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Introduction: 

In the aftermath of the Asian Economic Crisis of 1997-1999, most Asian states were extremely unhappy and dissatisfied with the international response to their predicament. Most (though not all) crisis-affected Asian countries believed that their economic development models were being unfairly blamed for causing the crisis when the major cause of the economic collapse was structural flaws in the nature of the international economic system, particularly international finance. During the crisis, the International Monetary Fund (IMF) pressured regional states into implementing a series of measures that actually made the crisis worse. The IMF followed these measures, in part, at the behest of the government of the United States, which saw the crisis as an opportunity to dismantle Asian economic models and force Asian states to adopt economic policies more conducive to American business and financial interests. In the aftermath of the crisis, many Asian countries began to agitate for regional institutions that would be capable of forestalling future crises and would have the ability to protect and promote the interests of Asian states (Narine, 2003; Bowles 2002; Milner, 2003). China has been at the forefront of regional efforts to construct an Asian regional community that can provide economic security against future international instability. The consequences of China’s efforts for American power have potential implications far beyond the region itself. 
This paper focuses upon a few key questions: what sort of challenge does China pose to the US in the area of economic philosophy and development? More specifically, does China offer an alternative approach to capitalism and economic development that will compete with the “Washington Consensus” and similar ideological approaches to economic organization that are championed by the US and which promote and maintain the US’s international economic dominance?
 


The argument of this paper is the following: China is in a state of transitional capitalism. That is, it has not yet defined a distinctive approach to capitalist development. Nonetheless, the approach that it has adopted to date is quite compatible with the American approach to state-economy relations. Indeed, the form of capitalism at work in China is a much rawer and more socially destructive form of capitalism than anything advocated by modern Anglo-American capitalism.  At the same time, however, China’s acceptance of basic capitalism does not necessarily compromise its ability to wield influence over its neighbours or to develop institutions that promote alternative forms of economic development. This is because China’s commitment to capitalism is actually a commitment to economic nationalism. Economic nationalism characterizes the approach of all other regional states to development, providing a common ground on which China and its neighbours can meet and organize institutional arrangements. Ultimately, China will challenge American influence at the regional and international levels not because it is pursuing a radically different economic or political philosophy but because it is adopting and adapting the predominant economic discourse to its own needs. 


This paper is divided into the following components: first, it offers a theoretical overview by discussing the concepts of structural power, competing capitalisms and economic nationalism. It then examines the different approaches to capitalism that developed in the Asia Pacific during the post-World War II era and the aftermath of the Asian Economic Crisis of 1997-1999, after which many commentators argued that Asian economic models were no longer sustainable.  ASEAN Plus Three, a developing Asian organization, was created, in part, to offer Asian states a mechanism through which to address future crises on their own. The APT also has the potential to operate as a vehicle of Chinese influence. The paper then assesses China’s capitalism, concluding that it is in a state of transition. The final section of the paper discusses the nature of the challenge that China poses to American structural and political power in the Asia Pacific. 
Theoretical Overview: Capitalist Development and Economic Nationalism

Structural Power, East Asia and the United States: 

During the Cold War era, the United States maintained its dominant position in the world economy, in part, through its “structural power.” As defined by Susan Strange, structural power: 

…is the power to shape and determine the structures of the global political economy within which other states, their political institutions, their economic enterprises and (not least) their scientists  and other professional people have to operate…(it) confers the power to decide how things shall be done, the power to shape frameworks within which states relate to each other, relate to people, or relate to corporate entities. (Cited in Beeson, 1999,p.13)

There are four sources of structural power: security, production, finance and knowledge. The US’s ability to affect the financial structure of the international system has been particularly important in the post-Cold War era. The US (and other, powerful Western states) have frequently used their dominant positions in the international system to implement policies that redefine the nature of the system and force other states to respond, often by adopting policies that will benefit the larger powers (Helleiner, 1994). The structural power of the US is used to promote a vision of “Anglo-American capitalism” that relies upon private actors and free markets to allocate goods and govern investment. This neoliberal economic model argues that the free flow of trade and finance provides the surest and most efficient way to spread the benefits of economic prosperity (Johnson, 2001). In practice, Western countries are far less liberal than their rhetoric suggests. Trade barriers to goods from the developing world remain a major irritant in trade relations, even as Western countries insist that developing world states open themselves up to Western investment and products. The areas in which the Western world has distinct advantages are those that it promotes most strenuously. Anglo-American capitalism, therefore, works to the advantage of wealthy Western countries which have the technological and capital advantages necessary to benefit most extravagantly under a free trade and capital system. For our purposes, what is important to note is that, in principle, powerful actors use their dominant positions to define the international system in a way that will play to their advantages. The United States is in such a position today; a key concern of this paper is if China will be in such a position tomorrow and, if so, what vision of structural power will it try to advance?  


