraction industries — and even higher when refining is added. Indonesia has already
become a key site of China’s resource based investment in oil, gas and coal based
electricity generation (China Daily 30 July 2005), with Vietnam, Laos and the

Philippines actively touting for Chinese investment in extraction and energy industries.

We should not be carried away. With the exception of Vietnam, China is still relatively
low on the list of each countries table of leading investors, and Chinese investment
remains relatively minor. Nevertheless, in part at least because of China’s position in
global production networks, ‘China's voracious appetite’ for resources suggests that
outward investment in the region will become ever more significant — and hopefully

ever more transparent and calculable in the future.

o For a good accessible overview of the possible implications of China’s demand for resources

in general, see Zweig and Bi (2005). For the specific implications of China’s oil diplomacy,
see Lee (2005).
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Engagement with regional organisations

One of the most important changes in Chinese strategy to meet these objectives is
through engagement with ASEAN. Until fairly recently, ASEAN was seen as a
problem for China — if not a potential threat to China, an organisation that was not
sympathetic to Chinese goals, and an organisation that was inclined towards

Washington and US economic and strategic interests.

The change in fundamental conceptions of ASEAN as no longer seen necessarily a
danger to China or necessarily an offshoot of US foreign policy represents a crucial
sea change in not only Chinese thinking but also Chinese policy (there are some
similarities here with how changing conceptions of the west as a single bloc after the
Geneva conference changed China’s international relations in the 1950s and 60s — an
interesting comparison but one that there is not time to go into here. For Shambaugh
(2004/5: 67-8) this conception began to change in the wake of Tiananmen in 1989.
With the exception of Japan, there was a marked lack of condemnation from East
Asian states to the Tiananmen killings. Rather than acting as a regional branch of US
foreign policy, ASEAN as an organisation and individual ASEAN state leaders instead

decided to engage China at a time when international isolation was a real possibility.

I think Shambaugh’s point is well made. However, in many respects an even more
important turning point was the 1997 financial crises. Harris (2001) argues there has
been a key change in conceptions of security, with the 1998 White Paper on Defence
marking a key turning point by redefining placing a much greater emphasis on the

need for ‘economic security’. The East Asian financial crisis of 1997 brought home
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the blunt reality that China’s economic fortunes were inextricably linked with what
happens elsewhere (Fewsmith 1999, Zha Daojiong 1999, Wang Zhengyi 2004) For a
set of Chinese thinkers, realist conceptions of IR were found wanting in
understanding the impact of globalisation, forcing a rethink of the relationship
between political and economic dynamics, and the relationship between the domestic
and the international (Fang Li 2000). Perhaps most of all, it entailed a rethink of
China’s relations with the rest of the region — both bilateral relations with individual
states, and with the region as a whole. Working together to head off potential crises at
a regional level is increasingly seen as being in China’s own self-interest (Fewsmith
1999, Zha Daojiong 1999) — especially if such regional cooperation can mitigate the

need to rely on the US dominated global financial institutions in times of crisis.

Not having to rely on the US dominated IFIs also did much to increase the attraction
of working with China in South East Asia. At a time when there was considerable
discontent in the region against the terms of bailout conditions from the US
dominated international financial institutions, and a feeling that this was in someway
‘pay-back time’ for Asia’s previous economic success (Higgott, 1998), there was
ample space for a Chinese ‘charm offensive’ in Southeast Asia (Lautard 1999). The
prospect of having China’s massive foreign currency reserves as a bulwark against
any future financial instability was also very attractive. Moreover, China’s willingness
to participate in the Chiang Mai initiative (which allows signatory states to borrow US
dollars from other members’ reserves to buy their own currency in the event of 1997
style speculative attacks) represents a form of Chinese “monetary diplomacy” that has
helped cement the idea that China has become a responsible state worth working with

and engaging.

