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Abstract 

The economic reforms embarked upon by China after 1978 allowed it to re-emerge as a 

major player in the political economy of East Asia, drawing Northeast and Southeast Asia 

together through linkages with the Overseas Chinese Business Sphere and participation in 

East Asia’s regional processes and arrangements. Growing economic ties with Taiwan played 

a crucial role in this process of regional integration. At the same time, China’s rise meant 

that various Northeast Asian security challenges in which it was a key protagonist, especially 

over Taiwan, became significant issues on Southeast Asia’s regional agenda via ASEAN and 

the East Asian Summit after 2005. 

The growing economic and security linkages between Northeast and Southeast Asia raised 

important questions about whether China’s rise will follow a peaceful path, or result 

inevitably in military conflict, as realist theorists in International Relations argue, and 

whether the mechanisms for managing regional tensions in East Asia are resilient enough.  

This thesis considers these contemporary issues in historical context. The evolution of the 

political economy of East Asia was marked by three phases of influence after 1945, 

beginning with US hegemony during the Cold War and followed by Japan’s economic 

leadership. The rise of China, which challenged both US military primacy and Japanese 

economic dominance, is the third phase. An historical perspective shows many themes 

unchanged in East Asia: Southeast Asia was concerned about preserving its independence in 

the face of the great powers, and the security challenges confronting Northeast Asia in 2011 

were the same as during the Cold War. Nonetheless, China’s rise shifted great power 

relations in the region. The thesis shows how this happened historically and how the shifts 

impacted on East Asia’s political economy and the security challenges centring on the 

Korean Peninsula, Taiwan and the East and South China Seas. 

The thesis argues that China was committed firmly to rising peacefully in support of a 

domestic political strategy aimed at maximising economic growth, which is essential for 

social stability. Growing regional economic interdependence and the desire to avoid war 

saw China manage tensions by seeking to preserve the status quo in East Asia via bilateral 

negotiations and regional engagement. China became more, rather than less, constrained 

by its rise, a conclusion broadly in line with liberal International Relations theories. 



China’s regional engagement was conducted in line with the “ASEAN Way” of consensus 

seeking dialogue and non-binding declarations. Unlike many analysts, the thesis argues that 

the “ASEAN Way” of regionalism was sufficiently robust and will continue to serve future 

regional security arrangements as they evolve. The key questions, though, are whether the 

US, which recommitted to East Asia after 2009, and reasserted its determination in 2011 to 

lead an “Asia Pacific Century”, will accept the “ASEAN Way” or seek greater 

institutionalisation of regional arrangements and a commitment to binding treaties, and 

how China will manage relations with the US, especially if it seeks to strengthen its historical 

alliance network and forge new ones as a basis for managing regional tensions. 

China’s rise was the subject of extensive debate among Chinese scholars of International 

Relations. The thesis makes these debates available to an English-speaking readership, 

highlighting the insights they provide into how China’s rise impacted on the political 

economy of East Asia and the historical security challenges it faces, and contributed to a 

distinctive East Asian regionalism. 
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1 Introduction 

One of the most remarkable events in recent international history is the rise of China, from 

a position of weakness in the 19th and early 20th centuries during its “century of humiliation” 

and the subsequent Maoist era, to become an economic powerhouse in East Asia, the 

producer of a majority of the world’s consumer goods and its second largest economy. The 

rise of China transformed the political economy of East Asia and changed relations with the 

great powers in East Asia, especially the US which sought to retain a significant strategic 

stake in the region.  

This thesis joins the debate over the impact of China’s rise, which I contextualise historically 

in order to shed light on the region’s growing economic interdependency and integration of 

Northeast with Southeast Asia. An important question debated extensively in the literature 

is whether its rise is peaceful, or whether, as some predict, China will consolidate military 

power and pursue its interests by force. 

East Asian integration was increasingly visible not only in the economic but also in the 

security realm. Several longstanding security issues which were historically Northeast Asian 

in focus, such as the status of Taiwan, tensions on the Korean peninsula and disputes over 

territory in the East China Sea, appeared increasingly regularly on a common East Asian 

regional security agenda. This is another reason why the historical perspective taken here 

was helpful, as the main security issues in East Asia during the Cold War remained. The 

thesis outlines the origins of these issues, and how China’s rise influenced the way they 

were dealt with at a regional level. A distinctive form of East Asian regionalism emerged, 

which had important implications for whether China’s rise was peaceful and how threats to 

security were managed. 

This thesis also makes the Chinese scholarly literature on all the political economy and 

security issues considered in the thesis more accessible to Western readers, by establishing 

a dialogue with western schools of thought.  
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For the remainder of the chapter I review, in Section 1.1, some of the more influential 

points of view on China’s ascendancy and what it means for the future of the East Asian 

region and, in section 1.2, I outline the main themes of the thesis. 

1.1 Background: a review of the literature on China’s rise 

There are a variety of perspectives on the impact of China’s rise on East Asia. Some 

commentators took a pessimistic view and argued that as China became more powerful, 

conflict with the US and Japan was likely or even inevitable. Others were relatively 

optimistic that China’s rise would be peaceful.  

1.1.1.1 Pessimistic views 

1.1.1.1.1 The realist perspective 

As Aaron Friedberg pointed out, most realists are pessimists on the question of whether 

China’s rise will be peaceful.1 Realists highlight the anarchic nature of the international 

system, which is driven fundamentally by the distribution of power, particularly military 

power, among states as primary actors in the international system. Military strength is 

decisive in shaping the pattern of relations among states.2 Accordingly, the main goal of 

states is to pursue the national interest and maximise power if possible, while preserving 

the balance of power if necessary. In the absence of any higher form of authority to resolve 

disputes and impose order, conflict and war are natural and inevitable. Therefore, security is 

the top priority for states.3 

From the realist perspective, China’s rise challenged US primacy in East Asia and posed a 

threat to regional order.4 This gloomy appraisal portrays international relations between 

existing and rising powers as largely a “zero-sum” power struggle for leadership. Pessimistic 

                                                           
1
 Friedberg, Aaron L. "The Future of U.S.-China Relations: Is Conflict Inevitable?" International Security 30, no. 2  

(2005), pp. 7-45. 
2
 Mearsheimer, John J. The Tragedy of Great Power Politics. New York: Norton, 2001. 

3
 The prominent and pioneering works on realism are: Morgenthau, Hans J. Politics among Nations: The 

Struggle for Power and Peace. 4th ed. New York: Knopf, 1967; Waltz, Kenneth N. Theory of International 
Politics. Boston, Mass.: McGraw-Hill, 1979. This perception came to be called the neo-realist or structural 
realist approach. The school of offensive realism portrays great power transitions as zero-sum game. The most 
prominent examples are Mearsheimer, John J. The Tragedy of Great Power Politics. New York: Norton, 2001; 
and Zakaria, Fareed. From Wealth to Power: The Unusual Origins of America's World Role. Princeton, N.J.: 
Princeton University Press, 1999. 
4
 Segal, Gerald. "The Coming Confrontation between China and Japan?" World Policy Journal 10, no. 2 (1993), 

pp. 27-32; Bernstein, Richard, and Ross H. Munro. " The Coming Conflict with America." Foreign Affairs 76, no. 
2 (1997), pp. 18-32. 
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realists tend to look through the prism of the history of relations between incumbent 

leading great powers and their challengers, a history accompanied by war. The conclusion of 

history is that the US-China relation will be war-prone.5 Pessimistic realists used the 

historical example of Wilhelmine Germany to “pigeonhole” today’s China, because it shared 

with Germany, in the words of Nicholas Kristof in 1993, “the sense of wounded pride”, “the 

annoyance of a giant that has been battered and cheated by the rest of the world”, 

regardless of the major differences between the two.6 Kristof’s view was hardly unique. 

John Mearsheimer argued that China was more dangerous than Wilhelmine Germany. He 

wrote of “a future Chinese threat so worrisome that it might be far more powerful and 

dangerous than any of the potential hegemons that the United States confronted in the 

twentieth century….Neither Wilhelmine Germany, nor imperial Japan….”7 

Even if conflict between two great powers was not inevitable in the near term, China was a 

“strategic competitor” of the US, as former Secretary of State Condoleezza Rice labelled it.8 

Shambaugh suggested that competition will likely lead to a cold war or major global rivalry 

during the 21st century.9 China’s rapid economic growth since the early 1990s, from a realist 

zero-sum perspective, was a threat, as Thomas Christensen pointed out, because it reduced 

the relative power of the US and its regional allies.10  

China’s economic growth enabled increased military spending and defence modernisation 

thus posing, in the realist view, a threat to regional security. China’s ranking by the World 

Bank as the third largest economy (using purchasing power parity) in 1993 was described as 

“threatening” because it was considered likely that China would become “the next 

economic superpower”.11 As “the fastest growing economy in the world”, associated with a 

“fast growing military budget”, China was able to “seek a more powerful role, because that 

                                                           
5
 Kennedy, Paul M. The Rise and Fall of the Great Powers: Economic Change and Military Conflict from 1500 to 

2000. London: Unwin Hyman, 1988. 
6
 Kristof, Nicholas D. "The Rise of China." Foreign Affairs 72, no. 5 (1993), p. 72. 

7
 Mearsheimer, John J. The Tragedy of Great Power Politics, p. 401. 

8
 Rice, Condoleezza. "Promoting National Interest.” Foreign Affairs 79, no. 1 (2000), pp. 45-62. 

9
 Shambaugh, David. "The United States and China: A New Cold War?" Current History 94, no. 593 (1995), pp. 

241-47; Bernstein, Richard, and Ross H. Munro. "The Coming Conflict with America." Foreign Affairs 76, no. 2 
(1997), pp. 18-32. 
10

 Christensen, Thomas J. "Fostering Stability or Creating a Monster? The Rise of China and US Policy toward 
East Asia." International Security 31, no. 1 (2006), pp. 81-126. 
11

 Overholt, William H. China: The Next Economic Superpower. London: Weidenfeld & Nicolson, 1993. 
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is what great powers are supposed to do”, Kristof claimed, continuing that “the South China 

Sea is the most likely site for a war”.12  

In 1994 Denny Roy saw a new “hegemon on the horizon”, arguing that China will likely use 

force to achieve its political goal of regional hegemony. He cited three factors in support: 

First, an authoritarian and unstable regime was war-prone; second, China was a 

“dissatisfied” power, not a “status quo” power, trying to recover territory and prestige lost 

to the West during the “century of humiliation”; and, third, the Chinese government found 

it easy to use patriotism to mobilise citizens in support of military confrontations.13 

China’s military threat was echoed by other pessimistic observers. In a subsequent review 

article, Roy concluded that “Chinese defence spending has risen significantly in recent years, 

prompting many analysts to ask why military funding is increasing when external threats to 

China’s security are at an all-time low”. Therefore, “they concluded that China’s intention is 

to become a military superpower in the 21st century, to pursue regional hegemony”.14 

By documenting Beijing’s defence modernisation and military buildup, Timperlake and 

Triplett concluded that China posed an extraordinary threat to the US and the rest of the 

world because of the People’s Liberation Army’s (PLA) notorious historical record of 

aggression.15 Bill Gertz argued that the China threat was due primarily to the opaque nature 

of the Communist government and military system.16 He dismissed the pacifying effect of 

economic interdependence through increased trade and investment. A powerful China 

challenged US hegemony in East Asia and, as a long-term goal, tried and push the US out of 

the region.  

In Why we must contain China, conservative journalist Charles Krauthammer characterised 

China as a “bully” that “tries relentlessly to expand its deep reach into the South China Sea”, 

concluding that the US must contain “a rising, threatening China”.17 His zero-sum view was 

                                                           
12

 Kristof, Nicholas D. "The Rise of China." Foreign Affairs 72, no. 5 (1993), pp. 59-67. 
13

 Roy, Denny. "Hegemon on the Horizon? China's Threat to East Asian Security." International Security 19,  
no. 1 (1994), pp. 149-68. 
14

 Roy, Denny. "The" China Threat" Issue: Major Arguments." Asian Survey 36, no. 8 (1996), pp. 758-71. 
15

 Timperlake, Edward, and William C Triplett. Red Dragon Rising: Communist China’s Military Threat to 
America. Washington: Regnery Pub., 1999. 
16

 Gertz, Bill. The China Threat: How the People’s Republic Targets America. Washington: Regnery Pub., 2002. 
17

 Krauthammer, Charles. "Why We Must Contain China." Time (July 31, 1995),  
http://www.time.com/time/magazine/article/0,9171,983245,00.html. Accessed 11/11/2010. 

http://www.time.com/time/magazine/article/0,9171,983245,00.html
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reaffirmed a decade later, when he characterised the prospect of China’s diplomatic success 

in hosting six-party talks on North Korean denuclearisation, and solving the knottiest 

problem in the Asia Pacific, as Beijing’s gain in “relative power” at the expense of US 

influence.18  

Perhaps one of the most populist accounts of China’s rise was Ross Munro and Richard 

Bernstein’s The Coming Conflict With China, published in 1997. They stressed China’s 

“hegemonic ambition” to replace the US as the preeminent power in Asia; that “its basic 

material and human conditions and its own assessment of its national interest combine to 

make a Chinese move towards Asian hegemony virtually inevitable”.19 China’s rise was 

contrary to American interests.  

Michael Swaine concluded that China was in the process of acquiring new military 

capabilities and undertaking force deployments that fundamentally altered security 

perceptions in East Asia, stimulating a widespread military response among the major 

powers. This new “regional military posture”, he argued, increased the chances of tension 

and instability.20 Robert Sutter concurred that China’s primary goal in Asia was to be the 

dominant power, presenting a serious challenge to US interests. China’s foreign policy was 

maneuvering to counter and undercut US influence.21  

As China’s capabilities grew, Friedberg feared that China’s leaders wanted to “define their 

interests more expansively and to seek a greater degree of influence over what is going on 

around them”.22 According to Robert Gilpin, “a more wealthy and more powerful state will 

select a larger bundle of security and welfare goals than a less wealthy and less powerful 

state”.23 This intimate connection between wealth and ambition was also alluded to by 
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Samuel Huntington.24 From a realist perspective, according to Mearsheimer, a rising China 

was likely to “dictate the boundaries of acceptable behaviour to neighbouring countries”.25 

A powerful China might challenge territorial boundaries, in particular disputed territories in 

the South China Sea and Taiwan.26 Furthermore, it was argued that China will extend its 

power into the South and East China Seas to secure essential sea-lanes of communication27 

and, as it grows stronger, pursue a “more assertive and less cooperative” foreign policy.28  

1.1.1.1.2 The liberal perspective 

The liberal perspective tends to take an optimistic view of China’s rise. However, one strand 

of thought that pressed for a more pessimistic outlook related to the role played by 

international democratisation in stabilising international relations. Liberals believe that 

democracy leads to peace, because democratic states avoid military conflict with one 

another.29 The authoritarian nature of the Chinese government was singled out by liberals 

as a reason for concern. Some “optimists” argued that democratisation was under way,30 

though, according to Edward Mansfield and Jack Snyder, even a democratising China was 

threatening. States are most likely to initiate conflict when in transition from 

authoritarianism toward democracy.31  

Aaron Friedberg claimed that “most observers would agree that China today is neither a 

totalitarian state nor a democracy”, but rather “an authoritarian regime of dubious 

legitimacy with an uncertain grip on power”.32 Brzezinski saw China as “neither totalitarian 

                                                           
24

 Huntington, Samuel P. "America's Changing Strategic Interests." Survival 33, no. 1 (1991), pp. 3-17. 
25

 Mearsheimer, John J. "China's Unpeaceful Rise." Current History 105, no. 690 (2006), pp. 160-62. 
26

 Bernstein, Richard, and Ross H. Munro. "The Coming Conflict with America." Foreign Affairs 76, no. 2 (1997), 
p. 18; Kristof, Nicholas D. "The Rise of China." Foreign Affairs 72, no. 5 (1993), p. 67. 
27

 Bernstein, Richard, and Ross H. Munro. "The Coming Conflict with America." Foreign Affairs 76, no. 2 (1997), 
p. 19. 
28

 Roy, Denny. "Hegemon on the Horizon? China's Threat to East Asian Security." International Security 19,  
no. 1 (1994), p. 150. 
29

 Elman, Miriam Fendius. "The Need for a Qualitative Test of the Democratic Peace Theory." In Paths to Peace: 
Is Democracy the Answer?, edited by Miriam Fendius Elman, Cambridge, Mass.: MIT Press, 1997, pp. 1-57. 
30

 Pei, Minxin. "'Creeping Democratization' in China." Journal of Democracy 6, no. 4 (1995), pp. 65-79; Pei, 
Minxin. "China's Evolution toward Soft Authoritarianism." In What If China Doesn’t Democratize? Implications 
for War and Peace, edited by Edward Friedman and Barrett L. McCormick, New York: M.E. Sharpe, 2000,  
pp. 74–98. 
31

 Mansfield, Edward D, and Jack Snyder. "Democratization and the Danger of War." International Security 20, 
no. 1 (1995), pp. 5-38. 
32

 Friedberg, Aaron L. "The Future of U.S.-China Relations: Is Conflict Inevitable?" International Security 30, 
 no. 2 (2005), p. 29. 



7 

 

nor democratic politically but an oligarchic-bureaucratic dictatorship”. 33  The Chinese 

government’s promises to continue to deliver economic growth, combined with appeals to 

nationalism, replaced communist ideology as the basis for legitimacy.34 Denny Roy provided 

a gloomy view of Sino-US relations on this point because the US holds its commitment to 

democratic values very deeply; if the US ceased to criticise China on democracy and Taiwan, 

then it was less likely to perceive the US as a rival.35 

1.1.1.1.3 The constructivist perspective 

Constructivists argue that international relations are “socially constructed”. Unlike realists 

who emphasise that relations between states are a product of objective material factors, in 

particular military power, constructivists see interactions among states as shaped by 

subjective factors such as the beliefs and ideas that influence how actors interpret events 

and data.36 The most important beliefs and ideas are identity, norms, and culture.37 As 

Thomas J. Christensen and Aaron Friedberg pointed out, most constructivist scholars are 

optimists.38 However, Alexander Wendt argued that, nevertheless, some “construction 

constraints” were so deeply rooted in people’s minds as to make transformative strategies 

impossible.39  

Thomas Berger was pessimistic about the prospect of regional stability, claiming that “the 

chief source of instability in the region today lies in the peculiar construction of national 

identity and interest on the part of the chief regional actors...”40 The reason, he explained, 

was the deeply-rooted memory among Chinese and Koreans of the bitter history of conflict 

                                                           
33

 Brzezinski, Zbigniew. "Living with China." The National Interest, no. 59 (2000), p. 11. 
34

 Kissinger, Henry A. "China: Containment Won't Work." The Washington Post (June 13, 2005), 
 http://www.washingtonpost.com/wp-dyn/content/article/2005/06/12/AR2005061201533.html. Accessed 
12/07/2010 
35

 Roy, Denny. "Rising China and U.S. Interests: Inevitable Vs. Contingent Hazards." Orbis 47, no. 1 (2003),  
pp. 125-37. 
36

 For the classical account of constructivism approach in International Relations, see Wendt, Alexander. Social 
Theory of International Politics. New York: Cambridge University Press, 1999; Wendt, Alexander. "Constructing 
International Politics." International Security 20, no. 1 (1995), pp. 71-81. 
37

 Jepperson, Ronald L, Alexander Wendt, and Peter J Katzenstein. "Norms, Identity, and Culture in National 
Security." In The Culture of National Security: Norms and Identity in World Politics, edited by Peter J 
Katzenstein, New York: Columbia University Press, 1996, pp. 33–75. 
38

 Friedberg, Aaron L. "The Future of US-China Relations: Is Conflict Inevitable?" International Security 30, 
 no. 2 (2005), pp. 34-36; Christensen, Thomas J. "Fostering Stability or Creating a Monster? The Rise of China 
and US Policy toward East Asia." International Security 31, no. 1 (2006), pp. 81-126. 
39

 Wendt, Alexander. "Constructing International Politics." International Security 20, no. 1 (1995), p. 80. 
40

 Berger, Thomas "Set for Stability? Prospects for Conflict and Cooperation in East Asia." Review of 
International Studies 26, no. 3 (2000), p. 420. 

http://www.washingtonpost.com/wp-dyn/content/article/2005/06/12/AR2005061201533.html


8 

 

in the era of imperialism. Mutual insecurity generated by history was not pacified by 

economic interdependence or regional arrangements.41 Some scholars noted the intensity 

and persistence of China’s hostile images of Japan, causing continued suspicion on both 

sides.42  

Regarding Sino-US relations, mutual perceptions were problematic. Holding a belief in its 

“manifest destiny”, the US saw democracy as a universal model and was likely to continue 

to see the Chinese Communist regime as illegitimate and potentially dangerous. Thus the US 

saw itself as the defender of freedom in East Asia,43 while China saw the US as a bully and 

threat, preventing it from reunifying with Taiwan.44 When Wang Jisi, Dean of School of 

International Studies at Beijing University, was asked, “Who is your enemy?” by a delegation 

of visiting American academics in 2010, he replied: “Most Chinese would say the US is the 

enemy”.45  

1.1.1.2 Optimistic views 

Many analysts saw a variety of reasons not to fear China or the prospect that its rise will 

result in conflict: (i) China was simply not powerful enough to pose a significant military 

challenge; (ii) military expansionism was not historically part of Chinese culture; (iii) 

increased engagement and institutional involvement with the international community 

decreased the likelihood of conflict; (iv) economic cooperation and interdependence 

likewise reduced the likelihood of conflict; and (v) shared common global interests with the 

US made cooperation more attractive than military pursuits.  

                                                           
41

 Ibid. 
42

 Whiting, Allen S. China Eyes Japan. Berkeley: University of California Press, 1989; Manning, Robert A. 
"Burdens of the Past, Dilemmas of the Future: Sino-Japanese Relations in the Emerging International System." 
The Washington Quarterly 17, no. 1 (1994), pp. 45-58; Kristof, Nicholas D. "The Problem of Memory." Foreign 
Affairs 77, no. 6 (1998), pp. 37-49. 
43

 George W. Bush used the term crusade to describe the war on terrorism, referring to “…. this incredibly 
important crusade to defend freedom, this campaign to do what is right for our children and our 
grandchildren.” Office of the Press Secretary, the White House. "President Rallies the Troops in Alaska " 
(February 16, 2002 ), http://georgewbush-whitehouse.archives.gov/news/releases/2002/02/20020216-1.html. 
Accessed 11/11/2010. 
44

 Vogel, Ezra F. "Courting the People of China." The Washington Post (May 14, 2001),  
http://search.proquest.com/docview/409108346?accountid=10910. Accessed 15/10/2009. 
45

 "Friend or Foe? A Special Report on China's Place in the World." The Economist 397, no. 8711 (December 
4th-10th 2010), p. 8. 

http://georgewbush-whitehouse.archives.gov/news/releases/2002/02/20020216-1.html
http://search.proquest.com/docview/409108346?accountid=10910


9 

 

1.1.1.2.1 Weak China 

Some scholars argued that China’s power was not as strong as it sometimes appeared. 

According to Thomas G. Rawski, in What’s Happening to China’s GDP Statistics?, the 

accuracy of the Chinese government’s statistics was highly questionable, pointing out that 

figures released by the National Bureau of Statistics were not in line with those of the 

provincial or municipal data.46 Arthur Waldron wrote that “China’s leadership has worked 

hard to convince its populace and foreign investors that the country is economically healthy 

and growing, but key evidence indicates otherwise”. He concluded “that today China’s 

economy is dysfunctionally bifurcated” and that “the risk-laden charade cannot continue 

indefinitely”.47 Moreover, China’s economic rise was all about face-lifting and showcase 

projects of government spending, with a lack of greater efficiency in resource utilisation. 

Economic development was too highly dependent on exports dominated by foreign invested 

companies, leaving China vulnerable to external shocks.48  

Other scholars argued that domestic social and political problems disrupted unbridled 

growth. Instead of hailing China’s strong economic fundamentals – a high savings rate, huge 

labour force, and powerful work ethic – as perceived by Western investors, Pei Minxin 

presented the dark side of China’s rise: a flawed system of crony capitalism, rampant 

corruption, and widening inequality. He was sceptical about whether China can rise or not.49 

Impressive growth tended to ignore the hidden costs and low quality which were largely the 

consequences of bad governance due to institutional weaknesses in the political system. Pei 

lamented that China was trapped in “partial reform”, and suggested that the way to get out 

of this “trapped transition” is to initiate political reform.50  

 Joe Studwell, the Chief Editor of China Economy in the US, likened the Chinese economy to 

“a building on a beach” and predicted that it will plunge into large-scale political and 
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economic crisis, warning against investing in the bottomless pit of China.51 Gordon Chang 

famously went even further, predicting that China will collapse. He described China as “a 

paper dragon”. “Peer beneath the veneer of modernisation since Mao's death”, he 

continued, “and the symptoms of decay are everywhere: Deflation grips the economy, 

state-owned enterprises are failing, banks are hopelessly insolvent, foreign investment 

continues to decline, and Communist party corruption eats away at the fabric of society”.52  

Some argued that China was far from becoming a first-class military power, and therefore 

did not pose a serious challenge to the US. Gallagher argued that China was unlikely to wage 

war over disputed territory because it could not afford the military and economic 

consequences.53 For Gerald Segal, China was a second-rate military power,54 while Robert 

Ross argued that China’s military threat “has been mistakenly inflated”.55 The backwardness 

of its defence industries and outdated military technology limited severely China’s power 

projection capabilities.56 Ross concluded that China was too weak to pose a challenge to the 

balance of power in East Asia. Even though considerable progress was made modernising its 

offshore maritime capabilities, China did not threaten US vital interests in Southeast Asia.57  

A subtly different version of the “weak China” argument was that China will never ascend to 

leadership in East Asia, because other great powers are in a position of unassailable 

dominance. Katzenstein, in this vein, argued that Japan, because of its political closeness to 

the US, and technological prowess, occupied a leading position in East Asia that China could 

never hope to usurp.58 

1.1.1.2.2 History 

Some analysts believe that military expansionism was never a historical feature of Chinese 

state behaviour. While realists claim that it may restore its original greatness, and that a 
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powerful China will seek to return to the Middle Kingdom,59 the late influential American 

historian John Fairbank noted that its tribute system, which dominated East Asia for 

centuries, was relatively benign and defensive.60 Though Alastair Iain Johnston argued that 

traditional China’s strategic culture was more consistent with a hard Realpolitik, or 

parabellum mindset, than the Confucian-Mencian tradition,61 Shambaugh pointed out that 

historically China’s statecraft was not coercive.62 Even Henry Kissinger accepted that China 

had no history of military expansionism.63 

Wang Gungwu argued that China was undergoing a “fourth rise”, one that was very 

different from previous rises in the Qin, Tang and Ming dynasties, during which imperial 

China exerted strong influence mainly through culture. China integrated itself into the 

Western international system so that Professor Wang dismissed the idea that it sought to 

change that system. Instead, China was a major force promoting economic integration in 

East Asia by participating in regional institutions. Compared with its past, China was more 

proactive.64  

1.1.1.2.3 Institutions  

Liberals view the international system as capable of three transformations: the emergence 

of a variety of norms, rules and institutions, an increase in trade and economic 

interdependence, and increased democratisation,65  which are conducive to cultivating 

cooperation among states, and having a pacifying effect on conflict.66  
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Liberals have great faith in international institutions regulating and coordinating 

cooperation among states. Institutions changed how actors defined their interests but also 

the identity of actors, making them more peaceful and cooperative. Institutions helped 

states communicate better with one another.67  

From the liberal perspective, China’s increased participation in multilateral international and 

regional organisations were strong grounds for optimism about the peaceful future of East 

Asia. Margaret Pearson demonstrated that multilateral institutions such as the World Bank, 

International Monetary Fund (IMF) and World Trade Organisation (WTO) played a significant 

role in integrating China into the global economy. In her view engagement encouraged 

China to play by the “rules of the game” and engage in cooperative behaviour. With WTO 

accession in 2001, the Chinese government’s numerous policy reforms to conform with 

international rules were seen as strong evidence for the value of engaging China by means 

of multinational institutions.68 Alastair Iain Johnston and Paul Evans argued that China‘s 

participation in multilateral security institutions increased dramatically during 1990-2011, 

helping to bolster its image as a responsible and cooperative major power, and a stabilising 

regional influence.69  

In East Asia, China embraced multilateralism and became actively involved in regional 

institutions promoting cooperation,70 notably the Association of Southeast Asian Nations 

(ASEAN), ASEAN Regional Forum (ARF), ASEAN+1 (ASEAN-China Cooperation) and 

ASEAN+3.71 Despite disputes over the South China Sea, China signed ASEAN’s Declaration of 
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Code of Conduct on the South China Sea. David Kang argued that China sought peaceful 

resolution of territorial disputes rather than expansionism.72  

Development of Sino-ASEAN relations was cited by Chinese scholars as strong evidence that 

China was committed to rising peacefully.73 Thomas Christensen argued that institutions 

offered the opportunity for, in particular, China, Japan and South Korea to communicate 

with each other and reduce mutual distrust and misperceptions resulting from historical 

enmities.74 Michael Yahuda’s examination of China’s contribution to regional cooperation 

demonstrated that it was a mechanism for it to work together with neighbours to better 

manage tensions. 75  For optimists, China’s absorption into international and regional 

institutions had a positive impact on Sino-US relations. Yahuda argued that US pre-

eminence in East Asia was not threatened despite China’s economic growth and defence 

modernisation.76 David Lampton noted that the growing strength of China’s remunerative 

(money), coercive (guns), and normative (ideas) powers did not produce a Sino-centric 

regional order. In fact, “the principal directions in which Chinese policy” moved were 

“consistent with fundamental US interests”. The US made adjustments in response to 

China’s rise, but the tendency towards increased interdependence and integration was very 

much in US interests.77  

From a constructivist perspective, China’s increasing participation in international and 

regional arrangements will change underlying beliefs, interests and conceptions of national 

identity. Some scholars noted that its gradual acceptance of regional institutions was a 

significant change in attitudes towards multilateralism, from caution and suspicion in the 
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early 1990s to a comfortable level of active involvement by the late 1990s.78 Alastair Iain 

Johnston and Paul Evans wrote that China’s leaders became “more sensitive to social 

incentives” and more fearful “of appearing to be the pariah”.79 For Kang, China’s identity 

over thirty years was transformed “from an ideologically driven, isolated state under Mao 

Zedong into an active regional and global player with deep international ties”.80 It moved 

beyond long-held “victim” to “great power” mentality, as Evan Medeiros and Taylor Fravel 

observed. They argued that China’s new diplomatic face looked more confident, and 

officials talked explicitly about the need to “share global responsibilities”.81 

1.1.1.2.4 Economic cooperation and interdependence 

From a liberal perspective, economic exchange allows trade and investment to flow 

between states, providing more benefits from cooperation than competition. States have a 

strong self-interest in avoiding conflict and preserving peace. Thus, economic cooperation 

and interdependence between China, its neighbours, and the US, reduced the likelihood of 

conflict.  