The question of competing forms of capitalism follows from this discussion of structural power (Beeson, 1999; Johnson, 2001; Bowles, 2002). Proceeding from the US example, the US uses its structural power to promote its form of capitalism. However, there are other forms of capitalism that may be at odds with American values and approaches. Beeson establishes theoretical principles by which to evaluate and analyze different approaches to capitalism: 

Much of the enduring difference in public policy traditions and the organization of individual political economies can be accounted for by the influence of intervening, nationally based institutions. Rather than the sort of universal abstraction posited by a good deal of political and economic theory, the forces associated with globalization are mediated by highly distinctive national political accommodations and forms of economic organization. Such nationally specific accommodations have emerged over time and are reflective of the specific social circumstances that pertained within individual countries…(i)t is important, therefore, to give a more detailed consideration to institutions and their role in underpinning different forms of capitalist organization. (Beeson, 1999:18-19)

Beeson advances a constructivist interpretation of institutions. Beeson, citing North, says “institutions” are: “…the rules of the game in a society or, more formally, are the humanly devised constraints that shape human interaction.” Beeson emphasizes that “institutions are social constructions that reflect the specific dynamics and constellations of power that predominate in any given country.”(Ibid.19) They are not predetermined, however; “(o)nce established, institutions provide an underpinning structural framework within which social activity occurs.”(Ibid, 19)  While institutions may not directly determine the outcome of political and economic decisions, they provide the framework that shapes the range of possibilities that national actors consider appropriate. National approaches to capitalism are mediated by the domestic institutions of a given state. For our purposes, it is important to understand the existing institutional structures within a given state in order to assess and, possibly, predict how states will respond to external capitalist pressures. How East Asian states respond to the pressures of international capital is affected by the institutional structures of their domestic society. Determining what those structures are is a necessary first step in any analysis of China’s approach to capitalism. Of particular importance are the organization of capital, labour and the state itself. As we shall see, all of these institutions are in a state of transition within the context of China.  

Finally, we must consider the concept of economic nationalism. As Eric Helleiner argues, economic nationalism is an ideology that is frequently misunderstood or misinterpreted in the contemporary world (Helleiner, 2002:307-329).  Specifically, many analysts argue that economic nationalists are opposed to the principles and objectives of economic liberals. As Helleiner demonstrates, however, there is no inherent opposition between the two ideologies. Historically, many economic nationalists have supported economically liberal policies. The key difference is that they have advocated such policies as the best way for the nation to achieve its national goals. As we shall see, this approach accurately describes the relationship of Asian states to liberal economic policies. This is particularly true in the case of China, a country that is defined more profoundly than most by its intense sense of nationalism. China’s commitment to economic liberalism has nothing to do with liberalism and everything to do with making China into a great power. History, particularly the history of China’s humiliation at the hands of the Western world (and Japan) figures prominently in China’s approach to economics. 


Helleiner argues that economic nationalism must include the element of national identity. He cites a number of theorists who have explored and developed the concept: 

Abdelal…has suggested that economic nationalism should be defined as “a set of policies that results from a shared national identity, or from the predominance of a specific nationalism in the politics of a state.” Similarly, Crane suggests that economic nationalism should be seen as a “facet of national identity”…Shulman reaches a similar conclusion about the need to focus on the economic ideas of those inspired by nationalism and national identities in his recommendations for scholars working in this area: “Instead of identifying nationalists as those who support a particular foreign economy policy, scholars should independently define nationalists, and then examine their foreign policy preferences both theoretically and empirically in the realm of international economic integration.” (Helleiner,2002: 310) 

Economic nationalists pursue nationalist goals, such as promoting and preserving the identity, unity and autonomy of the nation state, and may do so through policies “that may include free trade.” (Ibid.). This general approach has adapted to the influence of economic globalization: “…(e)conomic globalization has not eliminated economic nationalism as an ideology but rather changed the techniques that nationalists use to achieve the same ends of bolstering power, prestige or the prosperity of the nation.” (Ibid.)


Helleiner argues that historical economic nationalists, such as Frederich List, placed the nation between the individual and humanity as a whole. Supposedly, this was in contrast to economic liberals, who adopted a “cosmopolitan” outlook that did not account for the importance of the nation in economic (as well as political) analysis. As Helleiner notes, this is not entirely the case, as many economic liberals did acknowledge the existence and importance of national economies. For the most part, however, they avoided choosing between national interests and the interests of humanity as a whole, and many liberal ideas assumed a unity of the world economy as an optimal outcome, one that would encourage international peace and prosperity. This same trend of thought clearly operates today in much of the positive discourse around economic globalization. 