12



Such monetary diplomacy is not purely philanthropic. In the wake of the financial
crises, Chinese exports in key areas dipped as the crisis economies currencies made
their exports much more competitive in key third markets such as the US and Europe
(and also, despite its own economic difficulties, Japan). Indeed, the whole turn
towards Asia and Asian regionalism was in large part inspired by the secondary
impact of the crises on the Chinese economy. Somewhat ironically, Makin (1997) and
Bergsten (1997) both argue that it China’s own competitive devaluation in 1994 was
the starting point for economic problems in many regional states that resulted in the
financial crises. Devaluation made exporting from China so attractive that labour
intensive production moved to China resulting in the ASEAN states losing out in the
key US and Japanese export markets (Holst and Weiss 2004: 1256).*° Even if China
did not cause the crisis on its own, but the actions of Chinese elites certainly created a
changed economic environment that other regional states had to (and perhaps failed

to) respond to.

In 1997, there were real fears in Asia and elsewhere that China might respond to the
reduction in its comparative exchange rate advantage by devaluing again, which
would plunge the rest of the region into a further spiral of financial chaos. Simply not
devaluing won considerable (and in many respects excessive) praise and helped
promote the idea that China was a responsible economic actor. Snitwongse (2003: 38)

also notes that

10 This is a contested analysis with Fernald, Edison and Loungani (1998: 2-3) and Wu et al

(2002) finding no statistical evidence to support the case. But focussing on the region as a
whole or even individual countries might be misguided. The Japan External Trade
Organisation has disaggregated overall figures and analysed individual products. And these
figures show that on a good by good basis, the rise in exports from China to the US and Japan
of each commodity corresponds with a decline in exports of the same goods to the same
markets from Malaysia, Thailand, Indonesia and the Philippines prior to 1997 (Hughes 1999).
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When it set up a bail-out fund and came to the assistance of the countries, such
as Thailand, that were most affected by the 1997 economic crisis, China
garnered the lion’s share of appreciation from those countries—despite the fact

that Japan provided them with significantly more money.

So in addition to serving Chinese national interests by preventing further downward
spirals, the lessons of 1997 were that there was a real opportunity to neutralise the
region as a potential ally of the US hegemon — and perhaps in the long term, it might
become part of an emerging alternative pole defending or even promoting a different
set of values under Chinese leadership (Hund 2003, Cheng 2004). Furthermore,
Chinese engagement could act to neutralise the potential of Japanese regional

leadership (Desker 2004: 13).

So Chinese ‘monetary diplomacy’ in the 1990s was also well received, further
cementing the idea that engaging the region could well work to China’s advantage —
not just economically, but in classic realist conceptions of power balancing and the
national interest. This has been followed by further attempts to engage the region. For
example, China signed a ‘Declaration on the Conduct of Parties in the South China
Sea’ in 2002, and joined the ASEAN Treaty of Amity and Co-operation in
Southeast Asia in 2003. Notable by its omission in these discussions was a discussion
about Taiwan, and some regional states previous attempts to have as close a
relationship with Taibei as possible short of formal diplomatic recognition. China is
also a proactive participant in the ASEAN plus Three meetings in addition to its own

ASEAN plus one summits such as the one held in Nanning in October. More

1 China had previously agreed in principle to only bilateral codes of conduct.
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practically, China has gone further than Japan and South Korea in actual economic
engagement by signing up to the creation of the ASEAN-China Free Trade Area
(ACFTA). First proposed at the Manila summit in 1999, the ACFTA initiative took on
a new impetus with the signing of the Framework Agreement on ASEAN-China
Comprehensive Economic Cooperation at the Eighth ASEAN Summit Meeting in
Cambodia in 2002. ACFTA is conceived as a dual speed process, with initial common

tariff reduction to be completed by 2006, and a full free trade area in place by 2013.