Closer economic ties with ASEAN were marked by the China-ASEAN Free Trade Area (CAFTA), 

which came into effect on 1 January 2010. Arguably, the agreement signaled greater East 

Asian cooperation and interdependence.82 Nevertheless, concerns were expressed about 

whether CAFTA was an economic threat to Southeast Asia.83 John Ravenhill’s analysis of the 
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economic data indicated a very positive impact.84 Kevin Cai argued that CAFTA was a 

significant development which will facilitate the forging of an East Asian regional grouping.85 

While China’s motivations for cultivating closer economic ties with ASEAN through ASEAN+3 

and CAFTA were economically and strategically motivated, that is, intended to dilute the US 

presence,86 Sheng Lijun contended that its economic and security interests were not 

necessarily at odds with the US.87  

Kang argued that Southeast Asian economies “accommodated” rather than “balanced” 

China. They saw it as a stabilising force.88 Rapid development of Beijing-Seoul economic and 

political relations after the early 1990s served as a buffer against instability caused by North 

Korea’s nuclear program, while limiting US ability to undertake unilateral military action.89 

Jae Ho Chung argued that strategic realignments on the Peninsula may occur, but only in the 

long term,90 though Kang took a more optimistic view, applauding the triumph of economic 

interdependence over power politics in South Korea’s foreign policy.91 On the Korean 

Peninsula, diminished US influence stood in stark contrast to increased Chinese influence in 

dealing with the North Korea issue.92 

The Chinese and US economies were intertwined to such an extent that the coupling was 

described as “Chimerica” by Niall Ferguson.93 China had the largest trade surplus with the 

US and was its largest creditor. While such interdependence was viewed by some as a 

threat,94 as Nicholas Lardy pointed out,95 others took a more balanced view, arguing that US 
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economic problems existed for decades, China did not do any more than Japan in the 1980s, 

and that scapegoating China could not solve US problems.96 China’s economic growth 

brought enormous benefits not only to US companies and consumers,97 but also to the US 

Treasury.98 Lampton noted that China was not just a seller, but a buyer and investor.99 In 

Lardy’s view, China represented an economic opportunity for the US.100 

Taking a liberal view, Brzezinski dismissed Mearsheimer’s pessimistic anticipation of China’s 

violent rise. He observed, instead, that political realities directed China to maintain 

economic growth rather than pursue confrontational policies.101 Robert Ross reminded us of 

the importance of geography in the distribution of power. He argued that East Asia was a 

bipolar system in which the US was a maritime power and China a continental power. The 

“balance” was stable and likely to remain peaceful, as China could not choose to compete 

directly with the US military.102  

1.1.1.2.5 Common interests 

Some scholars stressed that sharing interests in common with the international community, 

especially the US, meant that the cooperative pursuit of those interests was more attractive 

than pursuing them by military means. James Richardson contended that contemporary 

shared political and economic interests outweigh potential conflict deriving from the 
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past.103 Thus, for David Kang, conflict between China and the US was not inevitable. The two 

shared common interests in many areas such as stabilisation of the Korean Peninsula, 

concerns about terrorism and global pandemics. In particular, he argued that as the two 

economies were increasingly intertwined, their economic interests were also aligned.104  

Kang’s view was echoed by David Shambaugh who pointed out that Chinese and US 

interests converged across a range of regional issues. In addition to those noted by Kang, 

the two cooperated on dealing with non-traditional security issues such as drug smuggling 

and organised crime, and ensuring energy and economic security in the region.105  

In a collaborative book China: the Balance Sheet, four leading China specialists concluded 

that China and the US had strong common interests on a range of issues that straddle 

economics and security. On the economic front, they had incentives to cooperate in order 

to maintain global economic and financial stability. On the security side, apart from the 

denuclearisation of North Korea and counter-terrorism, China and the US had “a particular 

joint interest” in preserving the stability of the Taiwan Straits, which would otherwise lead 

to regional conflict. Keeping China’s economic growth on the right track was in the US’s best 

interests.106  

Indeed, common interests called for stronger Sino-US cooperation. Robert Zoellick, Deputy 

Secretary of State in the second Bush Administration, described China as “a responsible 

stakeholder”,107 in contrast to Secretary of State Rice’s view of China as a “strategic 

competitor”. The Obama administration went further, when Secretary of State Hillary 

Clinton stated that China and the US were “in the same boat” during the Global Financial 
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Crisis in 2009. President Obama committed to forging a shared path to the future “through 

sustained cooperation, not confrontation”.108  

1.1.2 Chinese perspective 

In the Chinese literature discussing China’s “peaceful rise”, a notable difference with the 

Western literature was greater emphasis on the notion that international relations is not a 

zero-sum game, and common interests should always be sought with other states. It must 

be noted, though, that there were few books and journal articles in Chinese academia in the 

1990s on “the rise of China”. The literature was responsive largely to the so-called “China 

threat” thesis and, according to Herbert Yee and Zhu Feng, it was rhetorical, dogmatic and 

close to the official line.109 More in-depth and serious studies appeared only after 1997, 

while still responding mainly to the China threat issue.110 The following literature review 

provides the views of leading Chinese academics on China’s “peaceful rise”, first articulated 

officially as a national strategy in 2003.  

1.1.2.1 Pessimistic views 

Some Chinese scholars were pessimistic about China’s peaceful rise. Arguing from a realist 

perspective, they claimed that a “peaceful rise” is impossible because the history of the rise 

of great powers is always accompanied by war. A peaceful rise has no historical precedent.  

Professor Pan Wei argued that in neither ancient Greece, the Chinese Spring and Autumn 

and the Warring States (chunqiu zhanguo) periods, nor the history of western imperial 

expansionism, was the story of a “peaceful rise”. The rise of the US, whether in pursuit of or 

maintaining hegemony, was a history of fighting wars. He argued further that peace was 

made and maintained by force. He warned that China was far from having “risen”, if that 

meant “sitting with the US side by side” (pingqi pingzuo). China’s peaceful rise was a distant 

dream if not an illusion.111 Pang Zhongying argued also that, historically, nearly all great 
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powers rise through non-peaceful means, so that history cannot lend experiential support 

for China’s rise. Whether China will find a distinctive way to rise peacefully had to be tested 

by time.112  

Professor Niu Jun from Beijing University argued that the US views China’s rise through the 

prism of its own experience.113 The claim that China is a peace-loving nation, he argued, was 

not a sufficient and convincing retort. It faced many challenges in a complicated regional 

environment. Niu Jun asked, for instance: “Suppose one day China’s sea-lane through 

Southeast Asia is disrupted by a certain country, do we need a strong navy to protect 

China’s maritime security?” How China was to achieve a peaceful rise was therefore a 

serious issue to contemplate.114 Xiang Lanxin argued that the often-made argument that 

China should learn from Great Britain’s imperial experiences, not the US, was misleading.115 

Its path was paved by military expansionism and had nothing to do with peace, so that the 

self-proclaimed concept of a peaceful rise was tantamount to wishful thinking.116  

Professor Yan Xuetong from Qinghua University argued that as the gap between China and 

the US appeared to shrink, it is fair to say that China was challenging US primacy. But he 

stressed explicitly that the US posed a threat to peace by asking that if China wanted to 

maintain peace, yet the US acted aggressively, then how was China to respond? He 

concluded that maintaining peace while rising was a strategic dilemma.117 

1.1.2.2 Optimistic views 

The optimistic views in the Chinese literature mirrored the main themes found in the 

Western literature to some extent, with Chinese exponents of each of the five themes 

discussed under Western optimism. In addition, some Chinese scholars noted that the 
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notion of a peaceful rise became intrinsic to China’s image of itself. I review the writings of 

China’s optimistic scholars, as well as a number of their policy recommendations. 

1.1.2.2.1 Weak China/is China rising? 

Huang Annian, a professor from Beijing Normal University, argued that the word “rise” was 

too dramatic and inappropriate for describing China’s national development strategy. First, 

because history provided no evidence that great powers rise peacefully, it was difficult to 

persuade others that China’s rise will be peaceful. Secondly, China’s “rise” was a long 

process for which it was difficult to frame starting and end points. Thirdly, putting 

“peaceful” before the word “rise” did not make much difference: the message was still that 

China was about to rise, and a rising country necessarily changed the balance of power.118 

Zhang Hongxi, Chief Editor of World Affairs, concluded that the very phrase “China’s rise” 

was a poisonous drug, debilitating people’s minds. Professor Niu Jun concurred, claiming 

that China’s rise was a dream, not a reality, and nothing but a vague self-image in people’s 

minds.119 As a developing country with a large population living in poverty, it was by no 

means rising. 120Liu Dexi, by way of contrast, analysed China’s foreign policy over different 

historical periods and concluded that the pursuit of peace is at its essence. 121  

1.1.2.2.2 Institutions 

Others interpreted “peaceful rise” as not referring narrowly to a rise in material power, but 

to the (re-)emergence of Chinese civilization and reliance upon “soft power” to build 

political and cultural systems that suit national identity and develop the capacity to advance 

great-power status. Ren Donglai, through analysing the history of the 20th century, 

concluded that a market economy, democracy under the rule of law, and a peaceful internal 

and external environment were the institutional prerequisites for becoming a global 

power.122 Professor Pang Zhongying from Renmin University, in Five Ws and One H: the 
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Basic Issues Regarding China’s Peaceful Rise and Peaceful Rise lies in “Peace”, suggested that 

foreign policy should be human-oriented (yiren weiben), and guaranteed by Ren’s market 

economy, democratic politics and the rule of law.123 Pang argued that peace is the end, 

means and consequence of China’s rise.124  

1.1.2.2.3 Economic interdependence 

Some believed that the conventional wisdom of the violent ascendancy of great powers was 

not an iron-clad law, so China’s path to great power status can be peaceful. From an 

economic perspective, Su Jingxiang contended that economic growth benefited from 

interdependence in the era of globalisation, and integrating into the international system 

was compatible with China’s national interests. Thus, it was logical that China’s rise was 

peaceful.125 

1.1.2.2.4 Common interests 

Xu Jian agreed for two reasons; it was consistent with common interests shared with the 

international community, and was China’s declared international strategy.126 Ding Songquan 

argued that Sino-US relations will be stable, healthy and constructive because of common 

interests and issues on which they need to cooperate.127 Liu Huihua made the same 

argument, 128 as did Professor Wang Jisi.129 On Sino-Japanese relations, Wang Shaopu 

argued that rivalry was not the necessary fate of bilateral relations. China’s rise, instead, 

brought more opportunities for Japan, not less.130  
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1.1.2.2.5 Self-image/responsible power 

A number of scholars argued that China’s rise was likely to be peaceful because provoking 

military conflict was inconsistent with its self-image as a responsible power. Zhuang Liwei 

used the term “constructive rise”, by which he meant that it should be evaluated in terms of 

the institutional innovation of Chinese society and expansion of its international influence. 

Zhuang proposed that China build the image of a power that shared international 

responsibility and advocated international cooperation. China’s rise was not a zero-sum 

game in the way that conventional realists viewed world politics.131 

1.1.2.2.6 Policy  

Several scholars went on to make recommendations about strategies that China should 

choose. Shi Feng suggested a single currency strategy between the mainland, Taiwan, Hong 

Kong and Macao in order to promote a yuan-dominant regional economy.132 Huang Renguo 

argued that China pursue a comprehensive strategy of peace and development because 

overcoming obstacles to growth was to its advantage,133 while Huang Renwei argued that 

the correct choice was a domestic policy of continuing reform and opening-up with a foreign 

policy of peace and development.134 Xiang Lanxin suggested that China focus on building 

Eurasian cooperation while gradually reducing dependence on the Asia-Pacific, which over-

emphasised the importance of US foreign policy on China’s options. 135  Professor Shi 

Yinhong, from Renmin University, suggested that China required five long-term and basic 

“platforms”: stable relations with the US, a Chinese-led regional multilateral security and 

economic cooperation mechanism, regional organisations, an economic foreign policy, and 

special relations with some countries (e.g. Russia) which were important geopolitically, 

though the China-US relationship was the most important.136  

                                                           
131

 Zhuang, Liwei. "China: A Constructive Rise." Nan feng chuang, no. 1 (2004), pp. 22-25. 
132

 Shi, Feng. "Single Currency: New Thinking on China’s Peaceful Rise." Review of Economic Research, no. 5 
(2004), pp. 2-16. 
133

 Huang, Renguo. "On China’s Rise." Theory Monthly, no. 8 (2005), pp. 46-48. 
134

 Huang, Renwei. "Tentative Analysis of New Concept of China’s Peace Strategy." Studies on Mao Zedong and 
Deng Xiaoping’s theories, no. 6 (2004), pp. 59-62. 
135

 Xiang, Langxin. "Peaceful Rise and Geopolitics." (2004), 
 http://www.rus.org.cn/eWebEditor/Example/NewsSystem/disp.asp?dispid=259. 
136

 Shi, Yinhong. "China’s Peaceful Rise Requires Five Platforms, Sino-US Relations Is the Key." International 
Herald (March 22, 2004), http://www.china.com.cn/chinese/zhuanti/hp/531497.htm. Accessed 06/10/2009.  

http://www.rus.org.cn/eWebEditor/Example/NewsSystem/disp.asp?dispid=259
http://www.china.com.cn/chinese/zhuanti/hp/531497.htm


23 

 

China was, at best, at the initial stage of rising. Whether China could fulfill what its leaders 

called the “period of strategic opportunity” was dependent on both internal stability and a 

peaceful external environment. Professor Wang Jisi from Beijing University argued that 

China should not take “peace” or “rise” for granted; an international opportunity was 

provided only when internal stability was guaranteed.137 Professor Jiang Lingfei from the 

National Defence University tried to determine the stage of China’s development. He 

argued its international role shifted from challenging the system to advocating the status 

quo. Globalisation provided great opportunities for peaceful development.138 Luo Yuan from 

the Academy of Military Sciences argued that nurturing a peaceful environment was in its 

early stages, and required a strong national defence force.139 The primary task was to 

become a regional power.140  

Yu Hongjun argued that “peaceful rise” as a strategic goal, was not only about economic 

growth but also improving comprehensive national power and enhancing China’s 

international position. He identified three stages: about to rise, rising, and risen, and argued 

that China was only just beginning to rise.141 Wu agreed, arguing that it was merely part of 

East Asia’s “rise”,142 while for Zhang Yunling, from the Chinese Academy of Social Sciences 

(CASS), China rise had started, but was a long process with many uncertainties and 

challenges.143 Other scholars focussed on foreign policy behaviour. Huang Renguo argued 

that China’s good-neighbourly policy and diplomatic practices provided theoretical as well 

as reality-based foundations for a peaceful rise,144 while Zheng Yongnian stressed the 

effectiveness of its economic diplomacy.145 For Professor Meng Xiangqing from the National 

Defence University the key to China’s rise was prioritising national sovereignty and security 

by establishing itself as a responsible power and participating in, observing and modifying 
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the international system.146 Professor Yuan Zhibing from China’s Research Centre of the 

Contemporary World agreed, adding that China should promote multicultural 

development.147  

1.2 The approach taken in this thesis 

Having reviewed some of the main western and Chinese perspectives on China’s rise, the 

thesis argues that it reshaped the political economy of East Asia and became central to 

regional economic integration and cooperation on security issues. After briefly sketching the 

early history of China’s preeminence in East Asia in order to more appropriately 

contextualise its “rise” as a “resurgence”, I argue that the region moved through three 

phases after 1945, starting with US hegemony, followed by a period of Japanese economic 

leadership, and, finally, China’s rise since the late 1990s, during which it began to shape the 

region economically, even while the US and Japan continued to play important but 

diminishing roles. Contra Katzenstein, I argue that Japan’s lack of independence from the US 

was a political liability for any aspiration to East Asian leadership, and that China to a large 

extent supplanted Japan from its position of economic dominance, though, crucially, it did 

not supplant the US from its role as the region’s “stabiliser”. ASEAN sought to maintain this 

aspect of US influence while welcoming China’s rise.  

I argue that China embedded itself deeply in the affairs of East Asia through participation in 

numerous institutional fora, and that it did so as part of a deliberate calculation that 

regional engagement was in its best interests, increasing its political standing in the region. 

China attempted to change a threatening image by portraying itself as a responsible power 

and friend to its neighbours. I argue that the Asian Financial Crisis of 1997/8 was pivotal in 

this regard, allowing China to demonstrate goodwill in a tangible fashion. 

While China’s rise brought greater wealth and influence, it also brought distinctive strategic 

challenges. Realists argued that, left unchecked by the US, China’s rise will allow it to 

dominate East Asia and from there dictate the terms of engagement with the world. Realists 

were concerned particularly that China would take a free hand to “resolve” current 
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territorial disputes and embark on an expansionist path. I argue, on the contrary, that, as it 

became more powerful, it became more responsible, with significant constraints on 

international behaviour. Some of these constraints were self-imposed willingly, such as a 

new-found enthusiasm for regional engagement, which compelled it to abide by ASEAN’s 

norms. Other constraints were the result of a realisation that China was enmeshed so 

deeply in global markets that it could not act as it wished on issues such as reunification 

with Taiwan without jeopardising economic growth and, with it, social stability. The view 

put forward is that China’s regional entanglements are a vindication of the liberal 

viewpoints discussed above. However, in contrast to the US-centric viewpoint from which 

the liberal argument is usually made, I argue that a similar set of considerations restricted 

the ability and inclination of the US to act in an overtly hostile way towards China. Both 

faced the dilemma that they had to balance conflicting strategic interests.  

With regard to Sino-Japanese relations, I argue that they were an exception to the liberal 

prediction that closer economic interdependence defuses international tensions by giving a 

state a stake in another’s interests. Instead, Sino-Japanese relations deteriorated sharply 

during China’s rise, though they expanded economic ties in order to sustain mutual 

prosperity. I point out how the memory of Japanese brutality during the Pacific War 

continued to cast a long shadow.  

Through the strictures that inclined the major powers in East Asia towards responsible 

behaviour, the significant issues of territoriality that plagued China in the early 21st century, 

namely Taiwan, and the South China and East China Seas, were managed relatively 

peacefully, settling into mutually acceptable stalemates short of conflict. Though all parties 

acted within this regional framework, I point to the risks of tensions rising and possible 

conflict. The US decision in 2009 to re-engage with East Asian security caught China by 

surprise, with the potential for difficulties in relations. As mentioned above, security issues 

were likely to figure more prominently on the agenda of East Asia as the region’s economic 

integration deepened. The challenge for East Asia was to manage regional security 

successfully in the context of renewed American interest. I single Taiwan out, as 

simultaneously a key element in East Asian economic integration and a significant regional 

security challenge. 
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The first part of the thesis, Chapters 2-6, outlines China’s rise and influence on the political 

economy of East Asia as described above, as well as considering the resulting changes in 

China’s relations with ASEAN, the US and Japan. The second part, Chapters 7-9 focuses on 

the territorial disputes which caused tensions and agreement on mutual self-restraint and 

maintenance of the status quo. Throughout the thesis, I engage both Western and Chinese 

perspectives, establishing a dialogue that facilitates greater mutual understanding of China’s 

rise. 
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2 The Evolution of the Political Economy of East Asia from 1945 until 

the Asian Financial Crisis 

2.1 Introduction  

China had a long history of pre-eminence in the political, economic and cultural realms in 

East Asia, and was for six centuries the largest economy in the world, before its dominion 

was brought to an end by Western imperialism and internal decline. This chapter provides a 

condensed history of China and East Asia until the 1970s. Its purpose is to provide a context 

within which we can evaluate the impact of China’s rise on East Asia since the 1980s. This 

chapter emphasises that it was for many centuries the greatest power in East Asia and 

hence argues that China today is resurgent rather than rising. This chapter also describes 

the origins of US hegemony in the region, in order to frame our understanding of the 

manner and extent to which China’s rise poses a challenge to US primacy. Finally, this 

chapter outlines the origins of the historical enmity between China and Japan, which 

persisted, actively shaping their destinies in the struggle for influence in East Asia. 

2.2 The history of China as the Middle Kingdom of East Asia  

For a large part of its recorded history, up until the middle of the nineteenth century, China 

viewed itself as the centre of the known world, the Middle Kingdom or central country 

(zhongguo).1

The Chinese image of order was a hierarchical one, in which the territory of the world 

(tianxia - all under Heaven) was presided over by the emperor or Son-of-Heaven (tianzi) in 

accordance with the Mandate of Heaven (tianming). Standing at the apex of the Chinese 

order, the emperor performed a dual role as both political ruler and spiritual symbol of 

Heaven. The theoretical basis of this hierarchical order was Confucian philosophy, which 

advocated the cultivation of social harmony through the principles of benevolent rule, 
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performance of correct rituals, and the inculcation of filial piety.2 The emperor stood above 

all men because of his unique function of maintaining order and great harmony (datong) 

between human society and the rest of the cosmos.3 

 Imperial China’s relations with surrounding territories were conducted through the 

mechanism of the tributary system, reflecting the hierarchical character of world order.4 In 

the early years of the Han Dynasty, (206 B.C. – 220 A.D.), the system allowed imperial China 

to exercise political authority by displaying the emperor’s virtuous action of benevolence 

aimed at attracting “barbarians” outside Chinese civilisation.5 As John Fairbank pointed out, 

the relationship between emperor and barbarians “came to symbolise the actual 

relationship between China as the centre of culture and the rude tribes roundabout” which 

recognised the unique position of the Son-of-Heaven emperor’s rule.6 The submission of 

“the barbarians” to the emperor’s benevolence was carried out in the ritual form of tribute, 

which the barbarians presented to the Imperial Court in exchange for “their place in the all-

embracing Sino-centric cosmos”.7 The early stage of the tributary system was a diplomatic 

vehicle for Chinese foreign relations as a symbol that legitimised Chinese supremacy, but 

provided no real material gain for the imperial court.8 

The tributary system worked relatively well for centuries, and foreign trade between 

imperial China and “the barbarians” developed and expanded during the Song Dynasty (960-

1279), reaching its height during the Ming (1638-1644) and Qing (1644-1911) Dynasties.9 

Maritime trade expanded rapidly during the early Ming dynasty, linking China with 

Southeast Asian countries such as the Philippines, Cambodia, Java, and Pahang on the Malay 

Peninsula where an overseas Chinese business network formed and developed (see Section 
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3.1.3.3).10 During the Ming and early Qing dynasties, about a hundred large Chinese junks 

traded every year with Southeast Asia.11 Tributary states were granted trade privileges at 

the frontier and the capital.12 By the beginning of the 19th century, the tributary system was 

dominated by commercial trade rather than tribute.13 The evidence for this is the increase in 

the number of recorded tributed missions which had the objective of trade which grew from 

about 216 between 1662 to 1761 to 255 between 1762 and 1861.14  

According to the late renowned economist Angus Maddison, by 1820 China was the world’s 

largest economy, accounting for 33% of global GDP, exceeding the combined GDP of 

Western Europe and the US. China’s GDP was eleven times that of Japan and eighteen times 

that of the US.15 In fact, the Chinese economy was the largest for six centuries from 1300 to 

1890.16 In this light, the process through which China in the early years of the twenty-first 

century became once more the largest economy in East Asia can arguably be described as a 

return to previous form, rather than a new and unfamiliar state of affairs; hence it may be 

apt to describe China in the current era as resurgent rather than rising. 

The first Opium War (1839-1842) marked the beginning of the end of Chinese pre-eminence 

and the beginning of its “century of humiliation” (bainian guochi).17 In 1839, the Qing 

government dispatched Lin Zexu to Guangzhou to shut down the opium trade.18 Britain used 

its naval strength and firepower to prevail and maintain the lucrative opium market. In 

1842, the Qing government signed the Treaty of Nanjing, which provided Britain with 

extraterritoriality, an indemnity, a moderate tariff and Most-Favoured Nation (MFN) 

treatment, opened more treaty ports and ceded Hong Kong.19 The United States and France 
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followed suit and signed treaties with China in 1844.20 The Second Opium War (1856-1860) 

ended with the conclusion of a series of treaties with Western powers such as Britain, 

France, the US and Russia, further accelerating the decline of imperial China.21 In response 

to Western gunboat diplomacy, the Qing government managed to survive under the so-

called “self-strengthening” (ziqiang) movement in the 1860s.22 However, it failed because 

the need for a modern state to provide an effective response to Western encroachment ran 

directly counter to the requirements of the Confucian order.23 Samuel Kim argued that the 

self-strengthening reformers wanted simply to borrow Western science and technology, in 

particular strong warships and efficient guns, to preserve the Confucian order but ignored 

the need for a system transformation similar to that of Japan during the Meiji Restoration 

(1868-1912),24 which led to Japan’s rise as the dominant power in East Asia during the first 

half of the 20th century.25 

In response to pressure from Western powers to open its doors, Japan took a different 

approach and underwent a social and political transformation during the Meiji era.26 The 

Meiji reforms not only brought about the end of the country’s two and a half centuries of 

isolation under the Tokugawa Shogunate but also developed a modern economy and strong 

military apparatus through a series of sweeping changes in almost every aspect of society.27 

With its ascendancy, Japan began to pursue the prerogatives afforded the Western imperial 

powers. In the words of the Meiji elite, “if we take the initiative, we can dominate; if we do 

not, we will be dominated”.28  

Competition between China and Japan for influence in the Korean peninsula led to the Sino-

Japanese War in 1894, which ended with China’s crushing defeat. Under the 1895 Sino-
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Japanese Treaty of Shimonoseki, China paid a significant indemnity, and ceded Taiwan, the 

Penghu Islands, the Liaodong Peninsula including Port Arthur and control of Korea to 

Japan,29 marking the end of the Sino-centric regional order. The loss of sovereignty over its 

territories was particularly painful, and during the 20th and 21st centuries was the subject of 

dispute. The disputes are the topic of Chapters 7 to 9. 

Victory in the war with China was the beginning of Japanese dominance in East Asia. 

However, Japanese ambitions were scaled back when Germany, France, and Russia 

demanded that it return both Port Arthur and the Liaodong Peninsula. 30  Japan’s 

compromise with the Western powers triggered not only a tremendous nationalist backlash 

but also resentment towards the Western powers.31 Japan defeated Russia in the Russo-

Japanese War of 1904-1905, the first “Asian victory” over a European power. In the Treaty 

of Portsmouth in 1905,32 Japan regained control over the Liaodong Peninsula, Port Arthur, 

the southern half of Sakhalin Island, a part of the Russian-built Manchurian railway, and also 

Korea.33 Japan formally annexed Korea as a colony in 1910. It was to become a springboard 

for further expansion into China with the invasion of Manchuria in 1931, and was the major 

source, along with Taiwan, of cheap food to support its growing population.34 Over the next 

25 years, Imperial Japan consolidated political control in the two colonies.35  

As Japan moved towards military expansion in the 1930s, it began to pursue economic 

autarky, which gave rise to the idea of creating a self-sufficient “bloc of Asian nations led by 

the Japanese and free of Western powers”.36 With its industrial and military power, Masaru 

Tamamoto wrote that “Japan awarded itself the right to civilise the rest of Asia, thought to 
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be floundering in a state of barbarism”. The apogee of such thinking was the idea of 

“Japan’s Greater East Asian Co-Prosperity Sphere” 37 through military expansion in the 

1930s, in which Korea and Taiwan, Manchuria in China and the European colonies in 

Southeast Asia were to be incorporated into a Japanese Empire.38 This initiative was driven 

by aspirations to become a major power on an equal footing with the Western imperial 

powers, and the pursuit of economic self-sufficiency.39 Confronted with a US trade embargo 

on oil and raw material shipments, Japanese leaders sought to obtain these resources from 

Southeast Asia.40  Tamamoto argued that it was “a justification for Japanese military 

expansion in the name of liberating Asia from Western imperialism”. In 1937, Japan invaded 

China, marking the beginning of eight years of war characterised by particularly cruel 

treatment of the Chinese, of which the most infamous example was the Nanjing Massacre, 

in which between 200,000 and 300,000 Chinese lost their lives over the course of six 

weeks.41 Similar treatment was meted out to the populations of other East Asian countries. 

The memory of this period of brutality resonated in the minds of East Asians for the 

remainder of the 20th century and after. 

During the Second World War, Japan aligned itself with Nazi Germany and Fascist Italy 

through the Tripartite Pact in September 1940. It carried out a sweeping conquest of Allied-

controlled territories in Southeast Asia, starting with French Indochina in 1941 and 

eventually bringing British-controlled Malaya, Borneo, Singapore, the Dutch East Indies and 

the US colony of the Philippines under their control by March 1942.42 However, the eventual 
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clash with the US brought about Japan’s catastrophic defeat in 1945 and the end of the 

Japanese empire.43  

The legacy of the Japanese occupation of Southeast Asia from 1941 to 1945 was profound. It 

shattered the myths of colonial white superiority and led to national movements for 

independence.44 The colonial powers - Britain, Netherlands and France - saw a different 

world when they returned after the War. National independence forces waged long 

struggles which led to the eventual withdrawal of the colonial powers.45 

Though the era which followed saw the rise of American political and military hegemony in 

East Asia, sometimes known as Pax Americana, on the economic front, US dominance gave 

way to a return of Japanese influence during the 1970s. Given the importance of the US and 

Japan in shaping post-war East Asia’s political economy, a discussion of their role after 

World War II is crucial to understanding the regional order after 1997. This is the subject of 

the next two sections. 

2.3 The US and East Asia in the post-war era 

In the twenty years after the end of World War II, the US set about establishing economic 

hegemony in East Asia by building upon its Cold War-era global strategy of containing 

communism. Economically, the US pursued a triangular strategy which linked Japan, 

Southeast Asia and the US through trade and aid while, politically, it established alliances 

with Southeast Asia and Japan through bilateral military treaties. 
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2.3.1 Reconstruction of Japan-from political reform to economic recovery  

The economic recovery of Japan was the key element of containment, and is essential to the 

story of both the rise and subsequent relative decline of US hegemony.  

The unconditional surrender of Japan in 1945 brought an end to the Second World War in 

the Pacific. John Dower depicts a devastating picture of a nation shattered by war. The 

physical and human toll was immense: by the end of the war, more than 1.74m soldiers, 

sailors and airmen as well as nearly 1m civilians had been killed, almost 8m people were 

homeless, and 40% of Japan’s urban areas had been destroyed.46 As the victor, the US took 

primary responsibility for the transformation of its defeated enemy, taking on a “divine” 

mission to cleanse Japan of militarism and reorganise its economic and social structures 

along the lines of the US model of liberal democracy.47  

Political reforms carried out from 1945 to 1947 were aimed at the main objectives of the 

occupation policy of “demilitarisation” and “democratisation”, which would, inter alia, 

dismantle military power, build representative government, end monopolies, decentralise 

political power, liberate the press and education, and establish free labour unions. The 

economic dimension of the occupation policy placed strict limits and controls on heavy 

industry, which had served as a “machine of aggression” during the war.48 

However, the attempt to achieve these objectives was “quickly paralysed by 

contradictions”.49 Rotter argued that the purge of the military left Japan without its most 

experienced political leaders. Dismantling the large Zaibatsu business conglomerates 

debilitated the recovery of industry production which was worsened by US insistence that 

Japan pay war reparations. In addition, labour unions and their movements seemed to allow 

a foothold for communism, which was otherwise to be strongly suppressed.50 In short, the 
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policy of political reform “jeopardized the possibility of Japanese economic recovery”.51 

Chalmers Johnson holds the same view that basic contradictions in the occupation policy 

failed to “harmonize their democratic reforms with Japan’s need for economic recovery 

from the war”.52  

Instead, the two-year-long American reformation policy contributed to falling production, 

rising unemployment, soaring inflation and a large trade deficit.53 Furthermore, Japan’s pre-

war colonial trade pattern, dependent on imports of rice, cotton, iron ore and petroleum 

from Korea, Manchuria, China and Taiwan, was destroyed by the war.54 Japan lost these 

major sources of supply. 

 The US occupation policy changed as a result of its global containment strategy 55 with the 

onset of the Cold War in Europe in March 1947 and its subsequent extension to Asia with 

the “loss of China” in October 1949.56 As the Cold War unfolded, the US began to regard 

Japan not only as a state that had to be develop along liberal lines, but also one that had to 

undergo reconstruction as a potential ally and source of stability in Northeast Asia.57 

Reforming Japan, therefore, was soon replaced by a US commitment to economic recovery 

“to deny Japan’s ultimate exploitation by the USSR”.58  
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East Asia’s recovery and security required the revival of Japan’s industrial production and 

trade. Therefore, a new occupation agenda was approved as NSC 13/2 by US President 

Truman in 1948, shifting the prime objective of occupation from political reform to 

economic recovery. For Japan to be self-sufficient, a program of stabilisation halted 

reparations and lifted restrictions on most industries59 while the Dodge Plan reduced the 

public budget,60 tightened credit, reduced wages, imposed an industrial policy favouring 

exporters over domestic producers, curbed inflation, promoted big business and, most 

importantly, restored Japan as an industrial exporter. Also, a devalued exchange rate of 360 

yen to the US$ was set to encourage exports under the Plan in 1949.61  

Nevertheless, not even economic assistance combined with the austerity programme could 

get Japan’s fragile economy back on a self-supporting track.62 It desperately needed capital 

and export markets to become the economy that the recovery plans were designed to 

achieve. 