Helleiner does note what he calls “liberal economic nationalism,” a strand of nationalist thought that supported liberal economic policies precisely because it perceived such policies as strengthening “national identities, the prosperity of the nation and/or the power of (the) nation-state.” (Ibid) In fact, many supporters of liberal economics were actually economic nationalists. List notes that British policymakers supported free trade because of the perceived economic and political advantages it would bring to Britain, not out of any sense of furthering the welfare of humanity. Similarly, Helleiner underlines a similar argument when he argues that the US and Britain supported the liberalization of the world financial system in the 1970s because they recognized that they were in the best position to gain from such changes (Helleiner, 1994) There are many examples of  the United States ignoring its supposed commitments to economic liberalism when such a commitment conflicts with its political and/or nationalist interests.


Pulling these different theoretical strains together, this paper will make the following series of arguments. First, it will demonstrate that a concern with the nature of the distribution of structural power in the international system (particularly in global finance) underpins both the United States’ reaction to regionalism in Asia, and the Asian response to institutional development. Second, it will examine China’s approach to capitalism by examining the domestic institutional structures that shape China’s economic development. Third, the paper argues that economic nationalism is the quality that best describes how all Asian states have approached the issues of development and how China, in particular, is approaching the adaptation of capitalism to its own situation. 

Competing Capitalisms and Economic Crisis in the Asia Pacific

Over the past few decades, many analysts have examined the East Asian “economic miracle” from a number of perspectives.  A general consensus has emerged that many East Asian states experienced extremely high growth rates throughout the latter half of the 20th century because of their pursuit of distinctive forms of capitalism. It is not accurate to say that there is a single model of East Asian capitalism; the approach to development taken by East Asian states has varied depending on factors as diverse as historical circumstances, national cohesion, and pre-existing levels of development. Even so, it is possible for observers to identify a number of distinct models of capitalism. These approaches have in common the willingness – if not always the ability - of governments to intervene in their states’ economies in order to pursue particular economic goals or to encourage certain kinds of development. (Wade,1990; Stubbs, 1995; Beeson, 1999; Jomo, 2001) The ideological commitment to market forces that, supposedly, characterizes neoliberal approaches to economic development in important parts of the Western world, is powerfully mitigated in Asia. 


Jomo notes the many differences between East Asian states’ models of development and the many different reasons for those models. Singapore, for example, relied heavily upon Foreign Direct Investment (FDI) to generate its development, but it did so largely because of the political/economic circumstances created by its ejection from Malaysia in 1965, and it implemented a strong industrial policy to target investment. Malaysia encouraged FDI in order to limit and control the economic influence of its ethnic Chinese minority. The most successful East  Asian economies (Japan, South Korea and Taiwan) developed with very little FDI, and with heavily interventionist governments that were willing to create the competitive conditions in which national firms would move onto the international stage. Jomo notes that these three major economies all began by protecting national industries for a period of time from foreign competition, before forcing them to compete on the international level. This approach helped to create highly successful economies (Jomo, 2001:2-10). 


Different Asian economies also adopted very different approaches to industrial and technology policies. Hong Kong has a minimal industrial policy. At the other extreme, Japan and South Korea implemented detailed and sophisticated industrial policies as part of their development strategies. Trade policy has been important in all of the regional economies except for Singapore and Hong Kong, while financial policy has been important in all states except Hong Kong (Ibid.). 


While the levels of government intervention may vary depending on the countries examined, the East Asian states shared a common belief in the legitimacy of such intervention, when warranted. In this way, the various East Asian economic models posed a direct challenge to the “Washington Consensus”, the market-oriented, neoliberal philosophy promoted by the World Bank and the IMF as agents of American economic power. The World Bank had evaluated East Asian development and put forth a report emphasizing what it described as Southeast Asia’s adherence to neoliberal policies to explain its development. This report, the “East Asian Miracle”, was broadly criticized for its conclusions and for white-washing or underplaying the role of government in East Asian in accounting for the region’s economic success (Jomo, 2002; Narine, 2003). 


The Asian Economic Crisis of 1997-1999 took much of the shine off of the East Asian model of development. Western commentators wasted no time in blaming “crony capitalism”, supposedly a fundamental feature of Asian capitalism, for causing the crisis. Crony capitalism had led banks to lend money to economically unproductive endeavourrs on the basis of personal ties rather than objectives assessments of the economic viability of the given project. From this perspective, the inferiority of the Asian approach to the Anglo-American model of capitalism was clearly demonstrated, though the World Bank found itself in the embarrassing position of being unable to explain why it was now denigrating economic models that it had so recently praised as following the Washington Consensus (Jayasuriya and Rosser, 2001).  As time went on, however, many analysts began to question the Western conventional wisdom on the causes of the crisis. It soon became apparent that while “crony capitalism” may have contributed to the crisis, the real cause was in the highly volatile nature of the increasingly liberalized world financial system. By opening up their economies to foreign investment, Asian states had made themselves vulnerable to the instability that is inherent to free-flowing capital. Indeed, Keynes had long ago predicted and correctly analyzed the real dangers involved in treating capital in the same way as goods. The Asian states’ qualified rejection of the Western analysis was compounded and strengthened by the fact that the IMF’s initial approach to dealing with the crisis actually made the situation worse (Jomo, 2001:11-30; Narine, 2002; Narine, 2003; Johnson, 2001)