A Diplomatic “Charm Offensive”
To some extent, ACFTA also forms part of China’s “charm offensive” in the region.
As we shall see later, there has been considerable concern that China’s economic rise
has been or will be at the expense of other Asian economies. While the investment-
trade nexus in Asia is not a zero-sum game, China clearly is competing with other
export-oriented states for foreign investment, and competed with the same states for
access to the key lucrative markets of the US, Japan and the EU. This process has led
the New York Times to argue that:
“China is grabbing much of the new foreign investment in Asia, leaving its
once-glittering neighbors — Thailand, South Korea, Singapore - with
crumbs... Some Asian officials say they fear that Southeast Asia will be
relegated to the role of supplier of food and raw materials to China in
exchange for cheap manufactured goods” (New York Times, 2002)*?
With China’s entry into the WTO, this impact is expected to grow as investment is
diverted from South East Asia to China. (Braunstein and Epstein 2002) Forecasts

from the World Bank suggest that the closer a state’s export profile to that of China,

12 Cited in Wu et al (2002: 96).
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the more that state is expected to lose, with workers in the textile and apparel sectors
in the region predicted to lose most, and the Philippines and Indonesia most under
threat. The challenge is most severe in the Philippines and Indonesia. To compound
the problem, the jobs under threat in the Philippines are overwhelmingly in low skill
sectors, where the new opportunities offered by China’s rise require skilled workers,
making an easy transition from one type of employed activity to another highly
unlikely (lanchovichina, Sethaput and Min 2004: 71). Felker (2003: 280) notes that
the reduction in investment to ASEAN nations between 1996 and 2001 is almost all
explained by what happened in Indonesia. Clearly, domestic issues in Indonesia did
much to reduce its attractiveness for investors, but the concomitant attraction of China
also played its part. Nearly a quarter of Indonesian exports are ‘at risk’ from Chinese
competition (lanchovichina, Sethaput and Min 2004: 69), and again the transition to
competing with China to occupying a different level of the value chain seems unlikely.
Throughout Asia, the conception of China as a super-competitor has informed not
only media debates, but also official policy. Lee Kwan Yew has famously described
the economic relationship between Singapore and China as an “elephant on one side
and a mouse on the other”, arguing that China is no longer interesting in promoting its
regional ambitions through military means, but rather “The emphasis is on expanding
their influence through the economy”. Malaysia’s Mahathir Mohamad has aired his
concern that “There's not much capital going around. Whatever there is gets sucked in
by China” (Chandler 2003) with claims that 16,000 jobs were lost in Penang alone in

2002 as major hi-tech producers move capacity to China (Eckholm with Kahn (2002).

Chinese ngotiators would not have signed the ACFTA if they did not think it would

benefit China. But signing also helps promote Beijing’s desired message to the region
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that there is nothing to fear from China. On the contrary, because China is a
responsible economic partner, as witnessed by the ACFTA, China’s economic
progress represents a “win-win” for both China and Asia, and that Asia’s economic
future is rosy precisely because of the rest of the regions economic relationship with

China.

This message has been more overtly articulated in the *Peaceful Rise of China’
hypothesis first aired by Zheng Bijian at the 2003 Bo’ao Forum for Asia provides the
theoretical justification of the continued charm offensive. China has shown that it is
not only a force for peace and stability in the region, but the region as a whole can
also benefit from the economic spillovers of Chinese growth. Far from being the
threat to regional economic stability that some argued China’s rise had already
become in 1997, China’s rise is the guarantee of regional economic stability and
development:
China’s Peaceful Rise will further open its economy so that its population can
serve as a growing market for the rest of the world, thus providing increased
opportunities for - rather than posing a threat to — the international community
(Zheng Bijian 2005: 24)
China’s peaceful rise will benefit the world, but the rest of the region will benefit most
(Ahn 2004). In addition, China’s leaders have been keen to stress that they have no
intention of imposing hegemony over, and as Wen Jiabao put it in Nanning in October,
“China consistently supports ASEAN's leading role in regional affairs and regional

cooperation”.
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Of course, not everybody in the region believes this. And it is somewhat ironic,
though, that while the “peaceful rise’ of China hypothesis might originally have been
designed to assuage concern over China’s emerging regional and global roles, for
some people at least, it has refocused attention on the inevitability of China’s jueqi U
ite, rather than the heping#i--half of the slogan (and as a result, rise is increasingly
being replaced by development 1°F-% J#). Indeed, perhaps the most important reason
that regional elites seem to be happy to engage China is because they are practical and
pragmatic and realise that they have little option but to make the most of the reality of

new regional dynamics.