2.3.2  Implementation of containment in East Asia: a triangular strategy 

Southeast Asia came to be seen increasingly as an important part of the US confrontation 

with the Soviet Union. Michael Yahuda noted that the purpose of the US policy of 

containment in East Asia was “to deny any further advances to communism in any form”,63 

as manifested in the National Security Council’s document NSC-68, which was approved by 

Truman after the outbreak of Korea War.64 The strategic importance of the region was not 

only “as a source of raw materials, including rubber, tin and petroleum” and “the seaways of 
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east-west and north-south global communications” but also as a prospective “free world” 

where Soviet influence should never extend.65  

US fears that East Asia could move into the Soviet orbit were exacerbated by the rising tide 

of decolonisation in Southeast Asia after the end of World War II. The US feared that local 

communist movements in the struggles for national independence would trigger a domino 

effect,66 threatening “a stable and peaceful world”.67 War-ravaged Southeast Asia needed 

US economic assistance. Mission trips in 1949-1950 68 resulted in the allocation of large 

amounts of economic and military aid to Vietnam, Burma, Thailand and Indonesia.  

The economic foundations of the strategy of containment in East Asia were laid with Japan’s 

trade integration with Southeast Asia, based on the exchange of raw materials for Japanese 

manufactured goods, thus enhancing its industrial capacity as a source of export-earnings. 

The US domestic market was also opened to Japanese imports.69 

The key to the program was the triangular integration of Japan’s future economic growth 

with the US and Southeast Asia. But post-war Southeast Asia was not compatible with US 

policy designs. The legacy of colonialism left the regional economy underdeveloped, which 

“ultimately frustrated Japanese and American attempts to foster Asian trade”.70 A shortage 

of capital and lack of purchasing power, and a strong resistance in the newly independent 
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states to the possibility of forming a neo-colonial trade pattern with Japan, impeded 

economic integration.71 Southeast Asia held strong anti-Japanese sentiments.72  

2.3.3 The Korean War boom 

The outbreak of the Korean War on 25 June 1950 brought an economic boom to Japan’s 

ailing economy as an ideal supplier of logistics through US special military procurements. 

Prime Minister Yoshida Shigeru called it “a gift of the gods”,73 due to Japan’s geographic 

proximity to the Korean peninsula, the economic effectiveness of a military campaign that 

mobilised its idle industrial capacity and low-cost labour, and the possibility that military 

procurement would furnish dollar earnings for Japan, which had been a bottleneck in its 

recovery since occupation.74  

Military orders occasioned by the war injected large volumes of dollars which was the 

decisive factor in Japan’s industrial recovery,75allowing production to increase dramatically, 

rising by only 5.8% in 1950, but 46% in 1951. Exports increased by 56%, and received a 

boost of $500m76 in 1950-1951.77 The Korean boom was also a great blessing for heavy 

industry, including automobiles, steelmaking and shipbuilding, as well as textiles, 

construction, metals, communications, and chemical industries.78 Japanese companies used 
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it as an opportunity to upgrade equipment and acquire advanced technology from the US, 

laying the foundation for later industrial development.79 

The Korean War was a mixed blessing for Japan.80 On the one hand, it was the greatest 

beneficiary of US military orders, and continued to benefit from economic cooperation. The 

US shifted policy from fostering self-support to cooperation81 by institutionalising military 

spending and cementing long-term economic and security commitments. Japan, in return, 

stayed on the side of the US to form an anti-Communist alliance. On the other hand, its 

trade pattern was redirected towards the West and away from China. During the years of 

occupation (1947-1952), the share of Japan’s imports from China was less than 2% of the 

total, and the same was true of exports to China.82  

The US consolidated its anti-Communist alliances in East Asia through a series of security 

treaties. The “loss of China” in 1949 and the outbreak of the Korean War in 1950 intensified 

the view that the threat of Communism destabilised Southeast Asia, which was at varying 

stages of decolonisation.83 The US signed bilateral mutual defence treaties with Japan and 

the Philippines in 1951, South Korea in 1953 and Taiwan in 1954.84 Furthermore, a collective 

security treaty, the Southeast Asia Treaty Organisation (SEATO), was signed in 1954 85 for 

the purpose of filling the power vacuum that was expected to be created by the French 
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military withdrawal from Indochina,86 though the Philippines and Thailand were the only 

Southeast Asian signatories.87 Under this system, which became known as the “hub and 

spokes” security model, East Asian states were linked economically and militarily to the US, 

but only weakly with each other.88 

2.3.4 US-Japan economic cooperation  

Although the Korean War infused new life into the Japanese economy, fundamental 

problems remained unresolved: “Japan has not yet answered its need and proved its ability 

to earn its own living with normal exports in increasingly competitive world markets”.89 In 

the wake of the “gift from the Gods” came inflation, a lack of raw materials, production 

bottlenecks and increased dependence on the US, as consequences of the artificial stimulus 

of war orders.90 Even the large dollar injection created by US military spending was unable 

to fill Japan’s dollar gap. In 1952, Japan’s trade deficit was $755m, worse than the previous 

year’s $640m.91  

As the Cold War proceeded, Japan’s economic growth became tied to economic and military 

programs under the new framework of economic cooperation from early 1951. Washington 

realised that “Japan is an important border area in the ideological clash between 

Communism and Democracy, and that only a self-supporting and democratic Japan can 

stand fast against the Communists”.92 Meanwhile, Japan was used as “a springboard and 

source of supply for the extension of further aid to the Far Eastern areas”.  

                                                           
86

 Hosoya, Chihiro. "From the Yoshida Letter to the Nixon Shock." In The United States and Japan in the 
Postwar World, edited by Akira Iriye and Warren I. Cohen, Lexington: The University Press of Kentucky, 1985, 
pp. 21-35. 
87

 For the document of US mutual security treaties with Asian countries, see US Department of state. "Treaties 
in Force 2011." http://www.state.gov/documents/organization/169274.pdf. Accessed 10/10/2011. 
88

Crone, Donald. "The Politics of Emerging Pacific Cooperation." Pacific Affairs 65, no. 1 (1992),  
pp. 68-83; Nau, Henry R. At Home Abroad: Identity and Power in American Foreign Policy. Ithaca: Cornell 
University Press, 2002; Ikenberry, G. John. "Liberalism and Empire: Logics of Order in the American Unipolar 
Age." Review of International Studies 30, no. 4 (2004), pp. 609-30. 
89

Borden, William S. The Pacific alliance: United States foreign economic policy and Japanese trade  
recovery, 1947-1955, p. 148; Forsberg, Aaron. America and the Japanese miracle: the Cold War context of 
Japan's post-war economic revival, 1950-1960, p. 85. 
90

 Forsberg, Aaron. America and the Japanese miracle: the Cold War context of Japan's post-war economic 
revival, 1950-1960, p. 85. 
91

 Ibid., p. 14, Table 2. 
92

Dower, John W. Empire and aftermath: Yoshida Shigeru and the Japanese experience, 1878-1954, p. 419. 

http://www.state.gov/documents/organization/169274.pdf


41 

 

By the time the occupation ended in April 1952, Japan’s economic recovery relied heavily on 

the US. In order to “keep Japan on our side”, the US granted MFN status to Japan in 1953, 

accompanied by continuing military procurements. It was incorporated into a Mutual 

Security System under the Mutual Defence Assistance Agreement signed in 1954, according 

to which the US pledged to provide $100m in offshore procurement annually. In August 

1955, the US succeeded in arranging Japan’s entry into the General Agreements on Tariff 

and Trade (GATT) in response to a complaint that tariff barriers in the US and Europe 

prompted demand for increasing trade with China and the Soviet Union. As a result, 

Japanese exports to the US increased to $449m.93 The US defended these moves with the 

argument that “the immediate sacrifice of accepting Japanese goods paled before the long-

term threat of a Communist Japan”.94 Between 1954 and 1962, US economic aid was 

millions of dollars from various sources such as technical assistance and other procurement 

programmes.95 As a result of reconstruction, Japan entered a new stage of high-speed 

growth beginning in 1955.96 

2.3.5 US military hegemony established through security treaties with East Asia 

The Korean War was the beginning of the Cold War in Asia.97 Its “impact on the course of 

international relations in East Asia was to establish the political fault lines in the region in 

the next two decades”.98 Through diplomatic and military ties, the US formed a Pacific 

alliance, providing allies with enormous economic and military assistance, especially during 

the first two decades of the Cold War (see Table 2-1). Moreover, alliance partners gained 

privileged access to the US market, laying the foundation for the emergence of the Newly 
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Industrialised Economies (NIEs) - South Korea, Singapore, Taiwan, and Hong Kong - in the 

early 1970s.99  

Table 2-1. American Military and Economic Assistance to Southeast Asia in $ millions (1946-1974) 

 Military Assistance Economic Assistance Total 

Burma 80.8 107.5 188.3 

Indochina (pre-1962) 716.9 825.6 1542.5 

Indonesia 177.3 1868.3 2045.6 

Khmer Republic 750.2 551.4 1301.6 

Laos 1459.2 878.2 2337.4 

Malaysia 29.6 107.3 136.9 

Philippines 707.1 1917.6 2624.7 

Singapore 20.9 34.7 55.6 

Thailand 1147.5 702.3 1849.8 

Vietnam 15219.9 6537.9 21757.8 

Total 20309.4 13530.8 33840.2 

Source: compiled from Bellows, Thomas J. "The United States and Southeast Asia”, World Affairs 137, no. 2 (1974), 
pp. 99-100, Table 1 & Table 2. 

 

2.3.6 Vietnam War boom for Japan and Southeast Asia  

In 1965, the Vietnam War brought another economic boom to Japan when it was used as a 

supply base for the US, earning $7b in war-related sales of goods and services.100 

Procurements stimulated Japan’s exports to the US, growing at an average annual rate of 

21% between 1965 and 1972.101 By opening its market, East Asian exports to the US 

increased dramatically. Taiwan’s share of exports increased by 16%, while South Korea’s 

accounted for 50% of its total.102 In addition, the region benefited from the injection of US 
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dollars in the form of economic and military aid. Richard Stubbs noted that Singapore, 

Taiwan and South Korea grew at double-digit rates annually between 1965 and 1973. 

Unlimited access to the US market for exports also brought economic benefit to Thailand, 

Malaysia, Indonesia, and the Philippines.103  

In 1967, in the midst of the Vietnam War, five Southeast Asian states - Indonesia, Malaysia, 

the Philippines, Singapore, and Thailand - announced the Bangkok Declaration on 8 August 

1967, marking the formation of the Association of Southeast Asian Nations (ASEAN). There 

are different interpretations of the role of ASEAN. Some scholars think that it formed the 

basis of a regional community of Southeast Asian states,104 while others see it as the 

political instrument of member states.105 Shaun Narine argued that ASEAN was neither a 

full-fledged economic institution nor clearly a security alliance.106 Given the regional security 

environment at the time, ASEAN was a product of the Cold War, with the purpose of 

ensuring the survival of its member states and managing the influence of the great powers 

on regional security.107 

2.3.7 The Nixon Shock and the decline of American economic hegemony  

The Vietnam War stimulated the economic growth of US allies in East Asia but accelerated 

its hegemonic decline. The US faced a dollar/gold crisis, triggered by long-term balance-of-
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payments deficits, which culminated in a record run on its gold reserves in 1968.108 To 

finance the costly Vietnam War, the Johnson government printed dollars instead of 

increasing taxes, resulting in spiralling inflation. Investors at home and abroad were rapidly 

losing confidence in an overvalued dollar, redeeming them for gold. Even the governments 

of Europe joined in because they were reluctant to subsidise war-induced inflation. The 

international monetary system, the pillar of the US-dominated economic order and US 

hegemony after World War II, was in a precarious situation.109 The quagmire of Vietnam 

buried Johnson’s career, and Nixon took power in 1969. He decided to scale down US 

involvement, known as the “Nixon Doctrine”.110 The President decided to withdraw troops 

from Vietnam gradually to attain “peace with honour”, and pursue a policy of détente, the 

relaxation of tensions with the Soviet Union, and normalisation of relations with China.111  

On the economic front, the Nixon administration was haunted by deteriorating balance-of-

payments deficits, and simultaneous inflation and unemployment, or stagflation.112 US gold 

reserves were drained because of a decline in faith in the dollar as the world’s reserve 

currency. By July 1971, the US Treasury could only cover less than half of the requests to 

exchange dollars for gold. Under these circumstances, Nixon decided to “close the gold 

window” and levy a 10% surcharge on most imports.113 This “Nixon shock” signalled the 
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demise of the Bretton Woods system,114 and marked the decline of US hegemony in East 

Asia. 

In 1968, the same year that the US suffered an economic crisis, Japan emerged as the 

second largest economy, and was on the verge of achieving what it had failed to do through 

military expansionism.115 Japan was on the path to “embrace East Asia” with its economic 

strength and distinctive “Asian model” of capitalist industrialisation.  

The first phase in the evolution of East Asia’s political economy was characterised by US 

hegemony during the Cold War. The triangular strategy helped consolidate containment of 

China. But the very success of this strategy laid the foundations for the later relative decline 

of the US as a result of the rise of the Japanese economy; the second phase in the evolution 

of the political economy of East Asia. 

2.4 East Asia in “Japan’s embrace” 1970s-1990s  

2.4.1 The post-war return to East Asia: Japan-Southeast Asian economic cooperation in 

the 1950s and 1960s  

The memory of Japanese wartime atrocities, cruelty and oppression lingered long, even 

though it was integrated by the US into the political economy of East Asia. Japan’s 

involvement was constantly viewed with suspicion and distrust.116 Its post-war engagement 
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was confined to aid, bilateral trade with and later investment in individual Southeast Asian 

economies.  

Japan’s re-engagement with the region restored economic ties as both a source for raw 

materials and market for manufactured goods, while the US provided security protection 

under the US-Japan alliance. Prime Minister Shigeru Yoshida 117  advocated economic 

diplomacy, which came to be known as the Yoshida Doctrine. Mark Beeson explains that the 

Doctrine “placed economic development at all costs, while simultaneously keeping a low 

diplomatic profile”.118 The key points were: first, economic rehabilitation must be the prime 

national goal, thus, political-economic cooperation with the US was essential; second, Japan 

would remain restricted in its rearmament and avoid involvement in international security; 

third, under US security protection, Japan would provide military bases for the US.119 

In the 1950s, Japan embarked on post-war economic cooperation with Southeast Asia 

through war reparations and economic aid, aimed at promoting trade and procuring 

resources.120 It settled $800m in reparations to the Philippines in 1956, concluded an 

agreement to provide $200m to Burma in 1954 and signed another agreement to provide 

Indonesia with $400m in loans in 1957. At the same time, Japan cancelled Indonesia’s 

$170m debt and paid $223m in war reparations.121 Anny Wong noted that even though the 

Philippines received the lion’s share of Japan’s payments, only $30m was paid out as cash 

for war widows and orphans, while $500m was in the form of grants and the rest as low-

interest commercial loans repayable over 20 years.122 As a large part of the reparations was 

dominated by commodity and service grants, Japan was developing markets for its exports, 
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while investments in the region were mainly in resource development, such as mining in 

Indonesia and the Philippines.123 

Re-entry to the region was made possible through Japan’s political and personal 

connections dating from well before the War, which gave its businesses an edge over 

competitors which were also keen to establish a presence in Southeast Asia’s emerging 

markets.124 Takashi Shiraishi observes that Japan’s economic activities were in the form of 

“export credits, tie commodity loans, plant exports, and long-term investment credits [that] 

were of direct and immediate benefit to Japanese business”, which also “benefited a variety 

of individual politicians and businessmen on both sides of the reparations and aid 

negotiations”.125 It moved to “an informal and soft form of economic regionalisation with 

other Asian countries”.126 Anny Wong argued that Japan’s economic policies tended to 

improve its image in Southeast Asia and increase diplomatic visibility.127  

During the 1960s, Japan asserted economic influence through trade, aid and investment. 

From 1960 to 1968, aid to Southeast Asia was largely commercially motivated as a means to 

promote exports, accounting for 28% and 56% of its total aid and aid to Asia respectively.128 

Investments were biased strongly towards developing strategic resources and 

infrastructure.129 Technical assistance was assigned a low priority.130  

During the 1960s, Japan began to raise its profile by involving itself in international and 

regional organisations. It joined the Development Assistance Committee in 1960 and 

became the first non-Western member of the Organisation of Economic Cooperation and 
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Development (OECD) in 1964. 131  In 1966, the Asian Development Bank (ADB) was 

established to facilitate regional development, with Japan as the largest contributor.132 Wan 

Ming argued that support for the ADB was consistent with Japan’s foreign policy which 

concentrated on economic growth, while relying on the US for military protection and 

political leadership.133  During 1966-1972, Japan contributed 22.6% of the ADB’s total 

ordinary capital resources and 59.6% of its total special fund, dwarfing US contributions of 

only $1.25m towards the special fund.134 A large share of ADB loans went to states with 

crucial trading ties with Japan, such as Indonesia, Malaysia, the Philippines, Thailand and 

South Korea. Moreover, Japan tied contributions to preferred sectors and regions, and 

procurement of Japanese goods and services.135 Its ADB policy not only showed increasing 

economic strength but also served as a sign that the Japanese government was expanding 

its role in Asian affairs through active economic diplomacy.136 However, control of the ADB 

also marred its image because Tokyo was viewed as an economic animal - pursuing benefits 

while neglecting the voices of Southeast Asian states.137 This sowed the seeds of resentment 

and, in combination with other factors, led to a shift in Japan’s policy towards Southeast 

Asia. 

Japan’s post-war re-engagement with East Asia took place mainly through economic 

diplomacy, while firmly under the US security umbrella. Relations with Southeast Asia were 

characterised by suspicion and distrust. In the 1950s and 1960s, Japan advanced its 

economic interests and quietly established a foothold via war reparations, aid and 

investment in form, but trade promotion and resource procurement in substance.  
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2.4.2 East Asia in “Japan’s embrace” (1970s-1990s)138  

Japan’s economic influence grew as it became the second largest economy in 1968. The late 

1960s and 1970s witnessed a number of changes in the regional and international 

environment, which had a significant impact on its economic development relations with 

East Asia. It readjusted itself to the new environment and moved towards comprehensive 

engagement, seeking to play a larger political role from the late 1970s. 

2.4.2.1 Japan as an economic model  

As discussed in section 2.3, Japan took advantage of its position as the most important US 

Cold War ally in East Asia to reconstruct through economic cooperation. After nearly two 

decades of high growth, Japan emerged as “Asia’s new giant”.139 In addition to US support, 

Japan’s success was attributed to good leadership by the government and bureaucracy, and 

a strong state incorporating the big conglomerates, the Keiretsu. Bridging state and business 

was a mechanism of “administrative guidance” in the form of industry policy and capital 

control via key “pilot agencies” such as the Ministry of International Trade and Industry and 

Ministry of Finance.140 Chalmers Johnson called this the “developmental state” and the 

linchpin of the post-war economic miracle. 

The Japanese model was emulated first by the three NIEs of South Korea, Singapore and 

Taiwan in the 1970s and then by the Southeast Asian Tigers, Indonesia, Malaysia and 

Thailand, during their 1980s catch-up industrialisation.141 Though adapted in different ways, 

its essential feature was the leading role of the state in setting and implementing national 
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goals for economic growth. Robert Wade argued that the “governed market”, as opposed to 

the free market, was decisive in the industrialisation in Taiwan.142 Alice Amsden argued that 

the late industrialisation of South Korea should be attributed to the government’s decision 

to intervene strongly rather than letting the economy follow the market.143 

For Southeast Asian governments, Japan’s model was a combination of “sensitive state 

planning with an insistence on at least limited market competition”, which fitted 

“democratic in form but oligarchic in substance” political systems.144 In 1974, the proposed 

formation of “Indonesia Incorporated”, in which close cooperation among politicians, 

bureaucrats and entrepreneurs would determine its economic future, was inspired by 

Japan.145 Malaysia’s “Look East Policy”, initiated by Mahathir Muhammad, learnt from 

Japan’s labour ethics, morale, and management capability, which he considered to be the 

secret of its success.146 Laos and Singapore’s respective “learn from Japan” campaigns 

reflected a desire to follow its development path.147 

2.4.2.2 Trade, investment and the Flying Geese model 

Japan’s economic impact on East Asia was manifested in regional production networks 

established by FDI, in which connected systems were based on a division of labour among 

firms across national borders with Japanese multinational corporations (MNCs) at the 

core.148 The Keiretsu-centred regional division of labour was described as the “Flying Geese 

Model”.149 T.J. Pempel argued that Japan was the “lead goose” in the model, followed by 
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other Asian geese “to replicate Japan’s development experiences and those of the other 

‘geese’ ahead of them in formation, moving steadily forward in their levels of manufacturing 

sophistication”.150 Trade-oriented FDI enabled textile and other labour-intensive industries 

to be transplanted first to the NIEs, then from the NIEs to the ASEAN economies when they 

matured and no longer possessed any competitive advantage.151 According to Kojima 

Kyoshi, the logic was that Japan would undertake FDI in any domestic industry that was 

becoming comparatively disadvantageous while having the potential of becoming 

comparatively advantageous in the host country. This “Japanese-type, trade-oriented FDI” 

was more complementary and profitable. 152  Japanese firms retained technological 

dominance through the networks.153 

The power of the networks, as Peter Katzenstein argued, was the dominant force in the 

emerging Japan-centred East Asian political economy.154 Its economic ascendancy during 

the 1960s, shown in 2.3, was guaranteed by the security alliance in the so-called “American 

imperium”,155 significantly helped along by serving as the Asian bulwark in the struggle 

against Communism. Japan kept its military spending as low as 1% of GDP, while having 

privileged access to the US market. 

 A hierarchical division of labour in East Asia had been established previously by Japan in the 

pre-war era, in the form of the colonial production networks of the Greater East Asian Co-

prosperity Sphere centred in Japan, Korea and Taiwan, and later Manchuria, where cheap 

labour and natural resources were exploited for imperial expansion.156 The Flying Geese 
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Model may be viewed as a continuation after the war of a Japanese-imposed labour 

hierarchy on East Asia. Japan’s post-war re-entry into East Asia took the form of wartime 

reparations in which the bulk of payments was tied to the purchase of Japanese goods and 

services for the purpose of opening these markets and building bilateral economic links. East 

Asia was principally a source of raw materials as well as a market for manufactured goods. 

Table 2-2. Japanese Manufacturing FDI in Asia by Major Host Country in $ millions (1981-1990) 

 1981-82 1983-84 1985-86 1987 1988 1989 1990 

Hong Kong 30 19 66 108 85 116 114 

Singapore 323 342 198 268 179 678 270 

Korea 59 69 178 247 254 257 147 

Taiwan 96 130 385 339 303 360 513 

China 8 22 46 30 203 206 161 

Thailand 99 118 112 210 625 784 714 

Malaysia 77 227 97 148 346 471 592 

Indonesia 476 268 93 295 298 167 536 

Philippines 55 20 57 -- -- -- -- 

Asia Total 1230 1258 1265 2370 2370 3220 3053 

Source: Pempel, T. J. “Transpacific Torii: Japan and the Emerging Asian Regionalism.” In Network Power: Japan and 
Asia, edited by Peter J. Katzenstein and Takashi Shiraishi, Ithaca: Cornell University Press, 1996, p. 60, Table 1-1. 

Japan’s manufacturing industry migrated to Southeast Asia, building production 

networks.157 It is estimated that 64% of Japanese FDI and about 40% of overseas investment 

in manufacturing, which surged during the second half of the 1960, went to Indonesia, 

Malaysia, the Philippines, Singapore and Thailand between 1951 and 1969.158 FDI in East 

Asia expanded dramatically again in the 1980s, in particular after the 1985 Plaza Accord 

which led to a sharp appreciation in the value of the yen.159 Japanese investment increased 
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nearly sevenfold from $1.19b in 1980 to $8.24b in 1989,160 (see Table 2-2) and establishing 

what Kozo Yamamura and Walter Hatch described as “Asia in Japan’s embrace”. 161 

Integrated Asia was highly dependent on Japan as the economic powerhouse at its centre, 

making complete the transition from the era of US hegemony to the second phase in the 

history of the post-war East Asian political economy.  

2.4.2.3 Japan’s pursuit of a greater political role in East Asia: the Fukuda Doctrine 

Japan faced a series of political and economic challenges in the early 1970s in the wake of a 

changing regional and international environment. Post-war economic development was 

largely guaranteed by an uninterrupted supply of resources and energy, mostly from 

Southeast Asia, and an undervalued yen which increased the competitiveness of Japanese 

exports.162 Economic development was also facilitated by an open international economic 

system and US nuclear protection.163 But this favourable international environment was 

shaken by “three shocks”: the two “Nixon shocks” of 1971 and the oil shock of 1973. 

First, as mentioned in section 2.3.7, confronted with economic problems and the quagmire 

of Vietnam, the US decided to disengage by enunciating the Nixon Doctrine in 1969, as a 

result of realising, in Kissinger’s words, “the limits of vast US power”.164 The implications of 

the doctrine, as Nakanishi Hiroshi pointed out, were that Japan needed to take primary 

responsibility for its own defence, and that it was expected by the US to make greater 

contributions to regional security in terms of sharing the defence burden with the US.165 In 

1971, Nixon declared the end of the convertibility of the dollar to gold, resulting in an 
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appreciation in the value of the yen against the US dollar which reduced Japanese 

competitiveness in international markets.166 

Second, Japan was shocked by the unexpected US-China rapprochement following 

Kissinger’s visit to China in 1971, which paved the way for Nixon’s normalisation of Sino-US 

relations in 1972.167 Though Japan viewed normalisation as a necessary step in working out 

the so-called “China problem”, which had been left unresolved since 1945, Nixon’s decision 

to act without giving Japan more than a few hours notice was greeted with dismay.168 It 

responded by normalising relations with China in 1972.169  

Third, the oil crisis in 1973 greatly affected Japan’s highly oil-import-dependent economy 

and raised awareness of its vulnerability to external shocks. Japan’s economic and national 

security interests could not be guaranteed solely by the US, but rather by regional 

cooperation, in which Japan played a more active role via economic means.170 The US 

withdrawal from Vietnam and communist victory in 1975 left a power vacuum. Japan was 

expected to play a more active role in East Asia.171  

Japan was shocked by anti-Japanese sentiments among ASEAN members. As Sueo Sudo 

pointed out, a growing fear of and resistance to Japan’s economic dominance resulted in a 

boycott of Japanese goods in Thailand in 1972, and in Malaysia’s criticism of Japanese 

production and export of synthetic rubber.172 Anti-Japanese demonstrations took place 

through much of the region when Prime Minister Tanaka visited Southeast Asia in 1974, 
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escalating into violence known as the “Tanaka riots” in Bangkok and Jakarta.173 According to 

Kinju Atarashi, anti-Japanese sentiment was awakened by its tendency to pursue economic 

interests while neglecting to cultivate mutual trust and understanding.174  

ASEAN was becoming a fully-fledged regional actor, exemplified by the first Leaders’ Summit 

in 1976.175 Two important agreements, the Treaty of Amity and Cooperation in Southeast 

Asia (TAC)176 and the Declaration of ASEAN Concord (Bali Concord I),177 emphasised the 

fundamental goal of enhancing solidarity by strengthening political and economic 

cooperation. ASEAN turned to Japan, which had been a prominent economic presence in 

the region.178 Sueo Sudo argued that “Japan was the country of last resort, as neither the 

United States nor China was ready, or willing, to keep Southeast Asia in order”.179 

Confronted by the changing international and regional environment, Japan embarked on a 

new Asian policy, the so-called “Fukuda Doctrine”. 

It was a departure from Japan’s traditional economic diplomacy, aiming at a larger political 

role in the region. Prime Minister Fukuda, articulating its main points in a speech during his 

trip to Southeast Asia in 1977, reassured ASEAN leaders that Japan had no intention of 

becoming a military power, only of playing the role of an economic power. He stressed that 

Japan would establish “heart-to-heart relations” with ASEAN to increase mutual confidence 

and trust and would be an equal partner and close social, political and economic friend.180 
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These principles were aimed at reducing anti-Japanese sentiment at a time when it had lost 

the previously strong support of the US. 

By more active cooperation with ASEAN, Japan hoped to reverse its post-war image of being 

an “economic animal” interested solely in markets and profits.181 Furthermore, it sought to 

exert political influence more commensurate with its economic status. Thus, Japan-ASEAN 

relations entered a new stage. A Japan-ASEAN Forum was established in 1977 before the 

announcement of the Fukuda Doctrine, formalising the Japan-ASEAN dialogue 

partnership.182 Later that year, in his trip to Southeast Asia, Fukuda agreed to provide $1b in 

loans for ASEAN industrial projects183 and promised to double Japan’s ODA within five fiscal 

years (1977-1982).184 After the Fukuda assistance packages, a succession of larger and 

impressive aid packages followed, as shown in Table 2-3.  

Table 2-3. Japan’s Bilateral ODA to ASEAN in $ millions. 

 1980 1983 1985 1986 1988 1989 

ASEAN Total 
Amount 

 
703 

 
725.8 

 
800 

 
914 

 
1920 

 
2132 

ASEAN’s share of 
Japan’s ODA 

 
35.9 

 
30 

 
31.3 

 
23.8 

 
29.9 

 
31.5 

Asia’s share of 
Japan’s ODA 

 
70.5 

 
66.5 

 
67.7 

 
64.8 

 
62.8 

 
62.5 

Source: compiled from different sources. See Sudo, Sueo. "Japan's role in the context of the emerging 
Asia-Pacific world." Southeast Asian Affairs (1989), p. 55, Table 1; Cronin, Richard P. "Changing dynamics 
of Japan’s interaction with Southeast Asia." Southeast Asian Affairs (1991), p. 53, Table 2; Alagappa, 
Muthiah. "Japan's Political and Security Role in the Asia-Pacific Region." Contemporary Southeast Asia 10, 
no. 1 (1988), p. 47, Table 6. 

The changing situation in Southeast Asia in the 1970s and 1980s saw Japan play a more 

active role in ASEAN’s political affairs, which was underscored by involvement in the 

Cambodian conflict.185 As a new policy initiative, the main contribution of the Fukuda 
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Doctrine was to further Japan’s status as a mediator between ASEAN and Indochina by 

seeking to stabilise regional order. Though this initiative did not proceed further, due to 

Vietnam’s invasion of Cambodia in 1978, Japan continued strong support for resolving the 

Crisis by aligning itself with ASEAN’s Cambodian policy. Japan suspended an economic 

assistance program to Hanoi, and voted for annual ASEAN-sponsored resolutions presented 

to the United Nations calling on Vietnam to withdraw from Cambodia after 1979.186  

While attending the Third ASEAN Summit in 1987, Prime Minister Takeshita underscored 

three areas for establishing a new partnership, which became an integral part of its global 

diplomacy under the slogan “Japan contributing to the world”.187 As the only ASEAN 

dialogue partner to be invited to the ASEAN Summit, Takeshita’s attendance highlighted the 

growing importance of ASEAN-Japan relations.188 A $2b ASEAN-Japan Development Fund 

was created to promote the establishment of joint business ventures.189 Resolving the 

Cambodian conflict was enunciated by Takeshita as one of the three most important policy 

challenges.190  

2.5 Conclusion 

Whereas China was, for many centuries, the dominant state in East Asia, both economically 

and politically, it lost its central position due to Western imperialism in the 19th century, and 

was later humiliated further when occupied by Japan. The “century of humiliation” saw 

China cede territoriality to Western powers. The effects of this loss, as I show in later 

chapters, are discerned in the views and pronouncements of China’s political leaders and 

academics. Relations with Japan, in particular, were linked inextricably to war-time 

experiences. In addition, Chinese efforts to reclaim territories lost during the “century of 

humiliation” were a means to restore national integrity.  
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After the Second World War, the US became the hegemonic power in East Asia by forming 

anti-Communist bilateral security alliances and a triangular strategy involving Japan and 

Southeast Asia. Japan’s economic reconstruction as a bulwark against China was eventually 

so successful that in the 1970s it took over from the US as the dominant regional economic 

power.  