The IMF entered the crisis demanding that Asian states cut government spending and increase interest rates in order to stabilize regional currencies by attracting foreign investors back to the region. This was the wrong prescription for the wrong crisis. Higher interest rates meant that solvent and efficient Asian companies that were still operating on the basis of borrowed money suddenly could no longer afford to operate. At the same time, cutting government spending at a time of crisis exacerbated the painful effects of the crisis on the general population. Eventually, many Asian countries, such as Thailand and South Korea, adopted spending programs that pumped money back into the economy and reduced interest rates (Jomo, 2001: 27)

At the outset of the crisis, Japan proposed creating the equivalent of an “Asian Monetary Fund” (AMF), an Asian counterpart to the IMF that could provide liquidity to Asian states and calm the fears of foreign investors. This organization would be funded by some of the considerable foreign currency reserves held by the major Asian economies, including Japan and China.  Many Asian countries were enthusiastic about this proposal, but China and South Korea were both opposed, fearing any measure that might increase Japan’s regional influence. The US quickly moved to block the proposal, claiming that an AMF would undermine IMF conditionality and the IMF’s ability to force necessary reforms within Asian states. The US was also concerned to prevent an increase in Japanese influence, and saw any challenge to the IMF as a potential challenge to American domination of the international financial system (Narine, 2003). 


The aftermath of the crisis has seen somewhat contradictory forces at work. On the one hand, many commentators argue that the shock to the Asian economic model created by the crisis, combined with the larger structural changes that have taken place in the international economic system, have forced many Asian states to move much closer to the Anglo-American model of capitalism. At the very least, as Jomo argues, the models of development that worked in East Asia are no longer tenable in a much more open –but much less diverse – international economy (Jomo, 2001:37-42; Jayasuriya, 2003; Wee, 2001). Even so, many commentators expect – in keeping with the arguments around the nature of different capitalisms – that while Asia may adjust to the changing international environment, Asian states will not simply abandon their own approaches to capitalism. Indeed, they cannot as Asian need to craft forms of economic interaction that reflect the values and political priorities of their own states (Jomo, 2001:43-46).

At the same time, the IMF’s failures in managing the crisis, combined with American predatory behaviour, has created a backlash (Higgott and Phillips, 2000). Many analysts – both inside and outside Asia – are now much more conscious of the dangers involved in the free movement of capital. Many developing world states have demanded greater regulation of the international financial system. Even the Bretton Woods institutions claim to have learned from their mistakes and no longer blindly promote the Washington Consensus as a cure-all to every economic ill. In recent years, there has been much discussion of a “New International Financial Architecture” (NIFA). However, critics of NIFA believe that very little has actually changed. The Washington Consensus still holds and the changes to international finance implemented in the wake of the Asian crisis are cosmetic, at best (Soederberg, 2001; Armijo, 2001). At the very least, there seems little desire on the part of the major Western powers to regulate the ability of capital to flow between jurisdictions (except in the self-interested case of cutting off funding to terrorist organizations). This failure to act effectively probably means that currency and other financial crises will continue as regular features of the international political economy for the foreseeable future.

Given these considerations, many Asian states continued to express a desire to create regional institutions that are answerable to them and that can insulate them from the volatility of the world financial system (Bowles, 2002). At the same time, Asian states are increasing their own internal trade, though they are certainly not cutting themselves off from the larger world economy. Beeson characterizes the Asian response as “reactionary regionalism” and argues that Asian efforts to create regional institutions are compromised by the internal divisions between Asian states which allow the US to continue playing a dominant regional role (Beeson, 2003).  Beeson may well be correct; nonetheless, Asian states have made some progress towards constructing regional organizations that reflect their interests. This is most clearly manifested in the ASEAN Plus Three (APT). 


The ASEAN Plus Three  is a new regional grouping consisting of the ten ASEAN states plus China, Japan and South Korea. The APT was originally created to help coordinate the Asian position while dealing with Europe in the Asia-Europe Meetings (ASEM), then redefined in the aftermath of the economic crisis. The first APT meeting was in 1997; by 1999, the APT had issued a formal statement identifying ten areas for regional cooperation. Many commentators argue that the organization may form the basis for a robust new Asian regionalism (Stubbs, 2002). However, the APT is likely limited by the unresolved rivalries between its most powerful members states (Narine, 2003; Beeson, 2003). Nonetheless, the member states – particularly China – have invested considerable energy into making the APT a viable regional instrument. The APT has been at the forefront of significant developments in the management of regional finance, specifically the Chiang Mai Initiative (CMI).