Empowering China from Without?

In this respect, whether China has power or not is irrelevant - if people who have
power think that China is powerful now or will gain greater power soon and adjust
policies accordingly, China is effectively “empowered”. In the process, the
preferences and objectives of China’s elites gain greater significance in policy making

processes — both at the national and regional level.

The Bo’ao Forum for Asia provides and example of sorts here.** The forum was
initially conceived of as a mechanism for government and non-state actors to come
together in dialogue to discuss issues of common regional interest (note here that the
region is the broad inclusive Asia). It is typically written off as being nothing but a

talking shop that achieves nothing — for some in China, an organisation created that

B Astrid Nordin was awarded a Reinvention Centre scholarship at the University of Warwick to

undertake research on Bo’ao in the summer of 2005. These scholarships are designed to give
undergraduate students a taste of academic research, and this section reflects some of her
findings which for the time being remain unpublished.
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has persisted partly to give Long Yongtu had something to do after the criticism of his

negotiating skills in framing China’s WTO entry criteria.

Returning to the idea at the beginning of this paper that regions are constructed, then
talking shops shouldn’t just be dismissed as purely irrelevant. Ideas and ideational
transfer does not take place in a void — “talking shops” are actually important
mechanisms through which ideas are transferred. Perhaps more importantly for this
paper, Bo’ao has changed and become something of a sino-centric organisation. This
sinocentricism takes two forms. First, China’s leaders have increasingly used the
forum to announce and/or elucidate on new policy initiatives and objectives — most
clearly the Peaceful Rise of China hypothesis discussed above. Second, it seems that
the primary reason that many participants making their way to Hainan every year is
because they are interested in and/or concerned by the growth of China — and how
they can make the most of this rise. As a result, they are not only happy for China’s
agendas to dominate, but they are actually there to find out what the Chinese are
thinking and wanting. In the past, Japan’s regional role has been characterised as
“leading from behind”.** In contrast, it seems that other regional actors are actually
forcing Chinese leadership to the fore by making their choices and framing their

policies with Chinese preferences in mind.

China’s “Market Power”

As already noted, there has been considerable concern in the region that China’s rise
has had a detrimental impact on other regional economies. But there is also a

pragmatic recognition that China is a reality that has to be dealt with, so it may as well

14 For example, Rix (1993) and Blechinger and Legewie (2000).
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be dealt with in a manner that benefits the region. I am not convinced by all that
Ramo (2004) says in The Beijing Consensus, but his argument that China’s leaders
don’t really need to try to persuade is itself persuasive. In short, China’s sheer size
and rapid growth simply means that others have no choice but to fall in line with their
policy preferences. Heartfield (2005: 197) similarly uses a ‘self-interested’ argument
suggesting that China’s rise has been ‘widely welcomed’ because it has at least taken
the sting out of the regional impact of recession in Japan. Shambaugh (2004/5: 76)
adds a little liberal theory to this pragmatism by claiming that the best that way of
dealing with China ‘is to entangle the dragon in as many ways as possible’. As Wu et
al (2002: 1) put it

China still looms very large over Asia, and is a global economic force to be

reckoned with. ASEAN will have to engage China both as a competitor and a

partner — an intricate relationship that has to be managed prudently

In developing his conception of the “new constitutionalism” Gill (1998) argues that
the US government uses the structural power of the size of its market to force change
on other countries while not reciprocating with corresponding liberalisation of the US
economy in order to benefit US based economic interests. There is not a clear and
direct comparison with China here, but the extension of the concept of “market
power” to China is not only interesting, but largely underpins the above mentioned

promotion of a “win-win” future for China and Asia.