During the period of US hegemony and later Japanese economic dominance, China’s links 

with East Asia were relatively limited, especially when compared with its heyday as the 

centre of gravity during the Ming and Qing dynasties. Economic development had also 

stagnated. In the 1980s, however, the Chinese government led by Deng Xiaoping unveiled a 

far-ranging set of reforms that would put into motion China’s return to East Asia. These 

reforms are the subject of the next chapter. 
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3 The path to resurgence: China’s economic reforms since 1978 

This chapter outlines the key reforms that resulted in China becoming a major economic 

force in East Asia by 2011. In contrast to the grand yet doomed Maoist plans for China’s 

development in the 1950s and 1960s, Deng Xiaoping embarked on a strategy of incremental 

rural, urban and financial reform, which over the course of some 20 years allowed China to 

rejoin the world and regional economies. Section 3.1 sketches the state of China’s economy 

before reform, and the course of China’s modernisation under Deng. A review of China’s 

actions during the Asian Financial Crisis of 1997/8 in Section 3.2 is important in setting up 

the discussion in Chapter 4 that focuses on how China was able to forge closer political links 

with its neighbours in Southeast Asia, as it will be my contention that China’s seizure of the 

opportunity provided by the Crisis to demonstrate goodwill and provide assistance was 

pivotal in the eventual reshaping of East Asian regionalism. China’s further development 

after the Asian Financial Crisis (AFC) was marked by continued reforms, and importantly by 

accession to the World Trade Organisation in 2001. These events are discussed in Section 

3.3. 

3.1 “Crossing the river by feeling the stones” – China from the Mao era to 

twenty years of economic reform 

3.1.1 Background: China’s economic development 1949-1978 

After the Communist Party came to power in 1949, Mao’s revolutionary ideology took China 

on a misguided path to modernity, socialising the means of production and pursuing 

economic autarky through self-reliance.1 In the late 1950s the Great Leap Forward was 

aimed at overtaking advanced western economies and the Soviet Union, but plunged China 

into a deep economic depression and widespread famine.2 
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In 1964, Mao introduced the Four Modernisations, referring to industry (gongye 

xiandaihua), agriculture (nongye xiandaihua), national defence (guofang xiandaihua) and 

science and technology (kexue jishu xiandaihua). The aim was to make China a strong 

country in a “not too long period of time”,3 but Mao proceeded to launch the decade-long 

Cultural Revolution from the mid-1960s, which was a catastrophe for Chinese society4 that 

tarnished his image as a “great leader”. The Chinese refer to 1966-76 as the “decade of 

chaos” (shinian dongluan). 5 The “Four Modernisations” were going nowhere when Mao 

died and the Cultural Revolution was brought to an end in 1976.6 At the time of his death, 

China faced chronic economic problems resulting from inefficiencies inherent in a Soviet-

style centrally planned economy, and an acute political crisis that threatened the stability of 

the regime itself due to the appalling political purges of the Cultural Revolution.7 These 

internal problems were powerful forces for change as the country entered the post-Mao era 

at the end of 1976. 

 The pressure for change was also intensified by unfavourable comparisons between China’s 

economic performance and that of the rest of East Asia. Japan, reconstructing its economy 

from the ruins of World War II, became the second-largest economy in 1968 after the 

United States.8 The East Asian NIEs of Taiwan, Hong Kong, Singapore and South Korea kicked 

                                                                                                                                                                                     
 http://sosc.ust.hk/faculty/detail/jk/2003_The_Causes_of_China's_Great_Leap_Famine_1959-1961.pdf. 
Accessed 30/05/2010; Johnson, D. Gale. "China’s Great Famine: Introductory Remarks." China Economic 
Review, no. 9 (1998), pp. 103–09; Chang, Gene H., and G. James Wen. "Communal Dining and the Chinese 
Famine of 1958-1961." Economic Development and Cultural Change, no. 46 (1997), pp. 1–34; Lin, Justin Y., and 
Dennis T. Yang. "Food Availability, Entitlements and the Chinese Famine of 1959-61." Economic Journal, no. 
110 (2000), pp. 136–58. 
3
 "Report on the Work of the Government by Premier Zhou Enlai at the First Session of the 3rd National 

People’s Congress." (December 1964),  
http://www.people.com.cn/item/lianghui/zlhb/rd/3jie/newfiles/a1030.html. Accessed 29/11/2010.  
4
 Riskin, Carl. China's Political Economy: The Quest for Development since 1949. New York: Oxford University 

Press, 1987, pp. 114-45, pp. 184-200. 
5
 Harry Harding wrote that, “a few years after Mao’s death, Chen Yun, one of China’s leading economic 

planners, allegedly told a national party work conference: ‘Had Chairman Mao died in 1956, there would have 
been no doubt that he was a great leader of the Chinese people….Had he died in 1966, his meritorious 
achievements would have been somewhat tarnished. However, his achievements were still good. Since he 
actually died in 1976, there is nothing we can do about it.” See Harding, Harry. China's Second Revolution: 
Reform after Mao, pp. 29-30. 
6
 Riskin, Carl. China's Political Economy: The Quest for Development since 1949. New York: Oxford University 

Press, 1987, pp. 185-200. 
7
 Lin, Yi-min. "Economic Institutional Change in Post-Mao China: Reflections on the Triggering, Orienting, and 

Sustaining Mechanism." In China's Developmental Miracle: Origins, Transformations, and Challenges, edited by 
Alvin Y. So, London: M.E. Sharpe, 2003, pp. 29-57. 
8
 For Japan’s post-war economic expansion, see Allen, G. C. A Short Economic History of Modern Japan, 1867-

1937: With a Supplementary Chapter on Economic Recovery and Expansion, 1945-1970. 3rd revised ed. 

http://sosc.ust.hk/faculty/detail/jk/2003_The_Causes_of_China's_Great_Leap_Famine_1959-1961.pdf
http://www.people.com.cn/item/lianghui/zlhb/rd/3jie/newfiles/a1030.html


61 

 

off their catch-up development through export-oriented industrialisation (EOI) under 

Japan’s economic leadership.9 While China’s rate of economic growth from 1965 to 1973 

averaged 7.4% per annum, the economies of Japan (9.8%), Hong Kong (7.9%), Taiwan 

(10.3%), Singapore (13%) and South Korea (10%) experienced higher growth rates.10  

China’s internal problems and external conditions combined to generate a “perception of 

crisis” within the ruling Communist Party which forced change.11 China commenced what 

Harry Harding described as its “second revolution”, beginning with agricultural reform and 

reform of the foreign trade system.12  

At the Third Plenum of the Eleventh Central Committee of the Communist Party in 

December 1978, Deng Xiaoping introduced a new “gradualist” approach to economic 

reform. It was without any clear blueprint and guided instead by the principle of improving 

productivity and efficiency.13 Deng argued that efficiency would improve only if workers had 

incentives related to profit. High productivity stimulated by higher returns for workers 

would eventually increase efficiency. The reforms were incremental, starting on a small then 
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moving to a much larger scale.14 It was, as Naughton described it, “growing out of the 

plan”.15  

Deng Xiaoping described this approach as “crossing the river by feeling the stones”. The 

transition from a centrally planned, state-owned economy to a market economy “with 

Chinese characteristics” was a turning point in China’s “long march” to modernity.16  

3.1.2 China’s economic reform 

The first twenty years of reform after 1978 transformed China from a Soviet-style, highly 

centralised planned economy into a “socialist market economy”.17 Another metaphor used 

by Deng Xiaoping compared the path of reform with the mission of Guan Yu, a fictional 

figure from the Chinese classics. He had to cross five passes and cut down six generals 

(guowuguan zhanliujiang) to achieve his noble objective.18 Deng Xiaoping’s objective was 

comprehensive reform in agriculture, state-owned enterprises (SOEs), banking and finance, 

the foreign trade system, as will be discussed below, and integrating the economy into the 

world economy,19 which paved the way for what Jiang Zemin called China’s third “great 
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transformation”.20 Remarkable success was achieved in terms of high economic growth, 

liberalisation and expansion of foreign trade, and acquisition of capital for economic 

development. 

3.1.2.1 Rural reform  

With lessons learnt from earlier false starts, China’s march along the path to modernisation, 

from a position as a predominantly agricultural economy after the Cultural Revolution, was 

guided by the policy of opening-up (gaige kaifang)21 and reforms which began in agriculture, 

where more than 80% of China’s population lived and worked. People’s communes were 

replaced gradually with various forms of household responsibility systems in 1979, signifying 

a fundamental change from collective to family-based operations on “contracted” land, 

which remained under state ownership.22 The new system “cast off the shackles” of the 

planned economy, promoting significant agricultural development and an unprecedented 

consumer boom on the back of increases in cash incomes during the first years of reform. 

According to Justin Y. Lin, the total contribution of various reform measures to the growth 

of rural output (1978-1984) was 48.64%, of which the household responsibility system 

contributed 46.89%.23 Between 1978 and 1984, grain output increased 5% annually. In 1996, 

grain production was 65% higher than 1978.24 Peasant incomes witnessed a twelve-fold 

increase over the decade after 1978 as a result of a combination of increased grain output 

and price increases instituted by the state.25  
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A spill-over effect from rural reforms was the emergence of town and village enterprises 

(TVEs), which absorbed surplus rural labour in non-agricultural industries. By 1995 more 

than 20 million TVEs provided jobs for about 128 million rural employees.26 Rural reforms 

also brought millions of people out of poverty, and released an abundant supply of rural 

labour which later flooded into the labour pool for China’s competitive export industries 

along the eastern seaboard. Production from rural industries contributed a considerable 

share of national industrial production, accounting for 37% of total industrial output in 

1998.27 TVEs gradually became one of the major players in the Chinese economy. 

3.1.2.2 Urban reform  

The focus of economic reform shifted from rural to urban areas in 1984 with restructuring 

and later reform of SOEs.28 The rationale behind this was that the state sector dominated 

the Chinese economy in terms of production and urban employment, so that the smooth 

transformation of SOEs would be crucial for the success of reform. SOE reform in the 

following two decades proved to be far more complicated and politically divisive than 

agricultural reform.29  

In the pre-reform planned economy, both state and collective enterprises were owned and 

controlled by the central and provincial levels of government through the planning system, 

which determined quantitative outputs, subsidies and prices. SOEs were “workshops of the 

state economy” rather than independent enterprises.30 During the 15 years after 1979, the 

theme of SOE reform was power-delegation and profit-sharing (fangquan rangli).31 Neither 

the household responsibility system nor the land contract system, the use of which was 

encouraged by the success of rural reforms, achieved the objective of expanding enterprise 

autonomy and turning SOEs into efficient enterprises.32 According to Wu Jinglian, a well-

known Chinese economist, SOE reform at this stage made little progress mainly because 
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their basic institutional framework remained unchanged. Wu concluded that a corporate 

governance mechanism should have been in place, instead of the contract responsibility 

system.33  

During the first 15 years of reform, the official ideology was one of “combining plan and 

market together (jihua yu shichang bingcun)”.34 In the early 1990s, the mind-set of the 

leadership began to change. After Deng Xiaoping’s famous “Southern tour” (nanxun) to 

mobilise support for further and more radical reform in 1992,35 the major task was “to 

establish a socialist market economy” (jianli shehuizhuyi shichang jingji), which was 

promulgated by the 3rd Plenum of the 14th Party Congress in 1993.36 The 3rd Plenum 

contended that the public-ownership-dominated, modern enterprise institution, 

characterised by “clearly defined property rights, clear division of autonomy and 

responsibility, separation of administrative function from enterprise decision, and scientific 

management”, constituted the foundation of the socialist market.37 This decision marked a 

shift in the strategy of SOE reform from power-delegating and profit-sharing to institutional 

innovation, allowing diverse forms of ownership to develop.38 However, as Perkins argued, 

at no time did the leadership think of introducing a full-fledged market system.39 

A new SOE reform strategy, characterised as “emphasising the big and liberalising the small” 

(zhuada fangxiao), was implemented after its confirmation at the 15th Party Congress in 

1997.40 Government policy attempted to restructure large SOEs through adopting principles 

from modern Western enterprises, with a shareholding system as the dominant form, and 

privatising small and medium-sized SOEs through merging, selling, auctioning and 
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bankruptcy.41 The major ideological breakthrough at the 15th Party Congress was the 

principle that “non-public ownership is an important component of the socialist market 

economy”, thereby paving the way for non-state SOE reform.42  

According to Wu, the development of the non-state sector from “supplementary 

component” to “major contributor” (zhuti) is the “greatest success of China’s economic 

reform”, in terms of stability and sources of technological innovation.43 The main non-state 

sector players were TVEs and rural private enterprises, and foreign invested companies.44 

The emergence of a non-state sector can be attributed to China’s opening up to foreign 

investment, trade and technology. This policy, which was designed in parallel with economic 

reform, will be discussed in Section 3.1.3.  

Fiscal reforms began in 1980 with what was called the “fiscal responsibility system”. It 

allowed local governments to share revenues with the central government.45 In addition, as 

mentioned above, rural reform released surplus labour from the agricultural sector, 

guaranteeing a sufficient labour force for the expansion of the non-state sector. 

Spurred by a flexible environment and preferential policies designed for opening-up, TVEs in 

coastal regions centred on Guangdong, Fujian, Zhejiang and Jiangsu Provinces developed 

rapidly.46 This trend accelerated after 1998 with “liberalising the small”, where the state no 

longer propped up failing small enterprises. This was designed to diversify the enterprise 

ownership structure. In 1998, the non-state sector comprised 31% of total investment and 
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49% of employment, increasing to 42.8% and 66.6% respectively by 2002. The non-state 

sector was driving economic growth.47  

3.1.2.3 Financial reform 

Reconstructing the financial system was a key component of China’s transition from a 

planned to market economy. It was understood that a well-functioning financial sector 

contributed to capital accumulation and technological innovation, and thus the rate of 

economic growth.48 As pre-reform SOEs were just “working teams of the State Sector”, 

which were financed by appropriations and bank loans, SOE reform was linked significantly 

to the reform of the financial sector,49 which was small and primitive because funds were 

distributed mainly via state plans, largely as allocations or subsidies, rather than commercial 

loans. Household savings held by banks were limited, making financial mediation 

unnecessary.50  

The People’s Bank of China (PBC) was the only state bank before reform to exercise the 

functions of both a central and commercial bank, creating a so-called Soviet-style “mono-

bank system”.51 Other banks such as the Agricultural Bank of China (ABC), Bank of China 

(BOC) and The Construction Bank of China (CBC) operated either as part of the PBC52 or the 

Ministry of Finance. Even Rural Credit Cooperatives were branches of the PBC.53  

Finance sector reforms initially focused on the breakup of the mono-bank system by 

creating four specialised banks out of the PBC.54 The ABC was restored in 1979 to specialise 

in rural banking, reflecting, as Lardy argued, the priority which was assigned to agriculture in 

the initial stage of economic reform.55 The BOC was separated from the PBC in the same 
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year to take charge of foreign exchange business. The restored CBC specialised in financing 

investment in fixed assets. The PBC’s savings and loans business was transferred to the 

Industrial and Commercial Bank of China (ICBC), established in 1983, after which the PBC 

functioned mainly as the central bank.56  

After a decade of financial reform, the banking system fell far short of the requirements of a 

market economy. The problems were that the PBC, which was still heavily influenced by the 

state, was ill-functioning as a central bank, and specialised bank lending was subjected to 

the requirements of government policy loans. Finance was directed to the stated-owned 

sector instead of on a commercial basis, resulting in huge non-performing loans (NPLs).57 

After 1994, the move to deepen banking reform to make it more compatible with the needs 

of a market economy included the establishment of a central bank and financial supervision 

system,58 reform of commercial banks and other financial institutions, and foreign exchange 

control.59  

Although some progress was made in banking reform over two decades, the financial sector 

was far from sophisticated compared with the western financial system. In Lardy’s view, 

reform was only half-complete.60 The currency was not convertible, and the capital account 

remained closed. It was, paradoxically, the underdeveloped nature of China’s banking 

system that helped China during the AFC.61 In its wake, more comprehensive financial 

reform was undertaken, which is discussed in the next section. 
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3.1.3 China’s opening up to the world  

Economic reform was accompanied by greater openness to, and a wider range of linkages 

with, the global economy. The aim of opening to the outside world, as Deng Xiaoping said, 

was to attract foreign investment, capital and technology, because “China cannot rebuild 

itself behind closed doors and develop in isolation from the rest of the world”.62 He pointed 

out that its backwardness since the Western industrial revolution contributed to Mao’s 

closed-door policy and impeded economic development.63 Deng argued that, “if we isolate 

ourselves and close our doors again, it will be absolutely impossible for us to approach the 

level of the developed countries in 50 years”.64  

3.1.3.1 The role of Japan during China’s early economic development  

Following Liberation in 1949, Japan was prohibited by the US from trading with China.65 

While Japan enjoyed high economic growth in the 1960s, China was “trapped” in the Great 

Leap Forward and the decade-long Cultural Revolution, though some limited and unofficial 

trade took place with private Japanese enterprises. Official Sino-Japanese economic 

relations resumed only during the late 1970s after which Japan became a significant source 

of trade, loans, investment and technology. 

During the mid-1980s China incorporated itself into the Japanese regional economic 

network.66  Exports to Japan were mainly raw materials such as crude oil and coal. 

Subsequently, the principal exports were labour-intensive manufactured goods such as 

textiles, apparel and growing quantities of low value-added manufactured goods, in parallel 
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with an increasing share of manufactured products in total exports, which jumped from 49% 

in 1980 to 82% in 1993.67 Table 3-1 shows the dramatic increase in bilateral trade.  

Table 3-1. Japan-China Foreign Trade in $ millions (1950-1993)  

Years Chinese Imports Chinese Exports Total trade 

1950-52 8.7 25.3 34 

1953-57 36.0 63.1 99.1 

1958-60 19.0 31.3 50.4 

1961-64 67.6 77.2 144.9 

1965-69 312.5 250.9 564.7 

1970-74 956.0 669.4 1625.4 

1975-79 2521.4 1886.8 4408.2 

1980-84 5162.7 5214.6 10365.2 

1985-89 9715.1 8108.2 17823.3 

1990-93 10986.2 15946.7 26932.9 

Sources: Chae-Jin Lee, China and Japan, New Economic Diplomacy, p. 4, p. 8; JETRO China Newsletter, 
November-December, 1988, p. 8, p. 106; JETRO China Newsletter, September-October, 1993, p. 21. Cited 
in Selden, Mark. "China, Japan and the Regional Political Economy of East Asia, 1945-1995." In Network 
Power: Japan and Asia, edited by Peter J. Katzenstein and Takashi Shiraishi, Ithaca: Cornell University 
Press, 1996, p. 316. 

Japan’s ODA to China was more than $9b between 1979 and 1995 (see Table 3-2), while FDI 

inflows witnessed a twenty-fold increase within a decade, increasing from $8m in the early 

1980s to $161m in 1990. Japanese FDI was one of the major sources of non-overseas 

Chinese foreign investment, accounting for 8% of the total during 1979-90.68 

Economic links are explored further in Chapter 6. Suffice it to say here that while Japan’s 

trade, aid, investment played an important role during the early stages of economic reform, 

the Overseas Chinese Business Sphere centred on “Greater China” quickly became a major 
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player in regional economic integration from the early 1990s. The “Greater China network” 

replaced Japan as the regional economy’s main driving force after the AFC. The origins and 

impact of this network are discussed in the following two sections. 

Table 3-2. Japan’s ODA to China in $ millions (1979-1995) 

Year 1979 1980 1981 1982 1983 1984 1985 1986 

Total ODA 2.6 4.3 27.7 368.8 350.2 389.4 387.9 497.0 

Year 1987 1988 1989 1990 1991 1992 1993 1995 

Total ODA 553.1 673.7 832.2 723.0 585.3 1050.6 1350.7 1380.2 

Note: Total ODA includes total bilateral grants, grant assistance, technical assistance and bilateral ODA loans. 
Sources: Ministry of Foreign Affairs, Japan’s ODA, various issues. Quoted in Yamamoto, Hiromi. "Sino-
Japanese Economic Relations and Their Implications for Sino-American Relations." In The Political Economy of 
Sino-American Relations: A Greater China Perspective, edited by Y. Y. Kueh, Hong Kong: Hong Kong University 
Press, 1997, p. 214; 1995 figure is from Ministry of Foreign Affairs of Japan. "Economic Cooperation Program 
for China." (October 2001), http://www.mofa.go.jp/policy/oda/region/e_asia/china-2.html. Accessed 
28/02/2008. 
 

3.1.3.2 The coastal development strategy  

The opening-up strategy centred on China’s coastal regions. Four experimental Special 

Economic Zones (SEZs) in 1980 69 were a testing ground during its early stages. By offering 

preferential policies to foreign-invested companies,70 the SEZs attracted foreign capital, 

technology and management, creating a micro-climate for a market economy. Equally 

importantly, southern coastal provinces were the ancestral homes of the overseas Chinese 

scattered across Southeast Asia and beyond. Geographic proximity and cultural linkages 

conferred great advantages attracting overseas investment especially from and through 

Hong Kong.71 A further 14 coastal cities and 5 regions were opened from 1984 to 1988, 72 
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forming a cluster of coastal industrial cities with external linkages to the Overseas Chinese 

Business Sphere.73 

 The coastal development strategy was successful in terms of attracting FDI and promoting 

the development of export-oriented industries. By 1990, China’s real FDI was $3.5b 

compared with $900m in 1983. The volume of exports surged to $62b from $9.8b in 1978.74 

After 1992, a comprehensive opening-up “four-along strategy” (siyang zhanlue) covered 

inland regions where vast territories and abundant natural resources could be exploited.75 

During this period, trade increased threefold, from $115b in 1990 to $324b in 1998 (see 

Table 3-4). 

The coastal development and “four-along” strategies had a positive impact, on advancing 

the market economy76 and as the engine of high growth. The population of the 14 coastal 

cities in 1984 was 7.7% of the population, yet their industrial output was 23.1% of national 

production.77 Moreover, rapid development of the coastal areas generated a “spill-over” 

effect, helping development of the central and western areas. The annual increase in per 

capita income of China’s eastern, central and western areas from 1952 to 1978 was 4.63%, 

2.92% and 3.53% respectively; in the period 1978-1992 it was 8.28%, 6.73% and 7.1%.78  

3.1.3.3 Foreign direct investment and the emergence of “Southern China” 

The national economy was integrated into the regional economy through the “invisible 

linkage” between ethnic Chinese throughout Southeast Asia and Southern China, which 

consists of the Pearl River Delta, Hong Kong and Taiwan. It is also referred to as “Greater 
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China”79 and played a leading role in East Asian regionalisation after the end of Cold War,80 

weaving Chinese and Southeast Asian societies and economies together through trade and 

investment.81 In the initial stages, foreign investment in the form of contractual joint 

ventures was confined to designated SEZs then later extended to the Pearl River Delta, 

where cheap land and labour were abundant, and preferential policies were applied to joint 

enterprises. After 1993, China was the largest recipient of FDI among developing economies 

(see Table 3-3).  

Wang Hongying noted that informal personal relationships based on guanxi (personal 

connections) greatly facilitated FDI.82 The transnational Chinese economy, based on the 

trade-investment nexus, expanded to border regions, forging wider regional economic 

linkages83 and paving the way for its involvement in East Asian regionalism. 

FDI during the early years of reform came mainly from or via Hong Kong and Taiwan,84 

which had began a process of “catch-up industrialisation” during the early 1970s. By the 

mid-1980s they lost their major competitive advantages, such as cheap land and labour, 

reducing the profitability of labour-intensive industries. New outlets were sought for 

manufacturing production and relocated to lower-cost bases. The “opening-up” policy and 

SEZs came at an appropriate time, providing investors from Hong Kong and Taiwan with a 

convenient and cost-effective location for diversification and rationalisation of their 

manufacturing production.85 
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Table 3-3. Foreign Direct Investment in China in $ billions (1979-2002) 

Year Real FDI % increase from 
previous year  

1979-1982 1.77 -- 

1983 0.92 -- 

1984 1.42 54.9 

1985 1.96 37.8 

1986 2.24 14.7 

1987 2.31 3.1 

1988 3.19 38.0 

1989 3.39 6.2 

1990 3.49 2.8 

1991 4.37 25.2 

1992 11.01 152.1 

1993 27.52 150.0 

1994 33.77 22.7 

1995 37.52 11.1 

1996 41.73 11.2 

1997 45.26 8.5 

1998 45.46 0.5 

1999 40.32 -11.3 

2000 40.72 1.0 

2001 46.88 15.1 

2002 52.74 12.5 

Source: the statistics of China’s Customs, available at China’s Ministry of Commerce 
website, http://www.mofcom.gov.cn.  

This “China circle”, as Peng Dajin described it, was a sub-regional economic zone linking 

manufacturing production bases in the Pearl River Delta with overseas investors, largely 
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Chinese business networks, and providing support services such as product design, 

marketing promotion and distribution channels.86 In the second half of the 1980s, Southern 

China accounted for 49% of inward FDI, reaching 53% in 1990. FDI remained around 40% 

during the first half of 1990s, 87while Southern China’s average share was one-third of the 

national total. The average share of trade was more than 45% of total trade between 1992 

and 1999.88  

The regional dynamics of the “Southern China” business networks was noted by Sueo 

Kojima in 1994. He pointed out that “…the ‘Chinese’ economy of China, Hong Kong and 

Taiwan has made tremendous strides in recent years and has replaced Japan as the major 

player in the Asian economy”.89 According to the GATT Secretariat, the combined exports 

and imports of China, Hong Kong, and Taiwan surpassed the total trade of Japan for the first 

time in 1993. 90  Japanese production networks led by business conglomerates were 

relatively production-driven, closed and rigid,91 compared with Chinese business networks 

dominated by small and medium enterprises, and consumption-driven, open and flexible.92 

Chinese networks not only outperformed Japan in the 1990s but, more significantly, they 

helped China, Hong Kong, Taiwan and Singapore survive the 1997/8 AFC.93  

With the relative decline of the flying geese model and a Japan-centred regional political 

economy, the Greater China networks became a driving force for East Asian economic 
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integration.94 The hierarchical regional division of labour during the era of Japan’s economic 

dominance was transformed, becoming more complex. As Macintyre and Naughton pointed 

out, Greater China not only served as a labour-intensive production base but also gained 

technological competitiveness. A case in point is the electronics industry, where the 

combination of US research and Chinese production networks eroded the predominance of 

Japanese corporations.95  

3.1.3.4 The development of foreign trade  

The development of foreign trade was the driving force of China’s economic growth after 

1978. Over two decades, reform of the highly centralised pre-1978 trade system into a 

market-oriented system,96 including incremental reforms in trading rights, tariff and non-

tariff reductions97 and adoption of a series of export-inducing policies,98 laid the foundations 

for liberalisation and trade expansion. It increased from $20.6b in 1978 to $509.7b in 2001, 

or twenty-five-fold, with an average growth rate of 14.8% per annum, far higher than world 

trade (see Table 3-4). 

Along with the expansion of trade, the composition of exports was transformed from 

primary-product dominance in the early stages of opening-up to mainly finished goods. By 

1995, the share of the former declined from 50.2% in 1980 to 14.4%, while that of finished  
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Table 3-4. China’s Foreign Trade in $ billions (1978-2001) 

Year Total Trade Exports Imports 

1978 20.64 9.75 10.89 

1979 29.33 13.66 15.68 

1980 37.82 18.27 19.55 

1981 44.02 22.01 22.02 

1982 41.61 22.32 19.29 

1983 43.62 22.23 21.39 

1984 53.55 26.14 27.41 

1985 69.60 27.35 42.25 

1986 73.85 30.94 42.90 

1987 82.65 39.44 43.22 

1988 102.78 47.52 55.27 

1989 111.68 52.54 59.14 

1990 115.44 62.09 53.35 

1991 135.70 71.91 63.79 

1992 165.53 84.94 80.59 

1993 195.70 91.74 103.96 

1994 236.62 121.01 115.62 

1995 280.86 148.78 132.08 

1996 289.88 151.05 138.83 

1997 325.16 182.79 142.37 

1998 323.95 183.71 140.24 

1999 360.63 194.93 165.70 

2000 474.30 249.20 225.09 

2001 509.65 266.10 243.55 

Source: statistics available at China’s Ministry of Commerce website, http://www.mofcom.gov.cn.  
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goods was 85.6%.99 Trade accounted for 36.1% of GDP in 1997 compared with 9.7% in 1978, 

demonstrating that the economy was far more open. China was the major exporter of 

labour-intensive products, and came to be known as the “world’s factory”.100 A study by Ng 

and Yeats for the World Bank in 2003 showed that it surpassed Japan as the most important 

market for Asian exports from South Korea, Taiwan and Hong Kong, and was a major market 

for a number of other countries.101 

In 1997/8 the East Asian regional economy was hit hard by the AFC. It was also a crisis of 

regional leadership. China learned from the crisis the importance of continuing reforms, in 

the process accelerating and consolidating its growing influence and emerging regional 

leadership role. It would not have been able to assume such a role so quickly without the 

economic clout gained over the previous two decades, as well as decisions made during the 

crisis itself. This is discussed in the next section. 

3.2 Rising to the opportunity: China during the Asian Financial Crisis and 

beyond 

The word “crisis” in Chinese is weiji. It has two meanings: danger and opportunity. The AFC 

saw the Asian Tigers descend into economic and political crisis on the one hand, while, on 

the other, China was provided with an opportunity for more rapid economic growth and 

ascendancy in East Asia. In this sense, the AFC was a turning point which reshaped the 

political economy of East Asia as a region, characterised by China’s rising economic and 

political influence. 

 The AFC not only caused political and social turmoil in several countries, but also shattered 

faith in the World Bank’s much-vaunted “East Asian miracle”. 102  The “miracle” was 

characterised by a decade of high economic growth and substantial improvement in 
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people’s standard of living.103 State-led capitalism was seen as the key to the remarkable 

success of the East Asian model before the economic meltdown.104 

 The 1997 Crisis started in Thailand when the Thai baht was floated on 2 July 1997 after the 

monetary authorities decided to free up its fixed exchange rate regime and stop defending 

the currency. The currency lost 16% of its value against the US dollar in one day. This 

triggered a domino effect of currency devaluations in Indonesia, Philippines, Malaysia and 

South Korea, caused by panic among investors and speculative attacks by Western hedge 

funds. The currency crisis105 turned into a macro-economic and then socio-political crisis.106  

Even though the causes of the AFC remain a topic of debate,107 the absence of prudent 

regulation of liberalised financial markets is cited often as a key domestic cause.108 For the 
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Asian Tigers, dramatic increases in capital inflows after financial sector liberalisation 

resulted in the rapid accumulation of enormous levels of short-term debt, accounting for a 

substantial part of total debt.109 However, excessive borrowings were far beyond what 

foreign reserves could support, rendering the economies particularly vulnerable to 

speculative attack,110 which did indeed happen.111 

The regional economic landscape ended up presenting a position-reversed picture 

compared with that of the preceding decade, in which the Asian tiger economies 

experienced negative growth112 while, by way of contrast, the Chinese economy emerged 

basically unscathed. China managed to avoid the crisis as a result of a number of economic 

characteristics, as discussed in Section 3.2.1, combined with measures taken by the 

government during the Crisis, as discussed in Section 3.2.2. 

3.2.1 Characteristics of the Chinese financial system at the time of the Asian Financial 

Crisis 

The Chinese financial system in 1997 exhibited an interesting mix of strength and weakness, 

of which at least three features were conducive to economic survival during the AFC. First, a 

successful macro-stabilisation programme through tight fiscal and monetary policies cooled 

the economy before the Crisis, which had grown at an annual rate of 9.8% after 1978. It was 

in recession after the Tiananmen Incident of June 1989, but recovered in 1991. 113 

Subsequently, the economy began to overheat, with high GDP growth and inflation going 
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hand in hand. In 1994 GDP grew at 12.6% while the inflation rate was 21.7%.114 In order to 

cool the economy, the government adopted tight fiscal and monetary policies in 1993 by 

controlling bank lending and restructuring bad loans. It increased the capital debt ratio of 

major state banks to 8%, set up a special fund for domestic bad loans worth 30b yuan in 

1994, with 10b added annually, and closed some non-performing banks and credit 

unions.115  

By the end of 1996, on the eve of the AFC, a “soft landing” was accomplished, with GDP 

growth slowing to 8.8%, and the inflation rate reduced. Pieter Bottelier, then the senior 

advisor to World Bank, commented that “if China had not made the difficult internal policy 

and institutional adjustments that permitted a ‘soft landing’ in 1996, the Asian Financial 

Crisis would probably have dragged the economy down in a much more serious way”.116  

Secondly, unlike crisis-hit economies, China was not vulnerable to external debt. Its foreign 

capital inflow was dominated by long-term FDI, which accounted for about 80% of external 

debt. While short term debt was 20%, total external debt was relatively modest and its 

maturity composition sound.117 China ran a trade surplus after 1994, which allowed it to 

steadily accumulate foreign reserves. By the end of 1997, it held $145b in foreign reserves, 

which was enough if China was caught up in the crisis. 