The CMI was launched at a meeting of APT leaders at Chiang Mai, Thailand, in May 2000. The “Chiang Mai Initiative” refers, specifically, to an agreement to negotiate and enhance a series of regional currency swap agreements (Saker,2001). However, the agenda laid down at Chiang Mai included plans for regional surveillance, the monitoring of capital flows, and the training of personnel to make these exercises possible. The CMI attracted a great deal of attention, in part, because its member states, combined, command foreign exchange reserves of $729 billion (not including Hong Kong’s reserves) (Henning, 2002:13). This means that the grouping may be able to manage any future regional crisis without turning to extra-regional actors. If exercised, this an option could undermine the IMF and the established world financial order. After the initial meeting, the regional states discussed enhancing the ASEAN Swap Arrangement (ASA), a pre-existing measure that had not been activated during the economic crisis, and creating bilateral swap arrangements (BSA). 


The CMI provides for 33 bilateral currency swap agreements: 30 between each of the 3 Northeast Asian states and their 10 ASEAN partners, plus 3 agreements between the Northeastern states themselves. As of mid-2002, 14 BSAs had been negotiated or were in process. In autumn, 2000, APT finance ministries agreed on a framework for the principles governing the activation of BSAs. The framework specifies that the BSAs are meant for short-term assistance to states in immediate need. Borrowers can only access the BSAs if they have agreed or are in the process of agreeing to an IMF program. This is significant, given the general regional antipathy to the IMF’s handling of the crisis. This stipulation allows the IMF to determine the conditions under which the swaps operate, and seems to defuse the CMI as a move towards Asia Pacific regional financial autonomy. As a concession to former Prime Minister Mahathir of Malaysia, the framework allows 10% of the BSA disbursement to be paid out to a state without any IMF agreement. However, this disbursement is renewable only once and repayable within 6 months.  Given these factors, the CMI forms only a very loose kind of network. There is no regional pooling of foreign reserves, there is no role for the APT in the negotiation of the BSAs or their disbursement. The creditor can decide whether or not to accede to requests for activation of the BSA (Henning, 2002:15-18). 

With the framework in place, regional states started negotiating BSAs. Japan has signed five BSAs and is expected to conclude two more; South Korea has signed two and may sign three more; China has signed two agreements and is negotiating two more. The BSAs swap local currencies for US dollars, except for the Japan-China BSA, which exchanges yen for renminbi.  Japan and China’s swaps with ASEAN countries are one-way arrangements allowing the ASEAN countries to draw from the reserves of their wealthier partners. South Korea’s swaps with the ASEAN countries are two-way, while its deal with Japan is one-way. The Japan-China and China-Korea BSAs are also two-way. Significantly, the Japan-China BSA does not include the IMF provision (Henning, 2002:20-24). 

Henning argues that these financial arrangements are, potentially, very significant.  If regional states ever need to, they can draw on multiple BSAs and, for the ASEAN states, funds from the ASA. Combined with funds from Japan’s New Miyazawa Initiative (NMI), which is available to Malaysia and South Korea, the total funds available to regional financial facilities could reach around $35 billion(Henning, 2002:22). The BSAs are also very large in comparison to the individual country quotas in the IMF. Through the CMI, Thailand can borrow four and a half times its IMF quota; South Korea may be able to borrow twice its IMF quota through its arrangements with China and Japan; its BSAs with the ASEAN countries may provide another one and a half times the value of the IMF quota. As the IMF allows cumulative borrowing up to 400% of a state’s quota, the funds available through the CMI may be roughly comparable to what was available through the IMF. Finally, once the legal frameworks for the BSAs are in place, the amounts available through them can be renegotiated fairly easily, creating the possibility of even larger disbursements.

China has benefited in many ways from the Asian economic crisis. During the crisis, China decided not to devalue its currency, despite the collapse of the currencies of its regional neighbours. In doing this, China prevented competitive currency devaluation in the region, and  gained enormous goodwill and credit as a responsible power and leading state in the Asia Pacific.
 Since then, China has encouraged free trade agreements with Southeast Asia, being careful to make special allowances for the less-developed ASEAN states. China has also come to see the APT as a potential instrument through which it can exercise regional influence. China is aware that regional states are still leery of its potential aspirations. However, it has made considerable progress in alleviating those fears, and it is rapidly replacing Japan as both the regional economic engine and as a leader. In contrast to Japan, which remains economically closed and extremely deferential to the United States, China is open for investment and goods/services from its neighbours. It is also, very clearly, an independent actor that will provide regional leadership if given the chance. 