Now it is certainly true that many producers in the region do see China as a market

opportunity. However, for many, it is not the Chinese market that is driving new

regional patterns of trade and investment, but those external markets that production
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in China is often dependent on. China itself is not the source of the pull alone, but the
conduit through which the market power of other external economies is transmitted in
the region. Put another way, both external sources of investment and also external

demand drive intraregional economic relations.

For those regional economies that can, the best way of benefiting from China’s rise is
to go for high skill higher value added stages of the production process. In Singapore,
the emphasis has been on becoming a source of finance — not least by trying to attract
MNC:s to establish their regional headquarters in Singapore (Felker 2003). In this way,
Singapore aims to act as a conduit between China and the global economy — in much
the same way (though on a smaller scale) that companies in Hong Kong play a
bridging role between foreign investors and Chinese factories. In addition to finances
and services, regional economies can also benefit through supplying China with
higher skilled higher value added exports and/or raw materials to be used in

processing assembly within China.

For others, it is a process of adjusting to a new position in the production chain. For
example, both the nature and destination of Thai exports has changed. While the
export of labour intensive manufactured goods to the US, Europe and Japan has
stagnated (and in some sectors fallen), exports of products (particularly technology
intensive components) to China that are used in foreign invested export industries
have risen dramatically (World Bank 2003). Similarly, Malaysian exports to China
have come to be dominated by electrical components, chemicals, machinery parts, and
petroleum and Indonesia’s by raw materials such as processed oil, rubber, timber and

gas — all materials or components that are in high demand in China’s export oriented
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industries. China is typically now the third biggest export market for regional states
after the US and Japan® - and in Malaysian case, exports to China have now

exceeded exports to both Japan and the whole of industrial Europe.

This understanding of China as part of wider (or do | mean longer) global production
chains has two important implications for China’s regional power and leadership. First,
in some respects, China’s growth does not suggest a new model for others, but is
actually shaped by those *same historical forces’ that helped generate growth in other
regional economies in previous decades (Felker 2003: 255). In the key realm of
ideational power, the ideas that have underpinned the global political economy during
the expansion of the neoliberal project appear to be having a significant impact on
altering the basis of the Chinese economy, and the class alliances that shore up the

authoritarian political system.

Second, it suggests that at least some of the “power” that is often credited to China
actually lies elsewhere. With foreign investment producing more that half of all
Chinese exports, a considerable proportion of the power over production in China and
how it is financed lies elsewhere. Crucially, the significance of Japan as a funder of
production in China and elsewhere is brought back into focus. As the world focuses
on the emergence of China as the workhouse of the world, the importance of
investment from Japan (as well as elsewhere) is often overlooked. Japan is a key
direct investor into Chinese production, and as | have argued elsewhere, even more
important when indirect investment is taken into account (the same is true of

investment from the US). For example, Cheung and Wong (2000) argue that Japanese

r Including re-exports to Hong Kong and then into China.
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investment is massively underestimated because of the practice of investing in China
via regional offices. Although sorting through the statistics is an inexact science,
Matsuzaki has estimated that about 80 per cent of Japanese FDI in Hong Kong is
subsequently reinvested in Guangdong, appearing first as Japanese investment into
Hong Kong, and subsequently as a Hong Kong investment into China.16 As Takashi,
Hirofumi and Ruffer argue (2002: 3), ‘Japanese exports to East Asia ‘cause’
significant inter-regional trade. In short, in terms of the structural power identified by
Susan Strange in the introduction, there is considerably more power in Japan than a

focus on the huge growth of production in China might make us believe.