Thirdly, China’s financial system was primitive compared with Western banking standards 

and practices. Although finance sector reform had been underway since the 1980s, the 

capital market in particular was not open to international financial markets.118 The currency 

was fixed to the US dollar and not convertible after being devalued dramatically in 1994.119 
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It was not open to speculative attack. According to Yi Gang, then Assistant to the Governor 

of the People’s Bank of China, it was not so much the banking system working effectively, as 

its unsophisticated nature and foreign reserve controls, that “quarantined” the economy 

during the crisis.120  

3.2.2 Effective measures to respond to the crisis 

The Chinese government responded to the AFC with measures which not only stimulated 

the economy and increased growth, but also had positive effects on East Asia, as discussed 

in Chapter 4. The measures, such as non-devaluation of the yuan, and an expansionary fiscal 

policy, ultimately enhanced Chinese trade with the region, as well as its political standing.  

Beijing’s response to the AFC was to pledge a non-devaluation policy.121 When East Asian 

currencies depreciated one after another, it was expected that China would follow suit to 

increase competitiveness in world markets. By 1997, export growth accounted for a third of 

GDP growth.122 Furthermore, the government set itself the goal of securing 8% growth in 

1998, which was seen as critical to keeping unemployment under control and maintaining 

social stability.123 SOE restructuring and government downsizing topped the reform agenda 

in 1997.124 An economic slowdown of any magnitude carried the threat of financial crisis 

due to the fragility of the banking system, as Nicholas Lardy warned.125  

In spite of its potential to stimulate the economy, any depreciation of the yuan came with 

significant domestic risks. A glance at China’s financial condition in 1997 helps us 

understand why depreciation was not a viable policy option. Economic fundamentals were 
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sound because of its external strength. China’s foreign reserves were high, short-term 

external debt was moderate and the trade surplus guaranteed the current account surplus. 

These factors allowed the currency to remain stable, as Wang Mengkui, then Director of the 

Development Research Centre of the State Council, pointed out.126 Devaluation was not 

necessary financially. 

The question was whether currency devaluation would improve the competitiveness of 

Chinese exports in world markets. There was no definite answer for two reasons. First, 

devaluation was a zero-sum game, leading to a destabilising round of competitive 

devaluations, or “beggar thy neighbour” policies, wiping out the benefits that it was 

supposed to bring, 127and likely plunging East Asia into deeper recession. Thus, it was a “do-

more-harm-than-good” policy option for both China’s and the regional economy.  

Secondly, even if devaluation did not trigger a round of destructive devaluations, it is 

doubtful there would have been a positive impact on exports. Moore and Yang point out 

that, in East Asia, given substantial reductions in demand for imports among crisis-hit 

economies, the loss of purchasing power would not make Chinese exports more 

competitive.128 Its trade surplus in 1997 and 1998 remained stable at $40b and $43b 

respectively, largely attributable to growing demand from US and European markets even 

without devaluation. 

Besides the competitiveness issue, the negative impact on import costs had to be 

considered. Devaluation would make the cost of crucial imports such as oil more expensive. 

Moreover, as a considerable part of exports depended on processing imported raw 

materials, devaluation would raise production costs and probably weaken China’s export 

competitiveness.129 

Political considerations behind non-devaluation were equally salient. Sticking to currency 

policy was seen as “killing two birds with one stone”: demonstrating that China was a 
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responsible regional partner130 by drawing closer to crisis-affected ASEAN economies and 

consolidating political influence vis-a-vis Japan and the US.131 Its contribution to IMF bail-

outs, in combination with currency policy, and moves to open its domestic market to 

“distressed goods”, worked in China’s favour.132 The comparison was with Japan’s resistance 

to open its domestic market and assume a leadership role. The failure of Japan’s Asian 

Monetary Fund (AMF) initiative, due to US opposition, further weakened ASEAN’s 

expectation that Japan could lead the region out of crisis.133 Indeed, China’s currency policy 

won East Asia’s gratitude. The “China threat” sentiment was to a large extent mitigated, as 

discussed in Chapter 4.  

Another political consideration was to demonstrate the worthiness of accession to the WTO, 

which was under consideration from 1986, when China applied to rejoin the GATT, having 

been a founding member in 1947. 134  The main impediment to WTO entry was US 

opposition. Negotiations on a bilateral trade treaty were a 15-year bargaining marathon.135 

Beijing’s response to the AFC was viewed as a means to improve relations in the hope that 

its “responsible behaviour” would be rewarded with favourable accession terms. During his 
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visit in 1998, President Clinton praised China for maintaining the value of yuan while Japan 

let the yen fall.136 The non-devaluation policy, if nothing else, consoled the US at a time 

when its trade deficit with China was ballooning.137 The political message was that the trade 

imbalance would not deteriorate because of decisions made about the yuan. 

One of the key arguments of this thesis is that the AFC was a pivotal event in East Asian 

regionalism and China’s rise. It refrained from devaluing the yuan, as a result of calculations 

showing clear economic reasons not to do so and ambitions to regional leadership, though it 

was presented as an apparently magnanimous step aimed at sparing the region from the full 

brunt of the AFC. ASEAN’s response and China’s role in East Asian regionalism are discussed 

in full in Chapter 4. 

3.2.2.1 Expansionary fiscal policy  

Instead of devaluation, China adopted expansionary domestic policies to promote GDP 

growth. Notwithstanding the conclusion drawn by most observers that its economy was the 

least affected by the AFC,138 a decline in exports and FDI inflows in 1998 had a negative 

impact because Asian markets absorbed 60% of Chinese exports, while 70% of FDI came 

from the region.139 Growth slowed, accompanied by shrinking domestic demand and 

deflationary pressures. To secure the objective of 8% GDP growth, the government 

undertook an expansionary fiscal policy mainly through large-scale government spending.140  

                                                           
136

 Akio, Takahara. "Japan's Policy toward China in the 1990s." In The Age of Uncertainty: The US-China-Japan 
Triangle from Tiananmen (1989) to 9/11 (2001), edited by Ezra F. Vogel, Ming Yuan and Tanaka Akihiko, 
Cambridge, Mass.: Harvard University Asia Center, 2004, pp. 254-63. 
137

 Moore, Thomas G., and Dixia Yang. "Empowered and Restrained: Chinese Foreign Policy in the Age of 
Economic Interdependence." In The Making of Chinese Foreign and Security Policy in the Era of Reform, 1978-
2000, edited by David M. Lampton, pp. 223-25. 
138

 See for example, Lardy, Nicholas R. "China and the Asian Contagion." Foreign Affairs 77, no. 4 (1998),  
pp. 78-88; Prasad, Eswar, Thomas Rumbaugh, and Qing Wang. "Putting the Cart before the Horse? Capital 
Account Liberalization and Exchange Rate Flexibility in China." IMF Policy Discussion Paper (January 2005), 
 http://dyson.cornell.edu/faculty_sites/prasad/doc/book_chapters/PuttingTheCartBeforeTheHorse-
CapitalAccountLiberalizationandExchangeR%20ateFlexibilityInChina.pdf. Accessed 08/06/2009;  
Sharma, Shalendra D. "Why China Survived the Asian Financial Crisis?" Brazilian Journal of Political Economy 
22, no. 2 (2002), pp. 32-58; Chen, Hong. "The Road toward the Internationalization of the Japanese Yen." 
World Economics and Politics, no. 5 (2004), pp. 65-70. 
139

 Liu, He. "From Overcoming Deflation to Preventing Inflation." In China after Asian Financial Crisis, edited by 
Mengkui Wang, Beijing: China Development Press, 2007, p. 7.  
140

 Wu, Jinglian. "Interpreting China’s Economy." (December 19, 2005),  
www.macrochina.com.cn/zhtg/20051219075856.shtml. Accessed 04/06/2010. 

http://dyson.cornell.edu/faculty_sites/prasad/doc/book_chapters/PuttingTheCartBeforeTheHorse-CapitalAccountLiberalizationandExchangeR%20ateFlexibilityInChina.pdf
http://dyson.cornell.edu/faculty_sites/prasad/doc/book_chapters/PuttingTheCartBeforeTheHorse-CapitalAccountLiberalizationandExchangeR%20ateFlexibilityInChina.pdf
http://www.macrochina.com.cn/zhtg/20051219075856.shtml


86 

 

In 1998 the Ministry of Finance issued long-term treasury bonds of RMB100b through the 

state-owned “big four” banks to invest in national infrastructure projects, and special 

treasury bonds of RMB270b to enhance the capital adequacy of state-owned commercial 

banks.141 It continued expanding government investment by issuing long-term treasury 

bonds, with RMB110b in 1999 and RMB150b in 2000.  

The Ministry of Finance also adjusted income distribution policies to stimulate domestic 

consumption, focussing on enhancing the social security system, increasing the income of 

lower income groups and public servants and raising the pension for retirees so that 

consumers had more disposable income to spend on goods and services.142 In the absence 

of devaluation, the government subsidised exports by readjusting the tax policy, with 

increased rebates of up to 15.5%, greater access to export credits and preferential policies 

for foreign investment. 143 

The expansionary fiscal policy had a positive impact on growth in investment, consumption 

and exports during 1997-2000, counteracting the negative impact of the AFC. Government 

spending through issuing long-term treasury bonds played a major role in sustaining GDP 

growth. According to the National Bureau of Statistics, government investment contributed 

1.5%, 2%, and 1.7% to GDP growth in 1998, 1999 and 2000 respectively.144 GDP growth was 

8.4% in 2000 after it dropped below 8% during the previous two years. It was estimated that 

the increase in domestic consumption contributed 57%.145 In terms of trade, tax rebates for 

exports effectively mitigated the slowdown caused by the AFC. Exports were $249b in 2000 

increasing by 27.8% compared with the previous year.146 In short, the government’s ability 

to use macro-policy adjustments to offset the negative impact of the crisis allowed it to play 

a more positive role in East Asia. 
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3.3 Continuation of economic reform and development after the Asian 

Financial Crisis 

After the AFC, the main lesson for China was that, if even the Tiger economies were 

vulnerable to financial collapse, the best remedy to inoculate itself against future crises was 

the path of reform, modernising the banking system and improving economic conditions in 

rural areas to increase the domestic market. These measures were required by WTO 

membership. This section discusses these post-1997 reforms then considers the 

consequences of WTO accession in 2001. 

3.3.1 Promoting financial reform  

As mentioned above, China’s banking system was primitive by comparison with the west, 

although, as I just argued, this lack of sophistication, and the inconvertibility of the currency 

under the capital account, helped its immunity from currency speculation in 1997. Financial 

reforms lagged behind other sectors during the 1980s, so more comprehensive reforms 

were prioritised in 1993 to make the sector more compatible with a “socialist market 

economy”.147 According to The Commercial Bank Law of the People’s Republic of China, 

enacted in 1994, the “Big Four” specialised state banks were to be transformed into wholly 

state-owned commercial banks.148 Meanwhile, to separate policy-related from commercial 

business, three policy banks, the China Development Bank, Export-Import Bank of China and 

Agricultural Development Bank of China were established to undertake policy-related 

business conducted previously by the “Big Four”.149 

While these transformations were being effected, NPLs carried by the “Big Four” placed the 

banking system at serious risk. After 1995 they accumulated very quickly, with the NPL to 
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capital asset ratio climbing to an unsustainable 28.4% in 1997.150 According to Liu Chunhang, 

a leading official from the China Banking Regulatory Commission, state-owned banks were 

technically bankrupt if not for government bail-outs and a large pool of personal savings in 

bank deposits.151 After the AFC, the authorities took a series of measures to reduce NPLs 

and increase capital adequacy ratios, marking the start of a new round of financial 

reform,152 in addition, to the pressing need created by China’s WTO bid.  

First, the Ministry of Finance was authorised to issue special treasury bonds, worth 

RMB270b in 1998, to enhance the capital of the “Big Four”, improving their capital 

adequacy ratio to 4%. Second, four financial asset management corporations (AMCs)153 

were established in 1999 to take over NPLs worth RMB1400b.154 Third, measures were 

taken to improve bank management and risk control, focused mainly on financial 

reorganisation, downsizing institutions and improving internal management. 155 

Nonetheless, inefficiencies caused by poorly-defined property rights and a lack of proper 

governance structures were not addressed.  

The number of NPLs continued to rise, however, even after old debt was taken over by the 

AMCs. With China’s entry into the WTO in 2001, how to improve the competitiveness of 

China’s state banks, once the sector was opened after a transition period of 5 years, became 

the core issue leading to the next stage in the reform process. Hence, the transformation of 

state-owned commercial banks into joint-stock corporations was the most important reform 

task after 2003.156 The Central Huijin Investment Company was founded and became the 

sole shareholder of the Bank of China, the China Construction Bank, and the China Industrial 

                                                           
150

 Liu, Chunhang. "From Dealing with Non-Performing Loans of China’s State-Owned Commercial Banks to 
Reforming the System of State-Owned Commercial Banks." In China after Asian Financial Crisis, edited by 
Mengkui Wang, Beijing: China Development Press, 2007, p. 87. 
151

 Ibid. 
152

 The new round of financial reform was divided into two stages: the first stage from 1998-2003 and the 
second from 2003 onwards. The first summit on the financial sector (the Central Financial Works Conference), 
organized by the State Council, was held in October 1997 to discuss China’s financial system and ways to avoid 
the currency crises. Central and provincial leaders attended the meeting. Since then, the summit has been held 
every five years. Dai, Xianglong. "The First Central Financial Works Conference in Retrospect." China Finance, 
no. 20 (2010), pp. 1-6. 
153

 The four companies are namely Huarong, Dongfang, Xinda, and Changcheng.  
154

 Liu, Chunhang. "From Dealing with Non-Performing Loans of China’s State-Owned Commercial Banks to 
Reforming the System of State-Owned Commercial Banks." In China after Asian Financial Crisis, edited by 
Mengkui Wang, p. 89. 
155

 "In Focus: The Central Financial Works Conference." (2007), 
 http://www.china.com.cn/economic/zhuanti/gzhy/node_7010698.htm. Accessed 11/04/2010.  
156

 The second summit on China’s financial sector was held in 2003.  

http://www.china.com.cn/economic/zhuanti/gzhy/node_7010698.htm


89 

 

and Commercial Bank.157 The three state-owned banks were transformed into shareholding 

financial enterprises.158 At the same time, the China Banking Regulatory Commission was 

established to assume a supervisory role over commercial banks at the macro-level. 

Governance structures conforming to the criteria of modern enterprise institutions were 

built.159 

Financial reform after 1998 improved management and risk control, and enhanced the 

capital adequacy ratios of the “Big Four”. Given that NPLs accounted for more than one-

third of their total assets, further reform of financial institutions was on the agenda.  

3.3.2 Continuing rural reform  

China’s GDP growth rate failed to achieve the objective of 8% in 1998 as a result of 

dwindling exports to ASEAN markets and a decrease in FDI inflows. The Chinese 

government, as we saw in the previous section, adopted expansionary fiscal policies aimed 

at stimulating domestic demand. In this respect, expanding rural demand was particularly 

important because of the magnitude of the rural population. As I discussed in the first 

section, rural reforms were characterised by the establishment of household responsibility 

systems that promoted rural development over the first decade of reform. Grain output 

increased, as did annual farmers’ income, and TVEs flourished.  

However, after the early 1990s, the rate of increase in rural income declined, as did growth 

in domestic demand, replacing the insufficient supply of agricultural products as the main 

obstacle to development. Increasing agricultural output, in combination with raising the 

government’s purchasing price of agricultural products, which had increased income during 

the 1980s, was no longer effective. Therefore, agricultural reform shifted from pursuing 

growth in output to increasing rural income. The policy reorientation of the “three rural 
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problems” of agricultural industry, political infrastructure and the social economic life of 

farmers160 was manifested in a series of government measures implemented after 1998.161  

First, the government resolved to reform the rural tax and fee system162 to alleviate the 

burden on farmers. Experimental reforms were launched in Anhui Province in 2001 and 

extended to all rural areas in 2003,163 abolishing excessive fees and gradually eliminating the 

agricultural tax. Professor Ma Xiaohe from the Institute of Industrial Development of the 

National Development and Reform Commission sees the reform as just as significant as the 

land reform of the 1950s and the implementation of the household responsibility system 

after 1978.164 According to Liu, elimination of the agricultural tax in 2006 saved RMB125b 

annually compared with 1999, 165 giving more leverage to farmers in terms of disposable 

income to spend and expanding rural demand.  

Secondly, the government launched a series of measures aimed at protecting farmers’ rights 

and improving the land system. The contract period of land-use was stipulated in law for the 

first time, thus fully guaranteeing a farmer’s land-use rights. 166  Furthermore, policy 

measures conducive to grain production were also taken to ensure farmers benefited. 

Reform of the grain circulation system liberalised retail markets in major consuming regions. 

Indirect subsidies were replaced by a direct subsidy in the form of state payments to 

farmers covering the price difference.167 These reforms not only increased income but also 
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invigorated the grain market and greatly facilitated the structural adjustment of the 

agricultural sector.168 This took three forms: First, agricultural regionalisation took shape, 

and the quality and structure of agricultural products was prioritised; second, fisheries and 

the cultivation of livestock accelerated, and their share of agricultural industry increased; 

and, third, bio-environmental protection was promoted extensively.  

Finally, the government reoriented policy to facilitate the transfer of rural labour surpluses 

nationwide,169 while increases in government spending improved infrastructural facilities, 

education, and health care in rural areas.170  

In summary, facing the AFC, the government deepened financial sector and rural reforms 

through a series of measures aimed at generating domestic demand. Increasing farm 

income and solving the “three rural problems” became more imperative. The government 

regarded rural development as a crucial means to expand the domestic market and GDP 

growth, producing positive results which not only alleviated rural burdens but facilitated 

structural adjustment of agriculture. 

3.3.3 China’s accession to the WTO  

After fifteen years of extensive negotiations, China entered the WTO on 11 December 

2001.171 It enjoyed reduced costs accessing foreign markets, a more equitable trading 

mechanism based on WTO rules and multilateral dispute resolution processes, more foreign 

investment and advanced technology, and a legitimised role in setting and enforcing 

international trading rules.172 China committed to further open its markets and offer a more 

predictable environment for trade and foreign investment by implementing WTO 

agreements. 
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 After five years of WTO membership, China did not collapse as Gordon Chang predicted.173 

Indeed as Song Hong, from CASS, stated, “China’s embrace of the WTO brings China into a 

phase of a more open economy - a second round of opening-up”.174 Annual Reviews of its 

transitional performance demonstrated that China was implementing its WTO commitments 

while benefiting from integration into the global economy. According to Professor Zhang 

Hanlin from the University of International Business and Economics general tariffs declined 

from 15.3% in 2001 to 9.9% in 2005,175 quotas on most items were lifted and the service 

sector opened. Meanwhile, he adds, China obtained a “WTO dividend”. Annual GDP growth 

between 2001 and 2005 was 9.5%, commodity and services imports increased by 20% and 

FDI was $60b.176 

The most significant impact of accession was as a catalyst for further reform. China gained 

enormous benefits from accessing foreign markets which would otherwise have been 

denied it by previous high-tariff and non-tariff barriers. Trade skyrocketed at an annual rate 

of 20% (see Table 3-5). Exports increased nearly fourfold in five years,177 accounting for 44% 

of GDP in 2001 and rising to 72% in 2006, making China the world’s third largest trading 

nation.178  
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Table 3-5. Change in China’s foreign trade since WTO accession (2002-2009) 

Year 
Annual increase in 
total foreign trade 

(%) 

Annual increase in 
exports (%) 

Annual increase in 
Imports (%) 

2002 21.8 22.3 21.2 

2003 37.1 34.6 39.9 

2004 35.7 35.4 36.0 

2005 23.2 28.4 17.6 

2006 23.8 27.2 20.0 

2007 23.5 25.7 20.8 

2008 17.8 17.2 18.5 

2009 -13.9 -16.0 -11.2 

Source: compiled from the statistics of China’s Ministry of Commerce, http://www.mofcom.gov.cn. 

China’s GDP grew at a two-digit annual rate after 2003 (see Table 3-6) and its share of global 

GDP climbed to approximately 8% in 2008 compared with 3.6% in 2000.179 

At the same time, China opened its domestic market and implemented institutional change 

in compliance with WTO rules. Imports increased 22%-23% annually between 2001 and 

2006, accounting for 9% of global commodity imports, while services imports were 6% in 

2006.180 More than 2000 incompatible laws and regulations were revised or abolished in the 

space of 5 years, according to Jin Bosheng from the Chinese Academy of International Trade 

and Economic Cooperation.181  

Table 3-6. China’s percentage annual GDP growth (2000-2008) 

2000 2001 2002 2003 2004 2005 2006 2007 2008 

8.4 7.3 9.1 10.0 10.1 10.4 11.1 13.0 9.0 

Source: compiled from National Bureau of Statistics, http://www.stats.gov.cn.  

China promised to open its banking sector to foreign operators without geographic and 

client restrictions within five years of joining the WTO. The pace of reform accelerated after 
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the AFC, especially as WTO entry drew closer.182 A more comprehensive reform agenda was 

set up by the Central Financial Work Conference in 2002, consisting of three components.183 

First, was resolution of NPLs. AMCs absorbed RMB1.4tr in NPLs transferred from the “Big 

Four”, while state-owned commercial banks were called on to reduce their NPL ratio by 2-

3% each year to reach an average of 15% in 2005.184 Second, financial supervision was 

reformed. The China Banking Regulatory Commission (CBRC) was created as an independent 

body in charge of financial supervision with the PBC.185 The third area was reform of state-

owned commercial banks through improving internal management systems, implementing a 

shareholding system, introducing foreign and domestic strategic investors, and the listing of 

large banks within five years.186  

3.4 Conclusion  

In 1978, China emerged from its long period of international isolation under Mao by 

embarking on an opening-up process which linked its economy once more with East Asia. 

Driven by an Overseas Chinese Business Sphere and reforms carried out by the state, the 

domestic economy grew rapidly. In 2009 China overtook Japan as the world’s second largest 

economy and, in the process, usurped its position as the leading economic power in East 

Asia. Over the course of thirty years, China advanced from being a defeated and humiliated 

power to becoming once again an economic hub for East Asia. The impact of China’s rise on 

East Asia and the US is the subject of the rest of the thesis. In the next chapter, I consider 

relations between China and ASEAN. 
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4 China and East Asian regionalism  

In line with Deng Xiaoping’s policy of a stable East Asian region as a prerequisite for 

continued growth, the fostering of amicable relations with ASEAN was an important part of 

China’s “good-neighbour” foreign policy after the end of the Cold War. In this chapter, I 

argue that China came increasingly to be at the centre of the regional order, especially after 

the AFC. I show how its rise was characterised by increased participation in regional 

institutions and processes, and accelerated economic involvement with ASEAN, toppling 

Japan from its economic leadership in East Asia. I argue that the US and Japan lost a 

corresponding degree of relative influence, even though they continued to occupy 

important positions. I also argue that China was in a stronger position than Japan to lead in 

the long-term because the latter’s close security alliance with the US stifled attempts at 

independent foreign and defence policies.  

Section 4.1 sketches relations between China and ASEAN during the Cold War as context for 

appreciating the significance of improvements in relations during the early 1990s, which are 

discussed in Section 4.2. These were driven by China’s initial embrace of regionalism in the 

form of the ARF. Section 4.3 describes in more detail how ASEAN reacted to Chinese 

initiatives during the AFC, fuelling a deepening engagement via the ASEAN+3 framework, 

which is considered in Section 4.4. I show in Section 4.5 how flourishing economic relations 

promoted the strategic goal of being a “good neighbour”, exemplified by CAFTA in 2002. 

Finally, in Section 4.6 I summarise the impact of China’s multilateral engagement with 

ASEAN on its leadership aspirations.  

4.1 Relations between China and its East Asian neighbours during the Cold 

War 

Post-World War II relations between China and Southeast Asia were problematic initially. In 

the 1950s and 1960s, Jusuf Wanandi reminds us, China intervened in the domestic affairs of 

the new Southeast Asian states through so-called “party-to-party relations” and support for 

the interests of “overseas Chinese”.1 Communist insurgencies were supported in Thailand, 
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Malaysia, Indonesia and the Philippines which also faced “outside great power” contention 

in the wake of decolonisation.2 Thus, alleged attempts to “export revolution” were a 

security threat, creating a legacy of distrust.3 Relations with Indonesia, in particular, were 

strained by the so-called “overseas Chinese” problem in the late 1950s and alleged 

involvement in the abortive coup by the Indonesian Communist Party (PKI) in 1965.4 No 

ASEAN founding members had “normal” relations with China, when it was established in 

1967.5 As one Chinese scholar described it:  

During this period, China was perceived as the main source of instability and threat for 

Southeast Asian countries. Apart from ideological factors, domestic military insurgence 

and racial issues had a negative impact on the young countries’ perceptions about China. 

The anti-Communism stance taken by America intensified fears of a “communist threat” 

in these countries and, combined with China’s revolutionary morale, laid the foundation 

for the “isolating China” policy adopted by ASEAN governments.6 

With Sino-American rapprochement in the early 1970s, ASEAN members began to establish 

diplomatic relations with China, commencing with Malaysia in 1974, and Thailand and the 

Philippines in 1975.7 In 1978, after support for Thailand against Vietnam’s invasion of 

Cambodia,8 China was transformed, as Nayan Chanda put it, from a primary Cold War 
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antagonist into Thailand’s main protector 9  during 1978-1989, providing a basis for 

cooperation with ASEAN.10 However, ASEAN was divided over China and how to respond to 

the Vietnamese invasion.11 As Alice Ba pointed out, Malaysia and Indonesia remained 

cautious and sensitive about Chinese influence, while Thailand and Singapore were more 

concerned about Vietnam.12  

4.2 The beginning of China’s multilateral engagement with ASEAN (1991-

1996) 

One of the consequences of the end of Cold War bipolarity and demise of the Soviet Union 

in 1991 was the strengthening of regionalisation, which some authors called the “new 

regionalism”.13 They pointed to the EU which was entering a “mature stage” of political 

integration, and the North American Free Trade Area (NAFTA) which grouped together the 

US, Canada and Mexico. In East Asia, too, debate raged over how to refashion the region in 

the wake of the dramatic strategic and economic changes underway at a global level.14 

ASEAN’s endeavour to promote economic cooperation, articulated as one of the main goals 

in its founding declaration of 1967, remained unfulfilled while preoccupied with collective 

survival during the Cold War. ASEAN’s response to the perceived “new regionalism” 

elsewhere was to “kick start” and accelerate greater economic integration by forming the 

ASEAN Free Trade Area (AFTA) in 1992.15 This critical step is regarded by Beeson as a 
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“defensive” action by ASEAN, 16  which feared being marginalised in an increasingly 

regionalised world economy.17  

 In the same year, Deng Xiaoping’s “Southern tour” reinforced the priority of “building 

socialism with Chinese characteristics”, the main elements of which were establishing a 

free-market economy while maintaining social planning.18 This process required a peaceful 

international environment, especially “neighbourly relations”. In his speech to the 14th 

National Congress in 1992, President Jiang Zemin stated that “….the current stage is the best 

time we have ever had in terms of good neighbour relations with surrounding countries… 

we will endeavour to create an international environment conducive to China’s reform and 

opening-up and modernisation…”19 He was alluding to a “good-neighbour policy” (mulin 

zhengce), also referred to as the “periphery policy” (zhoubian zhengce). Section 4.2.1 

reviews its origins and implementation, and Section 4.2.2 discusses the beginnings of 

China’s engagement with ASEAN during the 1990s.  

4.2.1 The “good neighbour policy” 

China devised its “good neighbour policy” in the wake of economic reform and opening-up 

in the early 1980s. As tension with the Soviet Union faded, Deng Xiaoping envisaged an 

independent foreign policy consisting of non-alignment, no confrontation and no alliances 

to take advantage of a less threatening international environment. 20  Economic 

modernisation required investment, trade and technology from the US, Japan and the East 
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Asian NIEs 21  which relied, in turn, on friendly relations regardless of ideological 

orientation.22 The new diplomatic approach helped re-establish relations after the 1989 

Tiananmen Square Incident, and reduced the likelihood of the US organising alliance 

partners to limit China’s ascendancy.23  

Avery Goldstein attributes China’s new approach to three reasons.24 First, it was more 

important than ever for Beijing to ensure economic development because it was one of the 

foundations for Communist Party rule, the legitimacy of which had eroded in the wake of 

the Tiananmen incident and collapse of Communism in Eastern Europe. Secondly, Beijing 

needed to reduce growing anxiety over the perceived “China threat” in ASEAN because of a 

series of territorial disputes. Thirdly, the end of the bipolar system seemed to give rise to an 

era of US unipolarity, which reinforced its “primacy” in the Asia Pacific. In the face of US 

military and economic supremacy, Beijing sought to avoid confrontation.  

Zhang Yunling from CASS agreed, stressing that in East Asia, stable great power relations, 

relations with China’s periphery, and stable domestic development were the three pillars of 

its political and security environment.25 China has the world’s longest land border and 

largest number of neighbours. This geopolitical reality ensured that diplomacy was always 

challenging. 

In 1997, Jiang Zemin reaffirmed the Party’s commitment to a good-neighbour policy, 

implemented through 

China’s advocating dialogues and negotiations with other neighbouring countries in dealing 

with all existing disputes. Disputes that cannot be settled immediately may be set aside 
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temporarily as the parties seek common ground while reserving differences with a view of 

maintaining regional peace and stability. 26  

The main objectives, according to Liu Huaqiu, China’s Deputy Foreign Minister in 1999, were 

to “actively develop friendly relations with the surrounding countries, preserve regional 

peace and stability, and promote regional economic cooperation”. 27 In 2003, Premier Wen 

Jiabao elaborated further on the policy as “establishing good neighbourliness, making 

neighbours prosperous, and making them feel secure” (mulin, fulin, anlin).28 

One of the main manifestations of the new peripheral policy, as I will discuss in the 

following section, was embracing multilateralism to reassure ASEAN of China’s peaceful 

intentions and willingness to act as a responsible regional partner. 