This discussion sets the context for the main questions of this paper. Many Asian states want a regional institution that can protect their interests in a volatile international economy. Dissatisfaction with American leadership and conduct is fairly high in the region.  China wishes to be a regional leader. Drawing on Strange’s ideas about structural power, we can ask if China poses a challenge to American structural power in the Asia Pacific. If so, what is the nature of that challenge, i.e., does it have a particular vision of economic relations that it wishes to promote? To address this question we must consider the question of Chinese capitalism. 

China’s Approach to Capitalism: 


As we have seen, there is no single Asian economic model. The path to development followed by the advanced Northeast Asian economies (and Singapore) was quite distinct, and much more durable, than that followed later by most of the Southeast Asian states. Moreover, considerable variations exist within each state depending upon its particular circumstances. We can, therefore, expect China’s approach to capitalism to be distinctive, given both the uniqueness of China’s historical and economic circumstances, and the historical era in which it is emerging on the international economic stage. What is unclear is if the capitalist path that China chooses encourages or discourages the “reactionary regionalism” of the modern Asia Pacific. 


At the World Economic Forum in Davos, Switzerland, in February 2005, Bill Gates praised China’s capitalism. “It is a brand-new form of capitalism, and as a consumer it’s the best thing that ever happened,” according to Gates.(Gates, 2005).  He argued that Chinese capitalism displayed a “willingness to work hard and not having quite the same medical overhead or legal overhead.” (Ibid.) He indicated that  China’s economy as still having considerable labour that could be redirected from the agricultural sector and he explicitly praised China’s leadership as being “smart” and “capable”:
They have this meritocratic way of picking people for these government posts where you rotate into the university and really think about state allocation of resources and the welfare of the country and then you rotate back into some bureaucratic position. (Ibid.)

This characterization of Chinese capitalism, while flattering, is probably exaggerated and displays little awareness of the problems that may be associated with the restructuring of the situation of labour in China. 

As noted above, Beeson identifies the following factors as the major mediating forces that shape the expression of capitalism in a given state: capital, labour and the institutions of the state. In modern China, the condition of each of these factors is difficult to determine. What is clear is that they are all in the process of being reconstructed to face the challenges of enormous economic growth.


The condition of China’s state institutions is unclear. Many analysts complain that China’s legal structure is extremely weak and its laws governing such necessary economic activities as bankruptcy, management of debt, protection of property etc. are fragile and unclear. Corruption plays an important role in China’s modern economy. Officials associated with the Communist Party have used their positions to benefit from economic activity.(Wolf, et.al, 2003; Blume, 2003; Mulcahy, 2003). The result has been to create economic distortions and to undermine the moral and political legitimacy of the Communist Party. This is a development that has significant political and social consequences. 

China’s labour situation is equally tenuous. Maybe as many as 150 million Chinese are now migrant labour, flocking to the wealthy coastal regions in a desperate search for work. Many of these people are employed in exceptionally difficult conditions, with little government oversight or enforcement of laws that are supposed to protect labourers. Workplace injury is epidemic, and workers are routinely denied payment for their services (Johnson, 2004). State enterprises are deliberately run into the ground by managers who have established private businesses that compete with the state-owned sector. These actions have the further effect of throwing more people out of work, and denying workers any sense of security. Within the span of a few decades, China has gone from being one of the most equitable to one of the most unequal countries on earth (Blecher, 2005). 


In his analysis of emerging Chinese business practices, Guthrie paints a picture of Chinese enterprises that are imitating the practices of foreign companies largely because they do not have a local model to follow, and because they need to adapt to foreign expectations in order to do business. This does not mean that Chinese businesses are the first wave of  a process that will make China part of a homogenous globalized world, however. Guthrie emphasizes the continuing role of the state in China: 

The state is constructing the very institutions that define markets and market activity in China today…New institutions are being built on the ruins of the old (and sometimes they exist side by side with the old)…the simple fact is that the state is defining all the rules by which the new game is being played. Economic actors can themselves decide whether they want to follow or break these rules, and that is an important part of the story. But…the state not only defines the new institutions that will shape market action (e.g. what practices will be praiseworthy), but it also defines the incentive system, which will reward actors for playing by the new rules, and then judges economic actors on their performance. (Guthrie, 1999:200)


It is too early to say that China has adopted any single or distinctive form of capitalism. However, Guthrie argues that: 

(c)hanges in Chinese organizations are part of a unique Chinese transitional path that will lead to an organizational configuration and market economic system at the end of transition that is distinctively Chinese. (Ibid., 6) 