Tentative Conclusions: Obstacles and Futures

Of course there is more to the Chinese economy than just producing exports and it is
already an important market in its own right. Nevertheless, | suggest that perhaps a
key long term determinant of Chinese market power and Chinese regional leadership
will be the extent to which the domestic economy grows to provide an ever bigger

gravitational pull on the region in the future.

On a related issue, Nolan (2003) has argued that one of the remarkable features of
China’s rapid development is the lack of major international corporations with a
global economic reach that have the same structural power that Japanese companies
developed in the 1960s, and South Korean chaebols in some ways emulated in the
1980s (and of course, which have long been a feature of the major economies in the
US and Europe). The global activities of Sinopec and other energy related companies

are generating significant attention (and concern), and the purchase of IBM by

10 Cited in Sasuga (2004).
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Lenovo has promoted the profile of at least one Chinese company. But the
overwhelming majority of goods that are bought in Europe and the US carry brand
names of companies from Europe and the US and other parts of Asia, financed by
outsiders and produced at the behest of outsiders (or cheap low cost and low quality
goods). But its interesting to think how many Chinese brand names can people in
Europe and the US actually think of. The Chinese government and Chinese
companies are investing millions in R&D and innovation, and there is an apparently
endless stream of Chinese delegations that are going overseas to buy technology,
know-how and brands. So it must be highly likely that an indigenous Chinese
economy will emerge in the future based on high skills that does have the ability to
project itself (and perhaps even to project ideas) — but it is not there yet and there is
nowhere near the power over regional (let alone global) production in China at the
moment than there is in Japan. In short, producing cheaply may have altered the
structure of the regional economy, but this does not equate to power and leadership,
and China needs to move on and trade up. When China is the source of significant
investment in the rest of the region and shaping production processes through means
other than competitive production at the bottom end, then China really will be in a

position to enhance its power and leadership.

So the focus on China perhaps underestimates the residual significance of Japan as
both a regional actor and a determinant of future developments in regional institutions
and organisations (Stubbs 2002, Hennock 2001). And it is unlikely (to say the least)
that Japan will happily allow China to assume regional leadership unchallenged. It is
also rather doubtful that major extra—regional actors such as the US will do nothing.

And here we return to the issue of conflicting and/or competing visions of Asia
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identified at the start of the paper and the establishment of the East Asian Summit
(EAS). Unlike APEC, Russia, the US and the other states from the American
continent are absent. But the inclusion of India, Australia and New Zealand means
that ASEAN+3 is not the only regional game in town. It is not just that not everybody
shares China’s preference for an exclusive ‘Asian Asia’ region where troublesome
concepts like democracy and human rights don’t get in the way of economic
cooperation. It is also that other regional states (notably, but not only Japan)
specifically want to stop China from achieving its regional objectives, and the “big”
region of the EAS is seen as an effective means of neutralising Chinese power. EAS
might well turn out to be not much more than a talking shop exactly because of its
size and diversity and because of its geostrategic role in preventing Chinese
hegemony. Nevertheless, it shows that different reasons for promotion conflicting
conceptions of region are alive and well and remain a key determinant of whether not
only a working regional organisation can ever be constructed, but of how China’s

influence on the region might be constrained.

So clearly we are in a time of flux, and clearly what happens in China is becoming
ever more significant. China is also increasing its power — though I think this power is
often overstated, and Japanese power and the ability to shape the nature of regional
relations remains often understated in many analyses of the region and its future. Nor
am | convinced that “soft power” is as important as people like Kurlantzick (2006)
suggests. As one Chinese scholar has argued, the Chinese political system is “a
problem” rather than an attraction, and elites in the region are drawn to China first
from necessity and second because of the way in which the global political economy

is organised than though a desire to emulate the Chinese model. Important? Yes.
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Powerful? Perhaps not as much as many suggest. Leading? Not yet and not for some
time. But the world is not static and if China can trade up through investment in

innovation and skills, then we will sit down and think this through again.
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