4.2.2 China as ASEAN dialogue partner and member of ASEAN Regional Forum 

China’s East Asian diplomacy after the end of the Cold War set out to create a peaceful 

regional environment through normalisation of relations with ASEAN. 29 Politically its stated 

principles were to “strengthen mutual trust based on frank dialogue” and on regional issues 

to work through regional frameworks to manage problems and deal with tensions.30 The 

reason for this was to better manage a perception, fuelled by the “China threat” literature, 

that it was a threat to regional stability. A significant level of tension in relations existed as a 

result of territorial disputes over a number of islands in the South China Sea. These disputes 

are discussed extensively in Chapter 9.  
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 Relations with ASEAN were normalised when Foreign Minister Qian Qichen was invited to 

attend the opening ceremony of the 24th ASEAN Foreign Ministers’ Meeting in 1991, 

marking the start of a formal China-ASEAN dialogue.31  

ASEAN faced a significant challenge over how to handle a rising China in the changing 

strategic circumstances of the post-Cold War era.32 For some analysts, its assertiveness was 

on display prior to the end of the Cold War in the dispute with Vietnam over the South 

China Sea in 1988.33 In February 1992, China passed a law reaffirming its claim to all the 

islands and adjacent waters in the South China Sea, adding to ASEAN’s concerns.34 The 

withdrawal of the US military from naval and air bases in the Philippines in 1992 removed an 

important security prop for ASEAN, which viewed the US presence as a stabilising 

influence.35  

The ARF began in 1994 as a regional dialogue process in response to the changing security 

environment.36 As Michael Leifer pointed out the intention was to keep the US active in the 

region, maintain ASEAN’s leading role and incorporate China into regional arrangements,37 

in an attempt to “socialise” it into East Asian ways,38 so as to reduce the element of threat 

while accentuating its positive elements. 39  A deep-rooted regional distrust of Japan, 
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lingering from World War II (see Chapter 2), meant that ASEAN was not looking to it to play 

a strong security role.40 

For ASEAN, reaching out to China by inviting it to join the ARF was done to handle a difficult 

situation. On the one hand, ASEAN was concerned about the implications of China’s rising 

military power for national security.41 After the formation of the ARF, events seemed to 

vindicate ASEAN’s concerns, following China’s military clash with the Philippines over 

Mischief Reef in 1995, and the Taiwan Crisis of the same year.42 On the other hand, 

engaging China offered the possibility of keeping it in check through regional norms and 

processes.43 Furthermore, economic engagement offered an opportunity for growth which 

ASEAN could ill afford to let pass.44  

For China, the decision to engage more closely with ASEAN and take part in the emerging 

regional security architecture was not taken lightly because of deep misgivings about 

multilateralism and the potential to compromise its national interests.45 China’s fear was 

that smaller nations might “bandwagon” against it, with “many voices” combined to criticise 

its “single voice”.46 It was also concerned that the ARF might consider Taiwan, or territorial 
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disputes in the South China Sea,47 which was justified when the South China Sea was indeed 

raised once China joined.48 

Participation in the ARF marked a change in China’s perception of multilateral institutions. A 

crucial reason for this was that it came to feel at ease with ASEAN’s style, known as the 

“Asian”, or “ASEAN”, “Way”, which was characterised by four principles: (i) settling disputes 

through consultation and consensus, (ii) non-interference in the internal affairs of other 

states, (iii) abstention from the use of force, and (iv) quiet diplomacy, i.e., handling 

disagreements discreetly rather than publicly.49 The informal, consultative, consensual and 

incremental approach of the “Asian Way”, Rosemary Foot observes, enabled China to 

participate comfortably and, later, as part of ASEAN+3.50 As David Shambaugh pointed out, 

the ARF’s cooperative security approach was also compatible with China’s New Security 

Concept, formulated in the late 1990s, which stressed mutual trust (huxin), mutual benefit 

(huli), equality (pingdeng) and coordination (xiezuo), which merged with the doctrine of 

China’s peaceful rise/development in 2004. 51  Reassessment of regional multilateral 

organisations was one of the foundations for China’s engagement with Asia.52  
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Political and economic relations developed quickly during 1991-1996 53  and were 

increasingly formalised. The “rules of the game” for regional cooperation in various fields 

were divided into four levels: a Heads of Government Informal Summit (ASEAN+1), 

ministerial meetings, a dialogue mechanism,54 and a series of agreements, protocols and 

joint declarations.55 

During 1991-1996, bilateral trade and investment between China and ASEAN members 

increased rapidly, increasing with Indonesia from $1.89b in 1991 to $3.7b in 1996; Malaysia 

from $1.33b to $3.61b; the Philippines from $38.4m to $1.39b; Thailand from $1.27b to 

$3.15b; and Singapore from $3.07b to $7.35b.56 At the same time ASEAN FDI to China grew 

during 1991-96: from Indonesia it increased from $2.18m to $93.5m; Malaysia from $1.96m 

to $46m; Singapore from $5.82m to $2.24b; and Thailand from $19.6m to $323.3m.57 

As high-ranking officials paid more frequent visits bilateral relations were consolidated and 

developed further. In 1996, China became a full ASEAN dialogue partner, 58  which, 

importantly, deepened bilateral relations on the eve of the AFC in 1997. However, ASEAN 

was still predisposed politically to the US largely because of lingering suspicions over China’s 

ambitions. This was to change with the AFC, which is the subject of the next section. 

4.3 The Asian Financial Crisis 

While China made significant progress in improving relations with ASEAN during the early 

1990s, the AFC handed China the ideal opportunity to demonstrate that it could act 

responsibly and contribute to regional stability. In this Section, I build upon the discussion in 
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Chapter 3 and assess ASEAN’s reception of China’s actions in contrast to that of the 

international community and Japan in particular. 

4.3.1 The Asian Financial Crisis and international responses  

As we saw in Chapter 3, the AFC of 1997/98 not only lead to the collapse of the “tiger 

economies”, whose rise had been described as miraculous just a few years before, 59 but 

also provoked severe social and political crises among the hardest-hit economies.60 In 

hindsight, the AFC changed the regional political and economic landscape. First, it provided 

China with an opportunity, as Alice Ba noted, “to demonstrate its political and economic 

value as a partner, even a regional leader”. 61  Second, the AFC was a catalyst for 

strengthening regional cooperation, with ASEAN+3 emerging to engage China, Japan and 

South Korea more directly.62  

Regional and international responses to the AFC were disappointing.63 ASEAN was gearing 

up for its thirtieth anniversary to celebrate what had been achieved. Peace and cooperation, 

a sense of regional identity in a highly diverse region, the “ASEAN Way”, outstanding 

economic performances and successful enlargement gave ASEAN international 

recognition.64 But it contributed little during the crisis, leaving affected economies to turn to 
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the IMF for assistance.65 With the 1998 fall of Indonesia’s Suharto regime, which had played 

a major role since ASEAN’s inception, Douglas Webber argued that it suffered a leadership 

crisis, and was in no position to provide economic aid to member economies.66 Thus, 

ASEAN’s ineffectiveness at “weathering the storm” in a time of crisis67 undermined its 

capacity and cohesion as a regional grouping.68  

Rescue packages offered by the IMF imposed strict conditions on the crisis-afflicted 

economies that proved to be the “wrong medicine for Asia”, as Jeffrey Sachs pointed out.69 

Martin Feldstein argued that the IMF dispensed “one-size-fits-all” austerity medicine 

inappropriately to the hardest-hit economies which were suffering from a different 

malady.70 Nobel Laureate Joseph Stiglitz argued that fiscal and monetary prescriptions 

appropriate for the Latin American debt crisis of the 1980s were mistakes.71 The same 

criticisms of IMF policies were echoed by Japan’s Vice-Minister of Finance in 199972 and by 

the outspoken Prime Minister of Malaysia, Dr. Mahathir Mohamad, a year later. 73  

Perhaps the source of ASEAN’s greatest unhappiness was US indifference to the AFC and its 

inadequate response, which was not only associated with IMF conditions but also viewed as 

taking advantage of the crisis for its own benefit. 74 Having been loyal to the US as Cold War 

allies, ASEAN member states expected the US to provide assistance similar to what was 

provided during the Mexico crisis in 1994, when it not only set up a $20b rescue fund, but 

                                                           
65

 Rüland, Jürgen. "ASEAN and the Asian Crisis: Theoretical Implications and Practical Consequences for 
Southeast Asian Regionalism." The Pacific Review 13, no. 3 (2001), pp. 421-51; Harris, Stuart. "Asian 
Multilateral Institutions and Their Response to the Asian Economic Crisis: The Regional and Global 
Implications." The Pacific Review 13, no. 3 (2000), pp. 495-516. 
66

 Webber, Douglas. "Two funerals and a Wedding? The Ups and Downs of Regionalism in East Asia and Asia-
Pacific after the Asian Crisis." The Pacific Review 14, no. 3 (2001), pp. 339 -72. 
67

 "The Limits of Politeness." The Economist 346, no. 8057 (1998), pp. 43-44; Hiebert, Murray, Ben Dolven, 
Michael Vatikiotis, and Salil Tripathi. "Out of Its Depth." Far Eastern Economic Review 161, no. 8 (1998), p. 25. 
68

Funston, John. "ASEAN: Out of Its Depth?" Contemporary Southeast Asia 20, no. 1 (1998), pp. 22-37.  
69

 Sachs, Jeffrey D. “Wrong Medicine for Asia.” (1997), http://www.freeessays.cc/db/15/euz191.shtm.  
70

 Feldstein, Martin. "Refocusing the IMF." Foreign Affairs 77, no. 2 (1998), pp. 20-33. 
71

 Stiglitz, Joseph E. Globalization and Its Discontents. New York: W. W. Norton, 2002. 
72

 "Reform of the International Financial System." Speech by Dr. Eisuke Sakakibara At the Manila Framework 
Meeting in Melbourne (March 26, 1999), 
 http://www.mof.go.jp/english/international_policy/convention/manila_framework/e1e070.htm. Accessed 
22/09/2007.  
73

 "Agenda for a New Asia." Address by the Honourable Dato' Seri Dr. Mahathir bin Mohamad Prime Minister of 
Malaysia Society Hong Kong Center Fall Gala Dinner (October 28, 2000), http://www.aseansec.org/2917.htm. 
Accessed 22/09/2007. 
74

 Higgott, Richard. "The Asian Economic Crisis: A Study in the Politics of Resentment." New Political Economy 
3, no. 3 (1998), p. 346. 

http://www.freeessays.cc/db/15/euz191.shtm
http://www.mof.go.jp/english/international_policy/convention/manila_framework/e1e070.htm
http://www.aseansec.org/2917.htm


107 

 

also orchestrated, along with international organisations, an additional $50b fund which 

restored investor confidence.75 By contrast, the US contributed only $8b to the IMF rescue 

packages for Indonesia and South Korea, and nothing for Thailand.76 The willingness of the 

US to help Russia and Brazil when they were in crisis in 1998 fomented bitter feelings of 

betrayal by a loyal friend.77 During the decades of US economic engagement in East Asia, the 

“Wall Street-Treasury Complex”, to use Jagdish Bhagwati’s term, 78  pushed financial 

liberalisation for the benefit of the US economy, as Robert Wade argued.79 Richard Higgott 

pointed out that the conditionality attached to US-backed IMF packages allowed 

international banks to step into East Asia’s financial sector, which paved the way for greater 

and easier market access for US firms.80 Not surprisingly, cries of “robbery”, “new US 

imperialism”, and “second opium war” echoed across the states affected most by the AFC.81 

ASEAN economies were also disappointed with Japan’s failure to fulfil the leadership role it 

was expected to play82 as the second largest and regional economic leader, not only by 

ASEAN but also by the US. Japan made significant efforts to stave off the effects of the crisis, 

in the form of multilateral and bilateral financial assistance to crisis-affected economies.83 

Its most prominent response, the short-lived initiative to create an Asian Monetary Fund 

(AMF), with a pool of up to $100b through contributions by Japan and other East Asian 

economies to address balance-of-payments emergencies,84 was aborted due to strong US 
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opposition on the grounds that it would undermine the authority of the IMF and reduce US 

influence in the international financial system,85 thus damaging US interests. As Fred 

Bergsten put it: 

Japan’s proposal for an Asian-only “Asian Monetary Fund”…would exclude us from the 

most crucial area of cooperation with the world’s most dynamic economies (as well as the 

largest potential source of security problems). The costs of any such outcome to the broad 

national security as well as economic interests of the United States, would play out over 

many years and could be huge.86  

Though an agreement for regional financial surveillance, called the Manila Framework, was 

reached by the eighteen economies of Asia-Pacific Economic Cooperation (APEC) soon after 

the failure of the AMF initiative,87 as Philips Lipscy pointed out, the core prescriptions88 of 

the framework were designed to enhance rather than weaken the role of the IMF.89  

The US used its “blocking power” to veto Japan’s attempt, during a time of crisis, at a 

leadership role commensurate with its economic importance. 90 According to Higgott, this 

confirmed that Japan’s Asian policy, historically consistent with US Asian policy since 1945, 

remained so.91 

During the AFC, Japan contributed one-third of the IMF bail-out packages, a total of $19b, 

double the US contribution of $8b, making it the largest of the donor economies. After the 

aborted AMF proposal, a new “Miyazawa Initiative” was launched which promised bilateral 
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assistance to affected economies.92 These two examples were instances of Japan’s regional 

leadership, but nonetheless did not win many hearts and minds within ASEAN. As Naoko 

Munakata commented, ASEAN members shared the view that Japan could have better 

facilitated regional recovery by expanding imports from East Asia, 93  and were deeply 

disappointed by its policy alignment with the US at the expense of the region’s urgent 

needs.94  

Beyond that, Japan’s inability to fix decade-long domestic economic problems damaged its 

credentials as the model of East Asian development. Krugman described it as “perspiration 

rather than inspiration”.95 The economy was mired in recession since the “bubble burst” 

during the early 1990s, which is regarded by some scholars as one of the precipitating 

causes of the AFC.96 Nevertheless, Japanese economic weaknesses were largely drowned 

out before the crisis by applause surrounding the “East Asian Miracle”. Scepticism about the 

model surfaced only after “tigers in distress” became a common catchphrase in 1998.97 

 In addition to the desire to be seen to be exercising regional leadership, Lipscy argued that 

Japan’s AMF proposal arose out of national interest considerations.98 According to Morris 

Goldstein and John Hawkins, as of June 1997 more than one-third of bank loans to crisis-hit 

Indonesia, Thailand, Malaysia and the Philippines were from Japanese rather than US 

banks.99 Japan was in the same vulnerable situation in which the US found itself during the 

Mexico Crisis, where nearly one-third of bank loans to Mexico were from the US.100  

                                                           
92

 For details about the role of Japan during the Crisis, see Chang Li, Lin, and S. Rajan Ramkishen. "Regional 
Responses to the Southeast Asian Financial Crisis: A Case of Self-Help or No Help?" Australian Journal of 
International Affairs 53, no. 3 (1999), pp. 271-76.  
93

 Munakata, Naoko. "Evolution of Japan’s Policy toward Economic Integration." RIETI Discussion Paper Series 
02-E-006 (2001), pp. 1-33. 
94

 Hughes, Christopher W. “Japanese Policy and the East Asian Currency Crisis: Abject Defeat or Quiet Victory?” 
Review of International Political Economy 7, no. 2 (2000), pp. 219-53; Witjaksono, Sigit. "Japan’s Role in 
Responding to the Crisis in Southeast Asia and the East Asian Regionalism." Forum of International 
Development Studies, Graduate School of International Development, Nagoya University (2004), 
http://www.gsid.nagoya-u.ac.jp/bpub/research/public/forum/27/13.pdf. Accessed 20/06/2009.  
95

 Krugman, Paul R. "The Myth of Asia's Miracle.” Foreign Affairs 73, no. 6 (1994), pp. 62-78. 
96

 Higgott, Richard. "The Asian Economic Crisis: A Study in the Politics of Resentment." New Political Economy 
3, no. 3 (1998), p. 336. 
97

 Pang, Eul-Soo. "The Financial Crisis of 1997-1998 and the End of the Asian Developmental State."  
Contemporary Southeast Asia 22, no. 3 (2000), pp. 570-90. 
98

 Lipscy, Philips. "Japan's Asian Monetary Fund Proposal " Stanford Journal of East Asian Affairs 3, 
no. 1 (2003), pp. 93-104. 
99

Goldstein, Morris, and John Hawkins. "The Origin of the Asian Financial Turmoil." Research Discussion Paper, 
(May 1998), p. 17, Table 4,  

http://www.gsid.nagoya-u.ac.jp/bpub/research/public/forum/27/13.pdf


110 

 

The US was dissatisfied with Japan’s response to the AFC even after it scuttled plans for an 

AMF. The US government cited its stagnant domestic economy and weak financial system as 

key obstacles to the region’s recovery.101 Japanese officials and media denounced these 

criticisms as US interference in its domestic affairs.102 

When we compare Japan’s response with that of the US, it is clear that Japan made far 

greater efforts, yet its actions were appreciated neither by ASEAN nor the US. From ASEAN’s 

perspective, as we have seen, Japan should have opened its market to absorb exports from 

crisis-affected economies; from the US’s perspective, Japan was expected to take the 

leadership role not only in bail-out packages, which it actually did, but also in leading the 

region out of crisis, as long as it was consistent with US interests in the region.  

From the Japanese perspective, the stated US opinion that the AFC was a consequence of 

inherent “crony capitalism” in the East Asian economic model was unconvincing. Instead, 

the view of Japanese officials was that it was a consequence of so-called “hot money” 

crossing borders for speculative purposes.103 In the words of a senior Japanese official, “the 

learning cost has been very expensive for Asian countries”.104 This may also be the cost 

Japan has had to pay for being a US ally.  

China, by way of contrast, won the gratitude of ASEAN for its commitment not to devalue 

the yuan, preventing the contagion of reciprocal currency devaluations as the crisis rumbled 

on. Long Yongtu, China's Vice Minister of Foreign Trade and Economic Cooperation, argued: 

“If China devalues, that would set off a new cycle of devaluations, and that would be 

disastrous. Therefore China will not devalue. This might affect China's competitive position 
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but we have more important things to do”.105 China joined the IMF rescue packages, 

contributing $1b each to Thailand and Indonesia.106  

China also opened its market to absorb distress goods from crisis-hit economies. Imports 

from Indonesia and Thailand increased dramatically in 1998 compared with 1995 (see Table 

4-1), in contrast to Japan’s unwillingness to provide greater access, and even though 

Beijing’s assistance was dwarfed by the Japanese rescue package.107  

In sum, through these actions, China was able to consolidate its political standing in East 

Asia, confirming the positive regional impacts of its rise and enabling it to increasingly shape 

East Asian regionalism at the expense of the US and Japan. China’s material contributions 

were smaller than Japan’s, yet in ASEAN’s perception, China’s contribution was weighted 

more positively.  

Japan’s leadership aspirations were scuttled despite its efforts, whereas China’s aspirations 

were enhanced by its perceived better performance. Rodolfo Severino Jr, the then 

secretary-general of ASEAN, stated that: “It shows the importance Beijing is giving to good 

neighbourly relations and its desire to cooperate with other countries in the region in these 

difficult times”. He continued: “*W+e still have a territorial problem with China, but 

otherwise things are going well between ASEAN and Beijing”.108 Prime Minister Mahathir of 

Malaysia expressed his appreciation of China’s performance as follows: 

China’s performance in the Asian financial crisis has been laudable, and the countries in 

this region….greatly appreciated China’s decision not to devalue the yuan. China’s 

cooperation and high sense of responsibility has spared the region a much worse 

consequence. The price China has to pay to help East Asia is high, and the Malaysian 

people truly appreciate China’s stand.109  
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Gratitude was also expressed in the Chairman of ASEAN’s Statement in 2001 that “we are 

deeply grateful for China’s support in efforts to recover from the recent economic crisis”.110  

Table 4-1. China’s foreign trade with selected ASEAN countries in $ million (1995-1998) 

Country Indonesia Malaysia Thailand Philippines 

1995 

Exports 1438 1281 1752 1030 

Imports  2052 2071 1611 276 

Surplus/Deficits -614 -790 141 754 

1996 

Exports 1052 1118 1159 476 

Imports 1589 1622 864 272 

Surplus/Deficits -537 -504 295 204 

1997 

Exports 1841 1922 1501 1340 

Imports 2674 2495 2014 327 

Surplus/Deficits -833 -573 -513 1013 

1998 

Exports 1170 1596 1258 1512 

Imports 2461 2674 2414 514 

Surplus/Deficits -1291 -1078 -1156 998 

Source: General Administration of Customs of People's Republic of China. China’s Customs Statistics Yearbook 
2005. Beijing: China Customs Press, 2006, p. 2.  
Note: for analytic purposes, only crisis-afflicted countries are shown, and other ASEAN countries are not included.  

Peter Katzenstein argued that Japan, as a state supporting the “American imperium”, was in 

a unique position of strength, securing economic dominance in East Asia despite the rise of 

China, because China did not possess a comparable security relationship with the US, which 

                                                           
110

 "Press Statement by the Chairman of the 7th ASEAN Summit and the Three ASEAN + 1 Summits." 
(November 6, 2001), http://www.aseansec.org/2756.htm. Accessed 23/05/2007. 

http://www.aseansec.org/2756.htm


113 

 

remained the dominant military power and source of regional stability.111 However, the 

outcome of the AFC seemed to weigh strongly against Katzenstein’s argument. It was 

exactly the US alliance that destroyed the AMF proposal and rendered it unable to enact an 

independent foreign policy. The comparative ineffectiveness of Japan as a result of its fealty 

to the US contrasted sharply with the leadership shown by China, which was not similarly 

encumbered. The result for Japan was a loss of influence in the region, and a corresponding 

increase in China’s stature as an emerging power at the centre of the East Asian political 

economy. This went some way to obviating ASEAN’s desire to maintain the US security 

presence, which was part of the reason for the ARF. 

The AFC was a turning point in China-ASEAN relations. I described in chapter 2 how East 

Asian regionalism during the Cold War was for the most part a story of US hegemony, 

marked by bilateral security treaties and US economic and military aid to East Asia, followed 

by the era “in Japan’s embrace” as it took over the US’s dominant economic role during the 

1970s and 1980s, allowing East Asia to accelerate growth in accordance with the “Flying 

Geese” model. Following the dramatic events of the AFC, however, ASEAN’s relationship 

with the US, Japan and China changed. In the place of ASEAN’s traditional stance of “leaning 

to one side” towards the US-Japan alliance, ASEAN began to draw closer to China,112 and 

China began rapidly to supplant Japan as the region’s economic powerhouse.  

The AFC left the regional economy in chaos and created what Richard Higgott called 

“political resentment” among ASEAN states, at the same time as it strengthened regional 

cooperation.113 As I show in the next section, the process of regional integration soon 

accelerated under ASEAN+3, formed in response to the AFC. In the five years after 1997, 

China consolidated its political gains via ASEAN+3,114 which is discussed in Section 4.4.1; by 
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playing a significant role in the Chiang Mai Initiative (CMI), discussed in Section 4.4.2; and by 

acceding to the Treaty of Amity and Cooperation. This is discussed in Section 4.4.3. 

However, the most significant manifestation of the leading position China began to take in 

East Asia was CAFTA. I argue that CAFTA served China’s political and strategic, even more 

than its immediate economic, objectives. Section 4.5 describes how economic links 

flourished after 1997.  

4.4 Consolidation of China’s engagement with regional institutions and 

processes (1997-2003) 

4.4.1 The ASEAN+3 framework 

A number of lessons from the AFC were learnt by ASEAN, especially that each economy by 

itself was too small to address a region-wide let alone global crisis. The “contagion effect” 

showed that ASEAN economies were more closely linked than thought previously, as Suthad 

Setboonsarng, Deputy Secretary-General of ASEAN at the time, pointed out.115 No economy 

was immune. Another lesson was that “national resilience” could be strengthened only 

through consolidating “regional resilience” in a coordinated manner, which meant regional 

frameworks to facilitate policy cooperation. The crisis also exposed ASEAN’s inability to 

provide tangible assistance for affected members, whose economies were highly dependent 

on the major powers, in particular the US and Japan, for markets, capital and technology,116 

making them more vulnerable to the vagaries of the external powers. Furthermore, ASEAN’s 

vulnerability lay in internal political and economic disparities in existence since its 

formation, which intensified as a result of enlargement during the 1990s. 117  ASEAN 

members, with the exception of Singapore, were basically competing with, rather than 

complementing, one another. 

Under the circumstances of what Richard Higgott called East Asia’s “resentment”, the only 

effective way to reinvigorate regional resilience was to seek a political framework for closer 
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regional cooperation with Northeast Asia. This desire was expressed by Goh Chok Tong, 

Singapore’s Prime Minister at the time, when he stated, “you cannot talk about Northeast 

Asia and Southeast Asia. What happens in Southeast Asia will have an impact on Northeast 

Asia…. So now we are thinking in terms of evolving an East Asian community…”.118 As Toyo 

Gyohten observed, East Asia’s large pool of foreign reserves would have been sufficient to 

deal with the AFC if a framework for cooperation had been in place.119  

The idea of East Asian cooperation was not new. Such a proposal was first put by Dr. 

Mahathir in 1990, when he called for the establishment of an East Asian Economic 

Grouping, renamed the East Asian Economic Caucus (EAEC) “in response”, according to 

Richard Stubbs, “to concerns that the original name made it sound too much like an attempt 

to form a regional trade bloc”.120 The proposal was strongly opposed by the US, for fear that 

it would be excluded, and by Japan under US pressure to do so.121 Japan supported instead 

the idea of a broader Asia Pacific grouping such as APEC.122 Richard Higgott and Richard 

Stubbs gave two additional reasons for Japan’s rejection. First, other East Asian 

governments were less keen than Malaysia about the prospect of Japanese leadership; and 

secondly, and more importantly, EAEC would send a signal that East Asia intended to form a 

“closed” regional grouping. Japan did not want to lose global markets, especially the US, as 

the regional economy was highly reliant on inter- rather than intra-regional trade.123 David 

Rapkin argued that security concerns also played their part in Japan’s rejection of 

Mahathir’s idea. It did not wish to endanger the US security commitment to the region.124 
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As a result, EAEC was formally accepted only as a caucus within the APEC framework at the 

1993 ASEAN Foreign Ministers’ Meeting.125  

The idea of an East Asian grouping re-emerged with preparations for the ASEAN-initiated 

Asia-Europe Meeting in 1996, in which Japan, China and South Korea were invited to 

participate,126 and was formalised with ASEAN+3 127 in a Joint Statement on East Asian 

Cooperation. The leaders “expressed greater resolve and confidence in further deepening 

and broadening East Asia cooperation in various levels and in various areas, in particular 

economic and social, political and other fields”.128 ASEAN+3 was significant because it 

allowed a distinctive East Asian regionalism to emerge, while adhering to the “ASEAN Way” 

with strengthened governmental cooperation. Participation in ASEAN+3 enhanced China’s 

role in East Asian regionalisation, committing it to the “ASEAN Way”.  

For some scholars, the emergence of ASEAN+3 was a significant manifestation of the 

evolutionary development of East Asian regional cooperation. Stubbs and Higgott, who 

were persistent adherents to the thesis of growing pan-East Asian regionalism during the 

mid-1990s,129 identified it as the materialisation and formalisation of EAEC. Stubbs argued 

that ASEAN+3 provided a potential basis for regional identity and consolidation as its 

member states shared a number of commonalities, despite regional diversity: historical 

experiences of war, Asian values, deeper economic integration and a distinctive form of 

state-led capitalism.130 Dieter and Higgott contended that financial cooperation under 

ASEAN+3, in the form of the CMI, was a sign of deepening regional consciousness standing 

in opposition to the “Anglo-American view on global economic organisation” exemplified by 
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the IMF.131 Other observers, however, were sceptical of ASEAN+3. They argued that East 

Asian regional diversity, such as different levels of development and modes of governance, 

was too great, while Sino-Japanese rivalry and the continuing influence of the US divided 

the region.132 

One of the first ASEAN+3 initiatives was to implement measures to prevent a repetition of 

the AFC. This goal found concrete realisation in 2000 in the CMI regional financing 

arrangement,133 which is the subject of the following section.  

4.4.2  Regional financial cooperation: the Chiang Mai Initiative  

The CMI is a regional currency swap arrangement under which bilateral currency swap and 

repurchase mechanisms were created on the basis of pre-existing ASEAN swap 

arrangements to include China, Japan and South Korea. Under the enhanced arrangements, 

each economy was required to commit a certain amount of currency to be used whenever a 

partner economy experienced a currency crisis and needed to borrow foreign exchange to 

ease short term liquidity problems.134 The aim was to prevent the “contagion effect” of one 

economic problem spreading to other parts of the region. But equally importantly, it 

reduced the need to rely on external sources, such as the IMF. The CMI also put in place 

greater surveillance mechanisms which required improvements in national economic 

transparency, and a better “early warning system”. East Asian governments resolved to 

strengthen policy dialogue and regional cooperation.135 
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By 2006, sixteen Bilateral Swap Agreements (BSAs) were concluded totalling $75b.136 

However, as the Chinese scholar Zhang Ming from CASS pointed out, the CMI had two 

shortcomings.137 First, the size of the BSAs was relatively large, but the total fund could not 

be used as a package to rescue an afflicted economy because the Initiative remained a 

series of bilateral agreements. A crisis-hit economy was entitled only to use the currency 

from the state which had entered into a BSA.138 Moreover, Jennifer Amyx noted that 

bilateral negotiations were usually time-consuming.139 Second, an independent regional 

surveillance unit to take charge of economic monitoring was lacking.140 Instead, surveillance 

was undertaken by the IMF, under which 80% of funds were subject to IMF conditionality 

involving macroeconomic adjustment and structural reforms, leaving the Initiative with little 

leverage.141 Zhang concluded that linkage to the IMF greatly reduced the effectiveness and 

flexibility of the CMI as a regional financial facility.142 

 In order to strengthen the capacity for regional surveillance and improve the effectiveness 

of the CMI, ASEAN+3 explored “various options towards an advanced regional liquidity 

support mechanism”, or a “multilateralised CMI”.143 In 2007, it established a self-managed 

regional reserve pool with a total size of $80b as a significant move towards 

multilateralisation.144 The fund was increased to $120b in early 2009 in response to the 

Global Financial Crisis (GFC),145 marking a new stage in closer regional cooperation. CASS 

scholar Zheng Liansheng argued that the significance of the reserve pool lies in providing 
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economies in trouble with another channel, apart from the IMF and bilateral currency swap 

arrangements, for funding.146  

It should be noted that no BSAs were used by any ASEAN+3 economy after the CMI was 

launched in 2000, not even during the GFC of 2008/09, and neither did they have to call on 

the IMF as Europe had to.147 This may be because, as Randall Henning pointed out, most of 

the period after 2000 was relatively benign in East Asia.148 Other scholars, however, 

questioned the effectiveness of the Initiative. Gao Haihong, another scholar from CASS, 

argued that a quasi-institutionalised mechanism such as the CMI was more a political 

symbol of regional cooperation than an economic reality for members.149 She agreed with 

Zhang Ming’s view that one of the problems is that a large portion of the fund was still 

under IMF tutelage. The harsh conditionality attached to IMF rescue packages during the 

AFC lingered in the minds of crisis-affected governments. They were more likely to pursue 

other alternatives which might be more efficient and less problematic.150 South Korea is a 

case in point in this regard. When hit by the GFC in 2008, it sought China’s assistance by 

signing a new currency swap arrangement outside the CMI’s ambit totalling RMB1800b.151 

The new local-currency swap, Randall Henning wrote, had a large face value, which helped 

to underpin confidence, but it “should not be considered a substantial expansion of the 

Chiang Mai Initiative per se”.152 

Nevertheless, despite its shortcomings and being far from independent of IMF surveillance, 

the CMI was an important step towards closer regional cooperation. 
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4.4.3 China’s accession to the Treaty of Amity and Cooperation (2003) 

In October 2003, China acceded to the Treaty of Amity and Cooperation in Southeast Asia,153 

ostensibly demonstrating an enhanced level of political trust. It was the first non-ASEAN 

signatory, followed by India, Japan South Korea and Russia. China affirmed that the TAC 

established the “basic norms governing their relations” in joint declarations in 1997 and 

2003,154 demonstrating a desire to be “permanent good neighbours, good partners and 

good friends of ASEAN”.155 China’s political commitment was aimed at three strategic 

objectives.  

First, it was intended to reassure ASEAN that China’s rise would not be hegemonic because 

this path led other great powers such as the US, Germany and Japan to fight major wars.156 

In the western realist view on the rise of great powers, as outlined in Chapter 1, it is 

regarded as inevitable that a rising power will challenge the dominant power militarily, so 

that, for these theorists, China’s rise necessarily brings with it the threat of a looming war 

with the US. Leading Chinese Southeast Asia specialists identified three sources of China’s 

threat to regional order: the South China Sea disputes, the economic challenge and the 

potential threat of dominance based on the re-emergence of China’s traditional “world 

view”.157 Professor Chen Qiaozhi pointed out candidly that, sharing borders with a dragon, 

ASEAN’s smaller economies felt uneasy and worried due to China’s pre-19th century 

tributary relations with Asia and Cold War attempts as the “red threat” to export revolution 
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and support for communist insurgencies.158 The leading Chinese economist Justin Yifu Lin 

observed that ASEAN members felt threatened by China’s rapid economic growth because it 

competed for markets and foreign investment while they were similar export-oriented 

economies.159  

Second, signing the Treaty of Amity and Cooperation signalled that China wanted to be seen 

and accepted as a responsible power. A rising China invited a vigorous debate in the United 

States in particular about whether China would be a “status quo” or “revisionist” power 

whose rise challenged the international system.160 By signing the treaty, China indicated a 

desire to engage with the international system in a way that was compatible with its 

national interests.  