What emerges from this analysis is the recognition that Chinese capitalism is still in the process of developing and taking shape. From what we can see, however, it seems to have much in common with Anglo-American capitalism. Indeed, Hong Kong, the economy on which China is modeling much of its transformation, has long been regarded as one of the strongest bastions of raw, little-regulated capitalism in the modern world. While this image is somewhat exaggerated, it is close enough to the truth to underline the idea that China is not much of an economic ideological threat to the US. Indeed, the international economy, as presently configured, has worked to China’s advantage, and it has little motivation to alter that system at this point in time. This does not mean, however, that China has simply bought into Anglo-American economic ideals. Instead, China’s decision to enter the world economy and pursue capitalist development is motivated by China’s traditional concerns of “independence, sovereignty,” and “self-reliance”. (Deckers, 2004: 116) In fact, an analysis of the tension between the US and China indicates that these two states are far more similar than dissimilar in their approaches to economic questions: both are essentially motivated by economic nationalism. 
Discussion and Analysis:
Returning to the primary concern of this paper, does China present an alternative mode of capitalism with which it can and will challenge American dominance in the Asia Pacific region? The short answer is “no”: Chinese capitalism is still in its formative stages. While it is likely that China will eventually develop and defend a form of capitalism that is suited to its unique institutional and historical circumstances, it is not yet clear what that will be. When China eventually does emerge with its own distinctive form of capitalism, there are strong reasons to believe that Chinese capitalism will have a great deal in common with American capitalism, and it will likely approach its regional relations from this perspective. However, this being said, there is still room to believe that China will challenge American structural power at both the political and philosophical levels. 


As discussed above, many Asians strongly believe that the international financial system is highly volatile and needs better regulation.  China agrees with this assessment and has encouraged this analysis, as demonstrated by its support for the APT. At the same time, the major Asian powers have maintained their support for the established system by – in part – making disbursements of funds under the Chiang Mai Initiative subject to IMF conditionality. There is a considerable exception to this approach, however: the currency swap agreement between China and Japan is not subject to IMF conditionality, underlining the willingness of these major states to step outside of the established system. 

China’s position on the existing structure of international economic power is heavily influenced by the fact that China is one of the countries that is benefiting enormously from the established system. After the US, China is the number two recipient of FDI in the world. It’s ability to prosper and fuel its own development is directly connected both to its ability to attract foreign investment and to have access to the markets of the rich Western world. The recent trade dispute between China and the European Union over Europe’s blocking the importation of Chinese garments presented us with the image of a nominally Communist state lecturing a nominally liberal economic power on how liberal economics is supposed to work (Goodman, 2005). 


On the surface, China may appear caught between two different interests: its interest in building its influence and political goodwill with its neighbours in the Asia Pacific vs. its interest in maintaining the international economic system. However, this tension may be more apparent than real. Most Asian states are open to a free-market economic system. Where they disagree with the established powers is in the question of how open the international financial system should be. In addition, dealing with the aftermath of the crisis has, arguably, strengthened the distinctive national narratives that encourage pluralism rather than integration within the region.(Milner, 2003)  To China, regulating international finance is a matter of good economic sense and, in the long-term, self-preservation. Given the volatility and uncertainty surrounding China’s economic boom, it seems inevitable that it will eventually need to exercise considerable control over its internal economic situation. Creating institutions that allow for some of that control may break with the established orthodoxy of the Washington Consensus, but it does not contradict China’s self-interest. China is not driven in its action by a commitment to liberal orthodoxy; its actions are shaped by economic nationalism and if the current state of world finance makes China particularly vulnerable to external actors, then the government will certainly act to control and reduce that vulnerability. 



On the issue of the free trade of goods, China and other Asian states are largely open to Western arguments. Their primary concern is that Western states often seek to exempt themselves from the very rules that they are trying to foist upon the developing world. China’s contribution to the debate over structural power in this instance may well force a greater compliance on the part of Western states with their self-professed economic norms. 

As noted above, China is primarily motivated by economic nationalism. A similar argument can be made about most Asian states. Their adoption of variations on economic liberalism has been very selective and designed to serve the larger state-building goals of the government in power.
 This common emphasis on state power is manifested in Asian states’ commitment to traditional Westphalian notions of state sovereignty. China is certainly in accord with its Asian neighbours in regarding sovereignty as a critical and irrevocable aspect of international relations. China has often promoted this ideal, and its willingness to engage other states in multilateral fora such as APEC and the ASEAN Regional Forum (as well as the APT) has been based, in part, on the fact these institutions are non-binding and have adopted the “Asian way” of regional interaction as their form of communication. 