Third, it was intended to signal that China was willing to promote peace and stability 

through deepening regional cooperation. As the first non-ASEAN TAC signatory, China made 

a statement of respect for the right of small nations to involve themselves equally in 

regional affairs. As an East Asian power, China set a good example for other powers to 

follow.161 The Indonesian Foreign Minister remarked, following India’s signing, that “we 

have had more than 3 billion people embrace the treaty, which will greatly promote peace, 

prosperity and stability of the region”.162 

From the Chinese perspective, the Treaty committed Beijing to the “ASEAN way”, while 

trying to build an image of a peaceful, cooperative and responsible power.163 This view was 

echoed by David Shambaugh, who argued that it “formally commits China to enforcing the 

principles of nonaggression and non-interference”, and “a variety of other conflict 

resolution mechanisms”. He pointed out also that drawing China into regional arrangements 

was the best strategy for ASEAN to hem in a rising China. 164  Analysing from two 

perspectives, Denny Roy agreed that signing the Treaty was a way for China to earn goodwill 
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from ASEAN in order to reduce the latter’s fears of China’s dominance. At the same time, to 

avoid possible Chinese domination, he argued that ASEAN’s strategy was to socialise China 

into the “ASEAN Way” and enmesh it into regional institutions.165  

With greater depth and scope in mutually beneficial cooperation between China and ASEAN, 

the two sides agreed to establish “a strategic partnership for peace and prosperity” in 

2003.166 China was ASEAN’s first strategic partner, and ASEAN the first regional grouping to 

forge a strategic partnership with China. At the Fifteenth Anniversary of China-ASEAN 

dialogue relations in Nanning in 2006, Professor Zhai Kun put it this way:  

The strategic partnership relation is regarded as the most advanced level at which China 

engages with other countries or regions. Forging a strategic partnership with ASEAN 

demonstrates the significance of ASEAN in China’s foreign strategy and shows the 

sophistication of China’s foreign policy towards ASEAN.167  

The Commemorative Summit’s Joint Statement stated that the China-ASEAN strategic 

partnership would be strengthened further and enhanced after 15 years of cooperation.168  

Deepening relations with ASEAN, as formalised in ASEAN+3, was an important and lasting 

outcome of the AFC. Even more significant was the creation of an agreement that directly 

indicated ASEAN’s relative preference for more trade with China rather than Japan, namely 

CAFTA. The following section describes the rapid growth of economic links after the AFC and 

the formation of CAFTA, before contrasting it with economic relations between ASEAN and 

Japan during the same period. 
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4.5 Economic cooperation between China and ASEAN 

Joshua Kurlantzick argued that China used soft power, a “charm offensive” or “smile 

diplomacy”, to consolidate its political influence in Southeast Asia.169 His use of the term 

“soft power” went beyond the concept originally formulated by Joseph Nye, which referred 

to an ability to shape the behaviour of other states by attracting and persuading them to 

adopt one’s own goals.170 For Kurlantzick soft power meant anything outside of the realm of 

military might, in particular China’s ability to advance its influence through trade, 

investment and aid.171 

4.5.1 Trade  

Economic cooperation developed rapidly from the early 1990s. According to China’s 

Customs’ statistics, the annual increase in the value of trade was a 22% between 1990 and 

2005, 4% higher than the annual increase in China’s global trade. ASEAN’s statistics show 

that the value of trade increased by 23% annually on average, which was 17% higher than 

the increase in ASEAN’s total trade between 1993 and 2001.172  

Trade relations grew especially rapidly after the AFC. ASEAN’s share of China’s trade was 

7.5% in 1999, increasing to 9.1% in 2003. It remained at 9% until 2008, as seen in Table 4-3. 

By 2008, ASEAN was China’s fourth largest trade partner after the EU, US and Japan.173 

China was ASEAN’s fourth-largest trade partner after intra-ASEAN trade, Japan and the EU, 

and ahead of the US.174 China’s imports from ASEAN doubled over four years, from $14.9b 

in 1999 to $31.2b in 2003.175  

Not only did China-ASEAN trade expand after 2000, China’s trade deficit with ASEAN also 

grew. It was, on average, about $17b annually between 2003-2007, falling to $2.8 billion in 
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2008 because of the global financial crisis (see Table 4-2). According to ASEAN statistics, the 

ASEAN-China trade accounted for 11.3% of total trade, with the share of ASEAN’s exports to 

China at 12.2%,176 up from 7.4% in 2004.177 These statistics illustrate that China became an 

important export market for ASEAN after the AFC, while there was also a dramatic increase 

in China’s exports to ASEAN during the same period. Furthermore, the start of CAFTA from 

January 2010, considered in more detail in Section 4.5.3, was anticipated to result in a 

further acceleration of trade liberalisation. 

Table 4-2. China’s foreign trade with ASEAN in $ millions (2000-2008) 

Year Exports 
Annual % 
increase 

Imports 
Annual % 
increase 

Total 
Bilateral 
Trade 

Annual % 
increase 

Surplus 

2000 17341 42.4 22181 48.6 39522 45.3 - 4840 

2001 18376 6.0 23215 4.7 41691 5.3 - 4939 

2002 23584 28.3 31197 34.4 54781 31.6 - 7613 

2003 30927 31.1 47328 51.7 78255 42.0 - 16401 

2004 42899 38.7 62967 33.1 105866 35.3 - 20068 

2005 55367 29.1 74994 19.1 130361 23.1 - 19627 

2006 71311 28.8 89527 19.4 160838 23.4 - 18216 

2007 94139 32.0 108369 21.0 199808 25.9 - 14230 

2008 114142 20.9 116974 7.9 231116 14.0 - 2832 

Sources: compiled from China Customs Statistics Yearbook, various issues. Statistics from China’s Ministry of 
Commerce, http://www.mofcom.gov.cn.  

    

Table 4-3. The percentage share of bilateral trade in China’s total global trade 

1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 

7.5 8.3 7.8 8.8 9.1 9.2 9.2 9.1 9.3 9.0 

Sources: compiled from China Customs Statistics Yearbook, various issues. Statistics from China’s Ministry 
of Commerce, http://www.mofcom.gov.cn.  

 

China’s economic boom provided a huge market for ASEAN. After a field trip to Southeast 

Asia, Peter Goodman, an American journalist, concluded that ASEAN’s perceptions of China 
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had changed from “potential threat” to “land of opportunity”.178 He described a prosperous 

Southeast Asia, producing goods for exports to meet different demands from the Chinese 

market: 

As China’s economy rapidly adds mass, it strengthens its pulls on the rest of Asia. 

Rubber plantations in Southern Thailand are filling demand for tires as China’s auto 

industry accelerates by 75 percent a year. Rice farmers in northern Thailand now ship 

half their premium jasmine rice to exports to China and Hong Kong. Steelmakers in 

Japan and Korea, supplying the spines of the skyscrapers filling China’s cities, now call 

China their largest customer. Computer chip plants in Taiwan, Korea and Malaysia press 

to satisfy the demand from the factories of coastal China, which now assemble vast 

quantities of electronics. And as China seeks to diversify its sources of energy while 

struggling to meet demands for power, it is tapping oil and gas fields in Indonesia and 

Australia.179  

4.5.2 Investment and aid  

Compared with the rapid expansion in trade, growth in investment was comparatively 

modest. China was the largest FDI recipient among developing economies from 1993,180 

though inflows from ASEAN dwindled after the AFC, from $42.2b in 1998 to $29.8b in 2001, 

or from 9.3%to 6.4% of China’s total.181 

China’s FDI to ASEAN was far from significant compared with that of the US and Japan, the 

two largest single investors, accounting for 17.5% and 13.7% respectively, while China’s 

share was just 0.4% between 1995 and 2004.182 However, China’s investment increased 

gradually, climbing to $1.44b in 2008, or 2.4% of total ASEAN FDI inflows, becoming the 

second largest source.183 In particular, the ASEAN-China Investment Agreement under 
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CAFTA paved the way for enhanced flows. As Dr. Surin Pitsuwan, Secretary-General of 

ASEAN, stated, “the investment agreement will catalyse more investment flows into ASEAN 

at a time when the global FDI flows from traditional sources are on the decline”, and “send 

positive signals that ASEAN and China are forging economic cooperation ahead in building a 

stronger economic partnership…”184  

China was willing to expend economic resources on relations with ASEAN. In parallel with 

the investment agreement, the Chinese government launched a $10b investment fund for 

infrastructure network development and extending loans to ASEAN economies.185 Zeng 

Peiyan, Deputy Director of the Bo’ao Forum and former Vice Premier, argued in a speech to 

the Bo’ao Forum in 2009 that “these focused measures embody China’s sincerity in 

strengthening collaboration with partners to weather the tough times and I believe they will 

help Southeast Asian countries come out of the crisis sooner”.186  

The Chinese government also increased foreign aid to ASEAN. Unlike official development 

assistance offered by the US, Japan and EU, Beijing’s took the form of economic assistance, 

such as non-development aid and low-interest loans, and trade and investment 

agreements.187 According to one study quoted by Joshua Kurlantzick, by 2004, China’s aid to 

the Philippines, Indonesia, Laos, Burma and Cambodia exceeded US aid. China provided four 

times as much foreign aid to the Philippines, and twice as much as to Indonesia.188 It was 

also the primary supplier of economic and military assistance to Burma, Cambodia and Laos, 

according to a American Congressional Research Service (CRS) report in 2009. 189  In 

particular, unlike US aid to ASEAN which imposed restrictions related to human rights and 
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democracy, Beijing did not attach any political conditions.190 Its approach, which was 

consistent with ASEAN’s non-interference principle, was seen as “respectful of their 

countries’ sovereignty”.191 

4.5.3 China-ASEAN Free Trade Area (CAFTA) 

Closer cooperation between China and ASEAN was manifested in the establishment of 

CAFTA within ten years under the Framework Agreement on Comprehensive Economic Co-

operation between ASEAN and China signed in 2002. CAFTA came into effect for Indonesia, 

Malaysia, Singapore, Philippines, Thailand and Brunei in January 2010, and was planned to 

do so for the CLBV (Cambodia, Laos, Burma and Vietnam) in 2015.192 An integral part of 

CAFTA was an Early Harvest Programme which provided tariff cuts on 600 agricultural 

products immediately after the agreement commenced in 2003.193 It was anticipated that 

CAFTA would “create an economic region with 1.7 billion consumers, a regional GDP of 

about $2b and total trade estimated at $1.23tr”,194 and be the biggest FTA in the world in 

terms of population, GDP and trade.195  

China’s support for CAFTA, which had been thought to be generally suspicious of 

multilateral cooperation,196  generated substantial debate over the motivations of the 

signatories, which is summarised below. 

Some accounts offered economic explanations for the formation of CAFTA. Based on 

simulations conducted by the ASEAN-China expert group, the report entitled Forging Closer 

ASEAN-China Economic Relations in the Twenty-First Century suggested that CAFTA will 

expand ASEAN exports to China by 48% and Chinese exports to ASEAN by 55.1%. ASEAN’s 
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GDP will increase by 0.9%, or $5.4b, and China’s by 0.3%, or $2.2b.197 CAFTA’s projected 

economic benefits were supported by research conducted by Zhang Yunling, a well-known 

Chinese scholar and one of the experts of the ASEAN-China Expert Group on Economic 

Cooperation. In his study, the simulated effects198 showed that CAFTA will expand GDP by 

5.89% for Malaysia, 5.31% for Vietnam, 2.32% for Singapore and 1.96% for Thailand, 

although GDP increases were relatively modest for Indonesia, at 0.58%, and 0.87% for the 

Philippines.199  

Other studies presented different arguments on the impact of CAFTA. James Laurenceson 

argued that financial markets benefited more from liberalisation than relatively advanced 

integrated markets in goods and services between China and the Philippines, Indonesia, 

Malaysia, Singapore and Thailand.200 John Wong and Sarah Chan also found that CAFTA will 

foster closer economic relations though China and ASEAN would be more competitive than 

complementary in the short term, given the similarity in their trade and industrial 

structures.201 Thitapha Wattanapruttipaisan, whose study focused on the CLBV economies, 

contended that CAFTA will generate a larger market share for resources and agricultural 

products and some manufactured goods, but would intensify competition with China in 

domestic and third-country markets.202  

Other research explored both economic and political rationales for CAFTA. Kevin Cai argued 

that the free trade area not only helped cement growing economic ties, but also 

necessitated the coordination of government policies, the need for which was highlighted 

by the AFC.203 A study conducted by two Chinese scholars argued that CAFTA was driven by 

a combination of economic considerations and political motivations, and will create a “win-
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win” or “multiple-win” situation.204 Other scholars argued that CAFTA was more political-

strategic and China-driven. A study by Sheng Lijun concluded that it brings more benefits 

than losses if carried out with “careful calculation and good cooperation”.205 In line with 

Sheng’s research, Vincent Wang argued that support for the free trade area lay in the 

political logic of “economic statecraft”, in which the Chinese government utilised economic 

tools to pursue its foreign policy goal of “peaceful development”.206 

Drawing on these different views and debates, I argue that CAFTA is attributable to 

economic and political-strategic considerations on both sides. ASEAN was motivated by 

several calculations. First, as a regional grouping, it needed to rebuild credibility and 

economic strength, which was weakened by the AFC. Not only was ASEAN hit hard, its 

capacity as an organisation was called into question. Compared with the EU, backed by 

French-German cooperation, and the US supported NAFTA, ASEAN’s economy as a whole, 

whether before or after the AFC, was too weak to have its voice heard. ASEAN hoped CAFTA 

would strengthen its position and ability to prevent further financial crises.207  

Second, it was argued that CAFTA will enhance ASEAN’s access to China’s huge domestic 

market. As discussed above, ASEAN’s exports were increasingly dependent on Chinese 

markets. Entry into the WTO further accelerated the opening-up process and made the 

Chinese market more attractive. ASEAN deepened trade relations with China and attracted 

more Chinese FDI.208 

Third, strategic considerations were not unimportant. The emergence of ASEAN in 1967 was 

Southeast Asia’s response, in part, to Cold War tensions among the superpowers.209 During 

the Cold War, ASEAN was allied with the US, though Indonesia remained neutral, to balance 

the Soviet Union and China in exchange for US military protection and access to US markets. 

                                                           
204

 Guo, Xiaolei, and Guowei Wu. "Analysis of Drive Mechanism of China-ASEAN Free Trade Area." World 
Economy Study, no. 1 (2007): 68-73. 
205

 Sheng, Lijun. "China-ASEAN Free Trade Area: Origins, Developments and Strategic Motivations." ISEAS 
Working Paper: International Politics & Security Issues Series, no. 1 (2003), pp. 1-23. 
206

 Wang, Vincent Wei-cheng. "The Logic of China-ASEAN FTA: Economic Statecraft of Peaceful  
Ascendancy." In China and Southeast Asia: Global Changes and Regional Challenges, edited by Khai Leong Ho 
and Samuel C. Y. Ku, Singapore: Institute of Southeast Asian Studies 2005, pp. 17-41. 
207

Cai, Kevin G. "The ASEAN-China Free Trade Agreement and East Asian Regional Grouping."  
Contemporary Southeast Asia 25, no. 3 (2003), p. 398. 
208

 Vatikiotis, Michael R.J. "Catching the Dragon's Tail: China and Southeast Asia in the 21st Century." 
Contemporary Southeast Asia 25, no. 1 (2003), pp. 65-79. 
209

 Cao, Yunhua, and Chong Tang. New China-ASEAN Relations, pp. 77-84. 



130 

 

When the Communist threat disappeared, first with China’s transition to a market economy 

during the 1980s, then with the demise of the Soviet Union in 1991, economic development 

emerged as ASEAN’s main priority in the post-Cold War era. The US focussed more closely 

on NAFTA while maintaining a military presence in East Asia, while Japan was plagued by a 

sluggish economy. By the end of the Cold War neither was in a position to provide adequate 

attention to their Cold War allies. Facing a rising China, seen as both threat and opportunity 

by ASEAN, the strategy of “balancing the major powers” enabled its member states to keep 

Chinese power in check by strengthening economic and political cooperation through the 

free trade area and other treaties.  

For China’s part, concluding an agreement with ASEAN was probably motivated more by 

political-strategic than economic considerations.210 First, offering a free trade area helped 

build its image as a benign power and the move towards CAFTA further strengthened 

confidence-building. In particular, China’s accession to the WTO intensified competition for 

export markets and FDI flows in third countries.211 Therefore, China initiated CAFTA in order 

to ease regional anxiety over the “coming economic threat” from China.212 

Second, for Chinese scholars such as Zheng Yongnian,213 CAFTA was a tool of economic 

diplomacy promoting the foreign policy objective of a “peaceful rise” or “development”.214 

Chinese leaders in their speeches delivered to Party Congresses emphasised constantly that 

economic development required a peaceful international environment in general and 
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regional environment in particular.215 Making full use of the “strategic opportunity” was 

crucial to augment its power.216 Whether Zheng’s economic diplomacy or Vincent Wang’s 

“economic statecraft”,217 CAFTA was to China’s strategic advantage. Lu Jianren concurred 

that CAFTA was more for political and diplomatic considerations than economic calculation: 

“From the viewpoint of economic analysis, China’s economic gain obtained from CAFTA is 

limited, but the strategic impact on China’s foreign policy is significant”.218 Chinese scholars 

were more convinced that CAFTA was a breakthrough in China’s geo-economic strategy and 

designed to facilitate its “peaceful rise”.219  

The third strategic consideration was to capitalise on China’s economic power to solve the 

“Taiwan issue” peacefully. Since the 1990s, the Taiwanese government actively promoted 

relations with ASEAN member states through the so-called “going South” policy, which 

strengthened economic cooperation in exchange for winning political support. By enhancing 

China’s economic cooperation with ASEAN, Taiwan’s political space in the region was more 

restrained. 220 Professor Shen Lijun quoted Taiwan’s Economics Minister’s response to 
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CAFTA, saying that “given the current political environment, it would be difficult for us to 

pursue a similar agreement with ASEAN as a block”.221 

4.5.4 ASEAN’s economic relations with Japan in the post-Cold War era 

The discussion in chapter 2 outlined how East Asia after the Second World War fell under 

the influence of American hegemony, which in the economic realm later came to be 

replaced by Japanese pre-eminence. Japan was crucial for ASEAN’s economic development 

from the 1970s until the beginning of Japan’s economic recession at the start of the 1990s. 

ASEAN economies were embraced by Japanese multinational corporation-centred 

production networks, through which trade was conducted and FDI flowed into ASEAN. 

It was the argument of this chapter that China, not only through regional engagement, but 

equally importantly through trade and investment, began to shape a new East Asian 

regional order in which it plays an increasingly central role, while Japan’s relative influence 

declined. In considering how far China went in taking over parts of Japan’s economic role, it 

is important to consider Japan’s economic relations with ASEAN. In this section, I make use 

of Japan’s trade and investment figures from 1993 to 2008, as shown in Table 4-4, in order 

to shed light on this issue.  

With the exception of 1998-1999, average annual trade between Japan and ASEAN after 

1994 remained constant at around $100b, dwarfing China-ASEAN trade, which only reached 

the $100b target in 2004. However, from Table 4-3, we can see that total trade between 

ASEAN and China surpassed trade between ASEAN and Japan in 2007. According to ASEAN 

statistics, China replaced Japan as ASEAN’s largest trade partner in 2009, accounting for 

11.6% of total trade, becoming ASEAN’s largest export market.222 Furthermore, the statistics 

in Table 4-4 demonstrate that ASEAN ran a significant trade deficit with Japan after 1993. If 

we compare the figure with ASEAN’s trade surplus with China, the latter’s growing 

importance in ASEAN’s economic development stands out. 
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Table 4-4. ASEAN’s foreign trade with Japan in $ millions (1993-2008) 

Year Exports Imports Total Surplus 

1993 30952 55703 86655 -24751 

1994 34300 67303 101603 -33003 

1995 42681 78535 121216 -35854 

1996 43150 73310 116460 -30160 

1997 42009 71264 113273 -29255 

1998 34717 46694 81411 -11977 

1999 37687 51466 89153 -13779 

2000 50560 65631 116191 -15071 

2001 48250 53259 101509 -5009 

2002 44503 53084 97587 -8581 

2003 53198 60203 113401 -7005 

2004 67228 76035 143263 -8807 

2005 72756 81078 153834 -8322 

2006 81285 80496 161781 789 

2007 85138 87924 173072 -2786 

2008 104872 107116 211988 -2244 

Source: compiled from ASEAN Statistical Yearbook, 2008, http://www.aseansec.org/publications/aseanstats08.pdf.  

Japanese statistics show that cumulative FDI inflows to ASEAN were $55b from 1995 to 

2006, or 15.6% percent of the total.223 In addition, Table 4-5 indicates that FDI increased on 

an annual basis from 2004 to 2007. According to ASEAN statistics, the share of cumulative 

Japanese FDI, 2000-2008, was 13.9%, making it the top single investor.224 But China’s FDI to 

ASEAN was also a major source during the same period, totalling $3.4b, which ranked it 

fifth.225 This suggests that Japanese FDI remained a very important source for ASEAN while 

China was catching up. In this regard, a Chinese economist observed that Japanese 
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investment indeed promoted economic growth, though it was no longer the economic 

engine in East Asia from a regional trade perspective.226  

Table 4-5. Japan’s FDI inflow to ASEAN in $ millions (1995-2008) 

Year 1995 1996 1997 1998 1999 2000 2001 

FDI 3987 5238 7780 4454 1032 207 4013 

Year 2002 2003 2004 2005 2006 2007 2008 

FDI 4256 432 2800 5002 6923 7790 6309 

Source: compiled from statistics provided by Japan External Trade Organisation (JETRO), 
http://www.jetro.go.jp/en/reports/statistics; and ASEAN-Japan Centre, 
http://www.asean.or.jp/ja/asean/know/statistics/4.html. Accessed 01/09/2009. 

China’s economic rise changed East Asia’s trade and investment profile. As Hideo Ohashi 

observed, China positioned itself increasingly at the centre of the economic division of 

labour and attracted an unprecedented level of FDI, the majority of which originated from 

East Asia. Meanwhile, an even thicker web of economic interdependence was created by 

China’s outbound direct investment.227 As a result, Ohashi concluded that the regional 

economic system was becoming Sino-centric.228 With ASEAN+3 drawing China, South Korea 

and Japan together, and China becoming their largest trade partner, China-centred Asian 

economic integration emerged.229 

4.6 The outlook for Chinese leadership in East Asia 

China’s new economic strength raised the question of whether its growing influence may 

crowd out Japan and the US. This section considers briefly their influence in East Asia in 

comparison to that of China. 

For a number of reasons, Japan did not take a leading political role in East Asian regionalism. 

First and foremost was ASEAN’s ongoing “distrust” of Japan and perception that it was 
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unable to admit guilt. Distrust was manifested in former Singapore Prime Minister Lee Kuan 

Yew’s response to Japan’s participation, for the first time, in a UN peacekeeping force in 

Cambodia in the early 1990s. He said that “allowing the Japanese to participate in military 

operations was like giving an alcoholic liqueur chocolates”, adding that “the Japanese do not 

know when to stop”.230  

Added to this was a perception that Japan did not regard itself as part of Asia nearly as 

much as it desired to align itself with the West. As Masuru Tamamoto pointed out, for more 

than a century, Japan’s national identity swung like a pendulum between the two poles of 

Asia and the West.231 “To escape Asia” was a national slogan during the Meiji era. For Meiji 

elites, Asia represented a barbaric state of civilisation and a modernising Japan should 

“enter Europe” to become civilised.232 In the post-World era, Japan was incorporated into 

what Katzenstein termed the US “imperium”.233 Despite its remarkable economic success, 

Japan’s identity was as a US “client state”.234 Economic success was attained not just for the 

sake of material prosperity but also as a way of persuading the West to accept it as one of 

its own.235 This perception was not dispelled by Japan’s repeated efforts to include the US in 

regional groupings, as opposed to Mahathir’s EAEC, which eventually came to fruition as 

APEC with the US as a member. 

Japan was arguably further constrained in the kind of leadership it offered East Asia by 

having in every instance to first consider US reactions, as shown in the forced withdrawal of 

the AMF proposal in 1997. This reflected the reactive nature of Japanese foreign policy, in 

which, according to Kent Calder, “the impetus to policy change is typically supplied by 

outside pressure, and reaction prevails over strategy in the relatively narrow range of cases 

where two come into conflict”.236 Inoguchi Takashi and Purnendra Jain characterised this as 

“Karaoke diplomacy”, in which “Japan’s choice of foreign policy directions was 

circumscribed in a ‘set menu’ of alternatives provided by the US”. Japan was left with very 
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little room to choose from options other than those offered by Washington.237 Similarly, 

Selden pointed to Japan’s preference to “prioritise its relationship with the United States” 

and that it “has been slow to exercise leadership in a resurgent East Asia”.238 This stifling of 

Japan’s ability to devise an independent foreign policy was, as argued, a major stumbling 

block. 

On the economic front, too, Japan lost influence when it was hit by recession and its 

economic model, once heralded as an example for the region, collapsed while, 

simultaneously, China’s economic fortunes rose.239  

A final factor militating against a leading role for Japan was its lack of interest in a free trade 

agreement with ASEAN, which China readily embraced, in large measure because of the 

potential to demonstrate goodwill, as was discussed in Section 4.5. 

In all of these factors China was in a far better position than Japan to take on a leadership 

role in East Asia and, indeed, expand its influence. But, this did not mean that China 

dominated the region in the way the US did in the 1950s and 1960s, or Japan in the 1970s 

and 1980s. China certainly took on an economic leadership role, given that it became Japan, 

South Korea, Taiwan and ASEAN’s largest trade partner, though Japan remained the largest 

investor. The AFC went a long way towards changing ASEAN’s “leaning to one side”. Yet, 

China was still not trusted completely due to the historical legacies of its ancient tributary 

system and the Cold War.240 While ASEAN actively engaged China economically, its maritime 

member states in particular preferred a continuation of the US military presence to protect 

them from any possible expansionary Chinese ambitions. The US was viewed as the “least 
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distrusted power”.241 Thus, the US hub-and-spokes alliance system was destined to remain 

in place, though it was not uncontested.242 The extent of Chinese political power in East Asia 

was dampened by ASEAN’s greater affinity for the “external balance”243 provided by a US-

underwritten security safety net. 

4.7 Conclusion  

The formation of ASEAN in 1967 marked the beginning of Southeast Asian regionalism, from 

which China was long excluded. Once economic reforms were underway, “regional stability” 

in East Asia by easing international tensions with neighbouring states became an important 

strategic goal. When the Cold War drew to a close, it was of strategic importance for China 

to prevent ASEAN from slipping further into US dominion through strengthening pre-existing 

security agreements. Hence, China was eager to join in the processes of East Asian 

regionalism as a means of demonstrating its ability to be ASEAN’s “good neighbour”.  

During the two decades after the Cold War, China entrenched itself more deeply in East Asia 

through engagement with ASEAN, thereby positioning itself increasingly at the centre of 

East Asian regionalism, to the relative cost of US and Japanese influence. It was necessary 

for China to overcome initial distrust of multilateral engagements, even as ASEAN member 

states overcame their distrust of China, forged during the 1950s and 1960s when the threat 

of revolution loomed large. 

China’s first steps were taken when it became an ASEAN dialogue partner and later joined 

the ARF. However, the 1997/8 AFC provided China with a political opportunity to 

demonstrate that it could act responsibly by refusing to devalue the yuan. While China’s 

action was hardly altruistic, based instead on an astute calculation of strategic interest, 
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ASEAN perceived it as a manifestation of goodwill and regional responsibility. China’s 

behaviour went a considerable way towards dispelling ASEAN’s lingering distrust of its 

power ambitions and was pivotal in the restoration of relations. 

China’s actions during the AFC paved the way for deeper political relations with ASEAN 

through ASEAN+3, and most significantly, a free trade agreement with ASEAN, confirming 

the attractiveness for ASEAN of greater trade with China rather than Japan, which had no 

comparable arrangement. China seemed better able than Japan to take on a leading 

political role in East Asia, as Japan’s ability to craft a foreign policy was to a large extent 

limited by the need to take the wishes of the US into account. Added to this was distrust of 

Japan, and the perception that it identified more closely with the West than Asia. 

Nevertheless, the US continued to play the role of security provider to ASEAN, blunting the 

prospects of a dominant Chinese security role in the region. 

While China greatly improved its political standing in East Asia, and appropriated a leading 

role in the region as a result of its remarkable economic growth, relations with the US and 

Japan became significantly more problematic. In the next two chapters I turn to a discussion 

of how these two relationships changed in the context of China’s economic rise. 

 



139 

 

5 The relationship between the US and China from the Cold War to 

the era of China’s rise 

This chapter explores the evolution of Sino-US relations from outright hostility during the 

early years of the Cold War, to a period of cooperation against a common threat posed by 

the Soviet Union, followed by a redefinition of relations as the Cold War came to an end. 

This historical treatment provides essential context for understanding contemporary 

relations. The chapter relies on extensive references to the Chinese literature, aiming to 

introduce a Western audience to Chinese debates. 

Consideration of the US response to China’s rise and impact on East Asia is of particular 

significance, because China is challenging US primacy economically, having become Japan, 

South Korea, Taiwan and ASEAN’s main trading partner, and increasingly in the political 

sphere, where closer links with strategic allies of the US threaten to diminish US regional 

influence. This is notwithstanding ASEAN’s preference for a strong US security presence, as 

described in the previous chapter. I argue that Sino-US relations were characterised by a 

pattern of oscillation between conflict and cooperation, reflecting attempts by the US to 

balance often conflicting strategic interests. The US faced a dilemma regarding China’s 

growing regional power. It could not dictate terms because its economy was entwined 

deeply with China’s, but had to reach an accommodation or at least a stalemate on several 

key regional issues. China’s defence modernisation “complicated” if not challenged US 

primacy. 

Section 5.1 describes Sino-US relations during the 1950s and 1960s, and how shared 

animosity towards the Soviet Union impelled them towards the historic 1972 agreement to 

begin normalisation of relations. Section 5.2 outlines developments between 

rapprochement and the eventual establishment of full diplomatic relations. Subsequent 

Sino-US relations exhibited the oscillating tendency described above, even during periods of 

relatively close relations, as discussed in Section 5.3, especially when the end of the Cold 

War forced a redefinition of relations. This is discussed in Section 5.4. US perceptions of 

China evolved as it became more powerful militarily and economically interdependent.  
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Initial US views of China as a competitor were forced to yield to the need to cooperate on 

several issues. Section 5.5 discusses this phase in the oscillating relationship, and how the 

US acknowledged China’s resurgence in East Asia by demanding it make stronger 

international contributions. Section 5.6 discusses China’s role in the six-party talks over the 

North Korean nuclear crisis as a case study, demonstrating that China and the US 

cooperated because of shared interests despite disparate objectives. Section 5.7 outlines US 

moves towards a comprehensive relationship marked by cooperation in all political and 

economic spheres, though this redefined relationship was marred by tension over a 

perceived gradual decline in US primacy in East Asia after 2001. 