This common ground of economic nationalism and sovereignty gives China an appeal in Asia that the American vision of the international system – both political and economic – lacks. The American approach is to argue for binding agreements that limit the sovereignty of the parties to the contract. Again, the American position on this point is greatly compromised by the fact that the US seems to be comfortable limiting the sovereignty of other states, but remarkably willing to ignore international agreements when American sovereignty is challenged. By contrast, China’s position on these issues is both consistent and driven by a clear understanding of its own self-interest. China reserves the right to act as a sovereign state. It clearly does not subscribe to a model of international interaction that exalts private, non-state actors. It’s commitment to sovereignty seems to indicate that it is a supporter of a vision of international economics that clearly reserves to states the right to engineer their own societies on the basis of their self-defined national interests. If this means taking measures to regulate and control economic interaction, then that is acceptable. 

It is important to note that China’s view of these questions may change as it becomes more economically successful.  As Helleiner notes, the most economically powerful states often argue for economic liberalism not because of a genuine ideological commitment to this ideal, but because it benefits them. As China becomes richer and a greater source of investment capital in the world, it is possible that it will also adopt the ideals of economic liberalism as a smokescreen to its own interests. Right now, China has gone out of its way to assuage regional fears about its economic dominance by being particularly sensitive to the needs and perceptions of its smaller Asian neighbours. It has, for example, promoted the ASEAN-China Free Trade Agreement as an opportunity for China to share the benefits of its economic dynamism with its Asian neighbours, and it has made special provision for the less-developed ASEAN states. This willingness to accommodate the weaker states of Asia may change as China becomes less dependent upon its neighbours, and they become more tightly locked into an economic orbit around China. There may come a day when China itself is demanding a loosening of economic regulation or trying to get its neighbours to sign onto economic agreements that will restrict their sovereignty while China reserves to itself the right to select its own level of compliance. However, if this ever happens, it will not be for several more decades. For the foreseeable future, China’s economic development will be fragile and dependent upon good relations with the outside world. 

Even as China has benefited from the existing economic system, the role of the US in that system has become more complex. As noted, China does not yet pose an ideological challenge to the US. However, it may well challenge the Americans for structural power. That is, while China may largely accept or agree with the ideals organizing the world economy, its emergence may well place the US in the uncomfortable position of no longer being able to pick and choose which rules of economic interaction it will obey. China may use its influence to force a true adherence to the ideals of free trade and open economies, this could have profound effects.  This will either force a renegotiation of the system, or some other adaptation that can accommodate greater flexibility than the US currently advocates. 


China’s most direct challenge to the US is in the area of political influence. China is clearly attempting to polish its image and present itself as a responsible regional power and a viable leader to the states of the Asia Pacific. Most regional states, at least for now, favour a situation in which China is balanced by the US. This approach has been put under stress in recent years, however, as Asia has dealt with anger towards the US over the Asian economic crisis and, more recently, considerable uncertainty over the US’ handling of its “war on terrorism”, the invasion of Iraq, and the possible ramifications for East Asia. If China continues its rise towards becoming the economic engine of Asia and continues to reassure regional states about its benevolent intentions, then their perceived need for an American presence in the region will wane. 

Conclusion: 
The challenge that China poses to the United States is primarily in the realm of political influence. For now, China has no alternative model of capitalism that it wishes to promote or enhance. In fact, it has mostly bought wholeheartedly into the existing economic models and has been utilizing these to considerable effect. Thus, China is invested in the present system. China will probably attempt to gain a greater role in defining the structural power of the international system. At the same time, the Americans may find themselves in the uncomfortable position of having to negotiate or compromise on the nature of  international structural power. 

China’s rise to the status of global power is more uncertain and fragile than many casual observers recognize. The Chinese economy is full of potential pitfalls, and some of these will certainly cause economic stumbles in the years ahead. Even so, China is so quickly emerging as an economic powerhouse that its good health is an international concern. This fact in itself probably ensures that China will continue to prosper in the future. As it does, it will certainly try to shape regional and international organizations to reflect its own perspectives and interests.
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� Over the past decade, a cottage industry has developed in American academia of books and articles assessing the “China Threat” to American hegemony. One of the most recent is: Foreign Affairs, vol.84, no.5 (September/October 2005), which contains a number of articles evaluating China’s rise and economic development. 


� Two recent examples include the US decision to ignore the North American Free Trade Agreement’s binding tribunal when that tribunal’s decisions have gone against the US and in favour of Canada on the issue of soft-wood lumber. Another example is the US government decision to oppose the purchase of Unocal, a California oil company, by the Chinese state oil company CNOOC.


� Note, however, that many commentators believe that earlier devaluations of the Chinese renmimbi, combined with China’s overall competition with Southeast Asia during the 1990s were factors that contributed enormously to the crisis in the region. Johnson, 2001.


� Helleiner makes a relevant distinction between state-building and nationalism. i.e, the real distinction between “nations” and the state institutions that may or may not represent those nations. In Asia, however, much of the state-building that goes on is part of a nation-building effort. 
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