5.1 China-US relations: from confrontation to rapprochement (1950-

1972) 

For the first two decades after the People’s Republic of China (PRC) was founded in 1949, 

Sino-US relations were characterised by conflict and tension.1 Between 1949 and 1958, the 

Chinese Communist Party was preoccupied with territorial security, consolidation of the 

new regime, rebuilding the shattered economy along socialist lines and national ideological 

unification.2 

China “chose” a strategy of “leaning to one side” by aligning with the Soviet Union and 

signing the Sino-Soviet Treaty of Friendship, Alliance and Mutual Assistance in February 

1950, its first bilateral treaty with a foreign state.3 China sent troops to Korea in October 
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1950, marking the beginning of the Cold War in Asia.4 According to Zhang Baijia, Deputy 

Chief of the Party History Research Institute of the Central Committee of the Chinese 

Communist Party (CCP), and largely in line with standard western assessments, US 

imperialism was China’s primary external enemy, after the US sided with the Nationalist 

Government led by Jiang Jieshi during the Chinese civil war (1945-1949), and Washington 

refused to recognise the PRC after 1949, adopting a policy of containment and isolation 

instead.5  

In the second half of the 1950s, China moved tentatively to a more active foreign policy 

based on the Five Principles of Peaceful Coexistence, proclaimed by Premier Zhou Enlai in 

1954.6 The policy change reflected a desire to promote a peaceful external environment for 

domestic economic development. The US was viewed as the greatest security threat, but it 

was assessed as gradually diminishing. Mao observed that the US was quite isolated, facing 

conflict at home and abroad, offering China diplomatic opportunities, including improving 

relations with many states.7 

The first official contact between China and the US began at the Geneva Conference in 

1954, when the two sides held talks on removing restrictions on Chinese and American 

nationals returning to their respective countries.8 Steven Goldstein pointed out that the 
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stimulus for the talks came from the First Taiwan Strait Crisis of 1954-1955, when the PLA 

shelled Jinmen Island, in an attempt to dissuade the US and Taiwan from signing a mutual 

defence treaty. China’s military action was not successful and the Treaty was signed in 

December 1954.9 At the Asian-African Conference in Bangdung in April 1955, Zhou Enlai’s 

proposal for negotiations led to the start of Sino-American ambassadorial-level talks in 

August of that year.10 They did not yield any substantive progress because differences were 

large. China was keen to focus on relaxation of tensions over Taiwan while the US focused 

mainly on the return of US civilians and prisoners of war.11 

The signs of improvement in relations did not last long. At the end of 1957, ambassadorial-

level talks were interrupted by US attempts to lower their level to “junior status”. US 

Secretary of State John Foster Dulles restated that Washington’s policy was non-recognition, 

opposition to admission to the UN and imposition of a trade embargo.12 Beijing’s efforts at 

improving relations were dismissed. China’s US policy reemphasised the fight against US 

imperialism.13  

In the late 1950s, differences on a range of issues saw China split with the Soviet Union.14 

After 1958, China’s foreign policy shifted to confronting both superpowers. 15  To 

demonstrate its toughness towards the US, the PLA shelled Jinmen Island in August 1958, as 

it had done in 1954, to probe whether Jinmen and Mazu were included under the US-
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Taiwan Defence Treaty and test US determination to defend Taiwan.16 A few days after the 

shelling, President Eisenhower reaffirmed that the US would not abandon the commitment 

to use armed forces to protect Taiwan, and Secretary of State Dulles stated that the US 

would extend the scope of protection from the Taiwan Strait to include Jinmen and Mazu.17 

Mao’s observation was that US imperialism was fashioning another “noose” with which to 

hang itself. It had established military bases in many countries and all were “nooses”. By 

maintaining a global military presence, “US imperialism had been creating tension all over 

the world as it tried to invade and enslave the people of various countries”, and “tension 

mobilised the people of the world to rise against the US invaders”. 18  Nevertheless, 

ambassadorial talks resumed in mid-September that year. While neither side showed any 

sign of compromise, the talks were the only channel for maintaining contact.19 Sino-

American confrontation in the Taiwan Strait eventually concluded without a military clash. 

Robert Accinelli argued that the crisis showed Mao’s caution and flexibility in dealing with 

the US, and Eisenhower and Dulles demonstrated similar restraint in pursuing deterrence.20 

The shelling of Jinmen and Mazu had an impact on Sino-Soviet relations. Khrushchev was 

surprised because China had not given Moscow prior warning.21 Despite this, the Soviet 

Union offered public support. Khrushchev sent a letter to Eisenhower in early September, 

declaring that it considered an attack on China to be an attack on the Soviet Union itself.22 

As Chinese sources show, before the shelling in the spring of 1958, Beijing and Moscow 

contended over the Soviet Union’s proposal to construct military radio facilities on Chinese 

territory, to be paid for by both governments, and a proposal for a joint Sino-Soviet fleet. 
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The proposals were considered by Mao as Soviet attempts to infringe on Chinese territory 

and rejected by Beijing.23 After the shelling, although the Soviet Union supported China in 

rhetoric, Khrushchev no longer trusted Mao’s reliability, and was concerned that Chinese 

policies might trigger a war between the Soviet Union and the US.24  

In June 1959, the Soviet Union cancelled a 1957 agreement to transfer new technologies to 

China, and refused to provide a sample nuclear bomb and related materials prior to the US-

Soviet Camp David Summit on negotiating a nuclear test ban treaty.25 These developments 

prompted China to re-evaluate its security. The conclusion was that the Sino-Soviet alliance 

and aid no longer served as an unconditional guarantee for China’s struggle against US 

imperialism. Mao feared that easing tensions between the Soviet Union and the US 

damaged China’s interests. By appeasing US imperialism, “the Soviet Union had reneged on 

its obligation to a fraternal socialist country”, and become “revisionists”.26 In April 1960, 

Chinese leaders publically questioned Soviet domestic and international policies.27 In July, 

the Soviet Union withdrew its experts working in China and suspended economic aid.28  

As the Sino-Soviet conflict escalated, the Soviet Union signed the Nuclear Test Ban Treaty 

with the US and Britain in 1963,29 increased its military strength along the Sino-Soviet 

border and encouraged over 60,000 minority Uighars in Xinjiang to cross the border.30 

China’s leaders saw Moscow as a growing threat from the northeast,31 while US intervention 

in Vietnam was seen as a threat to security in the southwest.32 China confronted two 

superpowers simultaneously.  
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During the first half of the 1960s, China strengthened diplomatic relations with the Third 

World, guided by Mao’s theory of an “intermediate zone” to offset the strategic threat from 

two superpowers. Mao divided the intermediate zone into two parts, one consisting of Asia, 

Africa, and Latin America, the other Western and Eastern Europe.33 Both parts “are against 

control by the US, and Eastern European countries fight against control by the Soviet 

Union”.34 The struggle between control and resistance, he argued, weakened the strength 

of the two superpowers and diverted their attentions, creating “contradictions” between 

the superpowers and Third World.35 

US intervention in Vietnam in 1964 exacerbated tensions in Sino-US relations. Li Jie noted 

that Mao had two primary concerns: war along China’s border and expansion of Soviet 

influence in Indochina by provision of aid to Hanoi.36 In April 1965, China and Vietnam 

signed an agreement on the deployment of 320,000 Chinese troops to Vietnam.37 Some 

Chinese scholars point out that, although China gave full support to Vietnam, it also tried to 

contain the conflict.38 In a conversation with Pakistan President Mohammad Aybu Khan on 

April 2 1965, Premier Zhou Enlai asked him to convey three points to the US: first, China 

would not take the initiative to provoke a war; second, it would carry out its international 

obligations; and third, China had made preparations for war.39  

The escalation of the Vietnam War in the mid-1960s also exacerbated strains in Sino-Soviet 

relations, leading to a final split. In 1964, China became aware of a Soviet military build-up 

along the Sino-Soviet border, identifying “three Norths” - the northern, north-eastern and 

north-western regions - plus the south-eastern regions as China’s strategic areas of national 

defence.40 In February 1965, the Soviet Union proposed a conference, co-sponsored by 
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North Vietnam, with China on a peaceful resolution of the Indochina issue. It was rejected as 

a gesture by the Soviet Union to pursue détente with the US.  

In March 1966, the CCP declined an invitation to attend the 23rd National Congress of the 

Soviet Communist Party,41 and in 1968, Sino-Soviet tensions increased over Qilixin Island, on 

the Chinese side of the main Channel of the Ussuri, or Wusuli, River.42 After the Soviet 

invasion of Czechoslovakia in August that year, Chinese apprehension increased, accusing 

the Soviet Union of “socialist imperialism”.43 In March 1969, Chinese and Soviet patrol 

forces engaged in an armed confrontation along the Sino-Soviet border,44 while Western 

media reported that the Soviet Union planned to strike China’s nuclear facilities.45 China’s 

leaders concluded that the Soviet Union posed the greatest threat to its security. 46 

From the Second Taiwan Crisis until the end of the Kennedy administration (1961-1963), 

ambassadorial talks made little progress, and Sino-US relations remained frozen. Chinese 

and American scholars note, however, that President Kennedy brought the Taiwan issue 

under control, averting another crisis in early 1962.47 Jiang Jieshi was preparing to attack the 

mainland, but Washington pressured him to desist, advising that “American support would 

be restricted to economic aid and a firm commitment to the defence of the island”.48 Even 

though the Sino-Soviet dispute was escalating, China regarded the US as a significant threat. 

From the US perspective, as Steven Goldstein pointed out, lingering elements of 
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McCarthyism, instability in Vietnam, and China’s detonation of a nuclear device in October 

1964,49 steered America away from moving closer to China.50  

During the Johnson Presidency (1963-1969), 15 ambassadorial talks were held, though there 

was little progress in improving bilateral relations because of the escalating war in 

Vietnam.51  With the onset of the Cultural Revolution in 1966, China’s leaders were 

preoccupied with domestic affairs and foreign policy initially became extremely radical,52 

promoting “world revolution”. In Mao’s words, “a world without imperialism, modern 

revisionism, and exploitation must be established”.53 In early 1966, Washington intended to 

take a new initiative, via trade and cultural exchanges, to develop relations with Beijing, but 

this did not gain any momentum.54 As Chinese ambassador Wang Guoquan recalled in his 

memoirs, China lost a favourable opportunity to give Sino-American relations a timely push, 

which was “a regretful thing in the history of diplomacy”.55 Although China rebuffed 

Washington’s overtures to improve bilateral relations, Robert Schulzinger argued that it laid 

the groundwork for later China-US détente.56  

Relations between China, the Soviet Union and the US experienced fundamental changes in 

the late 1960s, which created an environment for Sino-US rapprochement. The US was on 
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the defensive against the Soviet Union. By 1969, President Nixon and his National Security 

Advisor Henry Kissinger believed that the Soviet Union had achieved rough strategic nuclear 

parity with the US,57 and Nixon announced his intention to withdraw from Vietnam and 

scale down the US presence in East Asia in a speech in Guam in July 1969, which became 

known as the Nixon Doctrine.58 Strategic overextension and Vietnam compelled the US to 

re-evaluate its China policy.  

By the end of the 1960s, China faced trouble both at home and abroad. Its radical foreign 

policy, and domestic disorder associated with the Cultural Revolution, disrupted relations 

with many states. The Sino-Soviet conflict intensified, and the Soviet Union replaced the US 

as the primary threat to China’s national security after the border conflict in 1969. Professor 

Gongli from the Institute of International Strategic Studies of Central Party School pointed 

out that China “could no longer endure hostility from both superpowers simultaneously”. 

He observes that it was necessary to make use of the rivalry between the two 

superpowers59 to counter the Soviet threat, and make progress on Taiwan and Vietnam.60 

As Mao Zedong put it “we have to win over one of the two superpowers, we cannot wage a 

war on two fronts”.61 These factors prompted China to adjust its US policy. 

In January 1970, China and the US resumed ambassadorial talks stalled since 1968. Both 

sides expressed a desire to improve relations and raised the possibility of a higher-level 

meeting. 62  On 10 July 1970, Nixon endorsed diplomatic recognition of China. 63  Mao 

responded that he was ready to talk with Nixon if he would come to Beijing, saying that “it’s 
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all right if the talks succeed, and if they fail, it’s all right, too”.64 In July 1971, Kissinger made 

a secret visit to make preparatory arrangements for Nixon’s visit in February 1972.65 A new 

chapter in relations opened with the Joint China-US, or Shanghai, Communiqué.66 

5.2 The path toward China-US normalisation (1972-1979) 

In the Joint Communiqué signed on 28 February 1972, the US said that the “ultimate 

objective” was to withdraw “all US forces and military installations from Taiwan”, and that 

“it would progressively reduce its forces and military installations on Taiwan as the tension 

in the area diminishes”. Neither side would “seek hegemony in the Asia-Pacific region”, and 

“each is opposed to efforts by any other country or group of countries to establish such 

hegemony”. 67  

In preparation for his meetings with Mao and Zhou, Nixon wrote down the essentials of 

what Washington and Beijing were trying to obtain from one another. US goals were to find 

a way out of the Vietnam War, restrain Chinese communist expansion in Asia, and reduce 

the threat of confrontation with China in the future. China’s objectives were to build its 

international credentials, find a solution to the Taiwan issue, and to get the US out of Asia.68 

The overlapping goals were to reduce the danger of confrontation and conflict, restrain 

Soviet power and stabilise Asia.69 The driving force was the Soviet threat. Washington 

expected to gain leverage over Moscow. Kissinger asserted that “we want our China policy 

to show Moscow that it cannot speak for all communist countries, that it is to their 

advantage to make agreements with us”.70 China sought to defend itself against the Soviet 

threat without simultaneously fighting the US. In a private meeting with Zhou, Nixon 

promised that the US would keep Beijing informed about any deals with the Soviet Union 
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and seek to restrain Soviet expansion in Asia,71 while in a meeting with the Chinese Vice-

Foreign Minister Kissinger offered intelligence information about Soviet military 

deployments.72 

Taiwan and Vietnam were Beijing and Washington’s respective major concerns. Nixon 

referred to them as “irritants” between the US and China that could be solved gradually 

through a trade-off.73 He suggested that Washington was willing to make concessions on 

Taiwan in exchange for China’s help in obtaining a peace settlement with Vietnam.74 On 

Taiwan, Nixon gave private assurances that it was part of China, that there was only one 

China, and that Washington would not support Taiwanese independence. He would not 

make “secret deals” because of the US commitment to Taiwan, but concluded that “our 

interests require normalisation” of US-China relations. 75  Nixon promised secretly to 

normalise relations in his second term, which was conveyed by Kissinger during his secret 

trip to Beijing the year before.76 The Chinese also hoped that the US would withdraw its 

troops from Taiwan within a fixed time period, while the US sought a promise of a peaceful 

settlement of the Taiwan conflict. In the end, a compromise was reached in the language of 

the Communiqué. The US stated that it would withdraw all forces from Taiwan when 

tensions diminished and “reaffirms its interests in a peaceful settlement of the Taiwan 

question by the Chinese themselves”.77 

Nixon and Kissinger wanted China’s assistance to bring an end to the Vietnam War. In the 

meeting with Zhou in July 1971, Kissinger indicated that the withdrawal of US troops from 
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Taiwan was linked to the end of the Vietnam War.78 The US was afraid that China would 

enter the conflict which would lead to a military confrontation, as had happened in Korea.79 

Robert Schulzinger argued that the Johnson Administration had a clear view of the extent 

and limits of the fighting in Vietnam.80 Nonetheless, Nixon and Kissinger did not gain 

Beijing’s support, on the grounds that Vietnam was not an issue for discussion. 81 

Nevertheless, Zhou gave Nixon a sort of an assurance: China might never send its troops to 

fight in Vietnam as it had in the Korean War because China’s policy toward Vietnam was 

different from Korea.82 The Chinese scholar Li Danhui concluded that China began to adjust 

its foreign policy to reconcile the contradiction between revolution and pragmatism in 

response to the changing strategic environment of the late 1960s. This contradiction was 

reflected in China’s pragmatic change in policy toward the US while maintaining a 

“revolutionary” commitment to Vietnam’s anti-US resistance.83  

Although Beijing and Washington did not reach agreement on the “two irritants”, the 

danger of confrontation was reduced which served as a restraint on the Soviet Union.84 

Moreover, as Michael Schaller observes, Nixon’s China initiative helped in three aspects 

following his visit: the conclusion of the US-Soviet Strategic Arms Limitation Treaty (SALT) in 

May 1972, the cease-fire agreement in Vietnam in October 1972, and his re-election in 

November 1972.85  

The process of China-US normalisation accelerated. In February, after the signing of the 

Paris Peace Accords, Kissinger returned to Beijing. He proposed two steps toward 
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normalisation: to set up a liaison office in each other’s capital as the first step, and to 

establish full relations before mid-1976 as the second.86 Mao, out of strategic consideration 

for deteriorating China-Soviet relations, proposed that they “draw a horizontal line”; a 

strategic line of defence from Japan, Pakistan, Iran, Turkey, Europe to the US aimed at 

countering Soviet expansionism.87 The Soviet Union had increased troop numbers along the 

China-Soviet border from 21 divisions in 1969 to 33 in 1971 and 45 in 1973.88 By the time 

Kissinger left Beijing, he concluded that China and the US had become “tacit allies”,89 

though the Chinese were more cautious.90  

In May 1973, liaison offices were set up in Beijing and Washington, marking the first 

important step toward China-US normalisation. However, several factors hindered the 

process.  

First, though Beijing and Washington viewed the Soviet Union as a common enemy, they 

pursued different approaches to checking the threat. As Kissinger put it, the US response to 

Soviet expansionism was not as direct and heroic as China’s “horizontal line” strategy.91 In 

Washington’s view, Nixon’s opening to China was “supposed to make America’s ties with 

the Soviet Union more amicable, not more adversarial”.92 Kissinger wrote to Nixon in early 

1973 that “with conscientious attention to both capitals, we should be able to have our 

Maotai and drink our vodka too”. 93  In parallel with normalising China-US relations, 

Washington accelerated détente with the Soviet Union. In June 1973, Brezhnev visited 

Washington and signed the “Basic Principles of Negotiations on Strategic Arms Limitation” 
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with the US. A year later Nixon visited Moscow and US-Soviet negotiations commenced.94 In 

the eyes of China’s leaders, US-Soviet détente would lead to greater Soviet military 

pressure.95 China increased criticism of US efforts to promote US-Soviet détente.96  

Secondly, when Nixon resigned in August 1974 due to Watergate, it was impossible to fulfil 

the promise of full China-US normalisation in his second term. Thirdly, from mid-1973, as Li 

Jie pointed out, China’s domestic politics impeded China-US negotiation. Premier Zhou 

encountered reverses in his effort to correct the “mistakes of the left”.97 

Against this background, normalisation of China-US relations did not make substantial 

progress during the presidency of Gerald Ford, who succeeded Nixon. Even though both 

Ford and Kissinger reaffirmed Nixon’s discussions and commitments, they found they could 

not fulfil the promise of full normalisation in 1976 for several reasons. The key issue was 

Taiwan. In late 1974, in a meeting with Deng Xiaoping, who had taken charge of foreign 

affairs, Kissinger stated that, while still maintaining non-governmental exchanges, 

Washington could not normalise relations with Beijing according to the “Japanese formula”, 

which referred to Japan’s 1972 establishment of diplomatic relations with Beijing and 

termination of official relations with Taiwan.98 This was because the US commitment to 

Taiwan was bound by the mutual defence treaty and there was a strong pro-Taiwan lobby in 

the US.99 Kissinger stated that the US wished to set up a liaison office in Taiwan and, 

furthermore, China would be expected to publicly renounce the use of force against 

Taiwan.100 Deng rejected the idea and reiterated three principles for Sino-US relations: 

termination of the mutual defence treaty, breaking diplomatic relations with Taiwan and 

withdrawal of all forces from Taiwan. He also insisted that the solution to the Taiwan issue 
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was China’s internal affair.101 At the time, the conduct of China-US negotiations was under 

Mao’s instructions, and Deng, who was under domestic political attack, was in no position to 

be conciliatory.102 China’s stance on Taiwan was “to await great changes with a cold 

attitude”.103 

Because of the differences over Taiwan, normalisation began to stagnate, partially due to US 

domestic politics. In 1975, Ford and Kissinger faced criticism in the wake of the fall of Saigon 

and US détente with the Soviet Union,104 leaving little room, as Rosemary Foot argued, for 

Ford to “strike a compromise agreement”.105  Since he decided to contest the 1976 

presidential election, it was too risky politically to normalise relations “at the expense of ties 

with Taiwan”, as the Republican challenger Ronald Reagan was arguing.106 Instead, Ford 

reiterated US commitments to Taiwan at a press conference in May 1975, as well as to other 

US allies in Asia.107 Even though Ford paid a visit to Beijing in December 1975, the Sino-US 

summit ended without any breakthrough.  

Progress toward normalisation resumed when Jimmy Carter came to power in 1977. At the 

same time, Deng Xiaoping took a leadership role after Mao died in 1976, thus paving the 

way for full China-US normalisation, though prospects did not look promising in the early 

stages because Carter and his Secretary of State Cyrus Vance were eager to pursue détente 

and arms control with the Soviet Union.108 In August 1977, Vance visited Beijing and 

proposed that US officials remain in Taiwan after normalisation,109 which was rejected by 
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Deng Xiaoping as unacceptable and a “retreat” on past promises.110 Normalisation of 

relations was delayed further. 

A turning point occurred in the spring of 1978.111 As Carter’s National Security Advisor 

Zbigniew Brzezinski suggested, China-US normalisation was useful in putting pressure on 

Moscow to negotiate a new arms control treaty with the Soviet Union (SALT II), which was 

contrary to Vance’s advice.112 In May 1978, Carter decided to send Brzezinski to Beijing to 

convey the message that the US was willing to accept China’s three conditions and ready to 

normalise relations.113 Several rounds of negotiations were held subsequently from July to 

early December. The key issue was US relations with Taiwan after the normalisation of Sino-

US relations.114 China reiterated its three principles, and insisted that the US should stop 

arms sales to Taiwan. As for the liberation of Taiwan, China regarded it as an internal affair, 

and other states had no right to interfere.115 The US stated that it would give Taiwan one 

year’s notice before terminating the defence treaty, restrain the sale of selected defensive 

arms, and expected that the Taiwan issue would be solved peacefully.116 Deng did not want 

to “miss the chance” and sought concessions on two points: China would reserve the right 

to raise the arms sales issue later,117 and acquiesce to the US call for peaceful resolution of 

Taiwan’s future while reiterating that the “way of bringing Taiwan back to the embrace of 

the motherland and reunifying the country is wholly a Chinese internal affair”.118 As Gong Li 

pointed out, two concerns at the time prompted Deng to make this decision. First, China 

wanted to “teach Vietnam a lesson” for its aggression against Cambodia; and second, 

economic modernisation embarked on in late 1978 needed foreign capital, technology and 
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markets. The US was a major factor in securing Deng’s economic agenda.119 Eight years after 

the Nixon-Kissinger trip, China and the US issued a Joint Communiqué on 16 December 

1978, establishing diplomatic relations on 1 January 1979. 

5.3 The years of partnership (1979-1988) 

The decade following normalisation of relations proved to be highly positive, marked by 

cooperation on mainly military issues. This section shows how this period marked the 

beginning of an oscillating cycle of cooperation and conflict which subsequently 

characterised Sino-US relations. 

The Soviet Union’s invasion of Afghanistan in December 1979 had a serious effect on the 

decade-long policy of détente. As Anatoliy Fedorovich Dobrynin, the Soviet Ambassador to 

Washington, recalled in his memoir, the invasion “was the hinge that turned a decade of 

détente under Nixon and Ford to the years of confrontation under Reagan”.120 In response, 

Carter postponed ratification of the SALT II Treaty, blocked grain sales to Moscow and 

boycotted the 1980 Moscow Olympics.121 Brzezinski, his National Security Adviser, stressed 

China’s strategic importance to the US in countering Soviet expansion and called for US-

China military cooperation. He argued that the Soviet invasion was “a justification for 

opening the doors to a US-China defence relationship”. 122  As a result, the Carter 

administration began to tilt US policy in favour of China. To strengthen the anti-Soviet 

alliance, he authorised arms sales of nonlethal military equipment and hardware to 

Beijing.123 Military cooperation expanded further in late 1980 when Deng agreed to the 

installation of US intelligence equipment in western China to enable it to monitor Soviet 

nuclear tests and compliance with arms control agreements.124 Another policy was to grant 
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MFN status125 to China in 1980, to facilitate trade with the US.126 One of Deng’s primary 

concerns was access to US capital, technology and markets.  

The Sino-US security relationship was consolidated during the Reagan Presidency (1981-

1988). He was a fervent supporter of Taiwan before he was sworn in on 20 January 1981.127 

During his unsuccessful 1976 campaign, Reagan strongly opposed normalisation of relations 

and criticised Ford’s 1975 visit to Beijing, suggesting that he would support the 

reestablishment of “official relations” with Taiwan if elected.128 For the first 18 months of 

his presidency, US policy toward China and Taiwan was one of the major issues on which 

Reagan disagreed with his Secretary of State Alexander Haig who advocated strong relations 

with China.129 After 18 months, the issue of arms sales to Taiwan, left unsettled by Carter 

and Deng Xiaoping after normalisation of relations, was “settled” in a Joint Communiqué on 

17 August 1982. Washington did not set a date, but promised to limit sales “either in 

qualitative or in quantitative terms”.130 The ambiguity was a result of political bargaining. It 

muted discord during the 1980s, but re-emerged as a contentious issue after the Cold War.  

Between 1983 and 1988 China-US relations developed into a close strategic relationship 

characterised by arms sales to China and intelligence cooperation. Reagan loosened arms 

export controls, opening the way for China to obtain arms and technology. China opened 

the Karakorum Highway, the route of the old Silk Road, from Xinjiang in Western China for 

the transfer of Chinese mules and weapons bought by the US into the hands of Afghan 

rebels.131 Mann estimates that China made $100m annually through arms sales.132 By 1985, 
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US defence and high technology industries obtained export licenses to China worth $5b.133 

Growing relations were boosted by high-ranking official exchanges. Premier Zhao Ziyang 

visited Washington in January 1984, and Reagan visited Beijing in April. In a speech at the 

welcoming banquet, he praised the US and China for “stand*ing+ together in opposing 

expansionism and hegemony”, and noted “the opportunity to keep the two countries on a 

path of genuine goodwill”, which he hoped “will reap rewards for generations to 

come….there will be no memory of a time when there was anything else but friendship and 

good feelings”.134 Trade and US investment increased, as did bilateral education and cultural 

contacts.135 

Against this backdrop, as Professor Jia Qiangguo from Beijing University pointed out, Beijing 

and Washington viewed relations in largely positive terms.136 In his speech at the welcoming 

dinner for Secretary of State George Shultz, the Chinese Foreign Minister Wu Xueqian said 

that the forces in favour of improving relations were strengthening.137 Gaston Sigur, the 

Assistant Secretary of State for East Asian and Pacific Affairs, declared that Sino-US relations 

were “firmly on a stable and durable course”.138 Nonetheless, they were not completely free 

of tension. A surge in cheap Chinese textile exports, the “Huguang railway bond issue” and 

the defection by tennis star Hu Na caused problems,139 which were settled through bilateral 

negotiations.140 
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During the early 1980s, China’s perception of the international situation began to change. Its 

leaders observed that the Soviet Union’s expansionist thrust was losing steam. It was 

bogged down in Afghanistan and Reagan challenged the “evil empire” around the world.141 

China no longer felt the need to ally with the US to counter the perceived Soviet threat,142 

while Soviet leaders began to explore improving relations with China. In a speech in 

Tashkent in March 1982, President Brezhnev expressed a willingness to hold negotiations 

with China over border issues. 143  The changing situation and perceptions led to a 

fundamental shift in China’s foreign policy. It would from this time on practice an 

“independent” policy favouring neither the Soviet Union nor the United States.144  

In the years of “good feeling” between China and the US, a few commentators cautioned 

that a stronger China was not necessarily in US interests. Thomas Robinson from 

Georgetown University predicted that as China grew stronger its interests would expand 

beyond its boundaries, following the path of old imperial powers such as Britain, Germany, 

Russia and the US.145 In the context of Asia’s “new balance of power”, he advised that the 

US should “assist China’s entry into the modern world economically and to encourage 

Beijing to play a responsible role”. He advocated US-China cooperation to “hem in Beijing’s 

expansionist tendencies”.146 A. James Gregor from Berkeley University took a similar view. 

Pointing to disputes over maritime territories in the South China and East China Seas and 

Taiwan, he argued that China’s revolutionary interests were incompatible with US national 
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security. 147  American China specialist Harry Harding described China-US relations as 

remaining “highly fragile”.148 

Normalisation of relations in 1979 opened the door for greater cooperation nonetheless. 

Prompted by the 1979 Soviet invasion of Afghanistan, Sino-US relations entered an era of 

strategic partnership during the Reagan Administration. Commercial ties and cultural 

exchanges expanded despite a series of incidents. Though a few voices cautioned that a 

stronger China might not be compatible with US interests, Beijing and Washington viewed 

bilateral relations positively.  

5.4 Redefinition of China-US relations (1989-2000) 

The fragile relationship described by Harding was shaken, if not shattered, by the 

Tiananmen Incident of 1989. The Bush administration imposed an embargo beginning a new 

stage in the evolution of Sino-American relations. Equally significantly, the basis for a 

strategic consensus fell away after the Soviet Union’s collapse in the early 1990s, entering a 

period of “redefining consensus”. As one Chinese scholar put it, this was as difficult as the 

normalisation of the relationship twenty years previously.149 The following section outlines 

how the relationship was redefined under the Bush and Clinton presidencies. Clinton in 

particular oscillated between cooperation and conflict, intending initially to take China to 

task over human rights and Taiwan. However, the risk of military conflict led eventually to a 

more pragmatic approach. 

5.4.1 China-US relations in the wake of Tiananmen (1989-1992) 

A major debate on the priorities of US foreign policy started as the Cold War receded, 

centring on the historical tension between the dictates of geopolitics and the values of 

human rights and democracy.150 President Jimmy Carter, whose advocacy of democracy and 

human rights applied mainly to the Soviet Union, reached agreement with China to 
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prosecute a “new” Cold War, while ignoring its human rights record.151 Henry Kissinger 

argued that “China remains too important for America’s national security” because “the US 

needs China as a possible counterweight to Soviet aspirations in Asia”.152 In the wake of the 

Tiananmen Incident, as William Hyland, editor of Foreign Affairs, pointed out, engagement 

with China was “at bottom a debate over the new purposes of US post-Cold War policy”.153 

In contrast, New York Democratic Representative Stephen Solarz, stressing human rights 

and democracy, stated that “the United States cannot do business as usual with a 

government that relies on indiscriminate violence and sweeping repression”.154  

Although the US and its G7 allies imposed economic sanctions on China, President Bush Snr 

did not want a total break because the US had “extensive interests” in cooperating with 

China.155 In July and December 1989, he sent National Security Advisor Brent Scowcroft and 

Deputy Secretary of State Lawrence Eagleburger to Beijing twice to meet China’s leaders in 

secret.156 The main purpose of the missions was to ensure that relations “maintain*ed+ a 

steady course”.157 In his memoir, Qian Qichen reveals how Bush explained that Washington 

had to impose sanctions because of domestic public pressure, although he himself wanted 

to preserve the relationship.158 When Congress called for imposition of conditions, Bush 

vetoed the conditions and extended China’s MFN status in 1991 and 1992, which had been 
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renewed by the Congress every year without opposition since 1980.159 This policy was 

attacked by Democrat presidential candidate Bill Clinton as “coddling dictators”.160 He 

promised that, if elected, he would “get tough” with China.161 

In the final year of his presidency, Bush did not “coddle” China by selling arms to Taiwan. In 

1992, he approved the sale of 150 F-16 jet fighters, long requested and turned down 

repeatedly by Reagan after 1982, for an estimated $6b.162 Though Bush did the deal to win 

votes, it demonstrated that the end of the Cold War was altering relations. As James Mann 

wrote, “the US no longer cared what Beijing thought to the extent that it had before the 

collapse of the Soviet Union”.163 

5.4.2 China-US relations during the Clinton era (1993-2000) 

President Clinton’s China policy was marked by increasing tension during his first term and 

considerable conciliation in the second. Initial confrontations were influenced by 

Congressional support for Taiwan and a desire to hold China to task over human rights. Both 

initiatives were frustrated by China’s increasing economic and military strength, and Clinton 

was forced to embark on closer engagement from 1997 onwards. 

When the Clinton Administration took office in January 1993, it tried to fashion a foreign 

policy in the changing international environment.164 The US faced no great powers as rivals 

and no immediate threats to its vital security interests.165  
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Clinton kept his promise made during the election campaign to take a tougher stance. In the 

view of Chinese scholars, the US no longer needed China for strategic cooperation against 

the Soviet threat.166 Robert Ross wrote that “it was the combination of confidence in post-

Cold War US power and a commitment to human rights that drove Clinton’s first efforts in 

China policy”.167 His first policy decision in May was an executive order linking China’s MFN 

status with human rights,168 setting seven conditions.169 In October 1993, Secretary of State 

Warren Christopher warned Foreign Minister Qian Qichen that China would lose MFN status 

if it did not improve its human rights record. A month later, Clinton had a candid discussion 

with Jiang Zemin at the APEC meeting in Seattle.170 

Beijing protested strongly against Clinton’s decision, arguing that it was serious interference 

in China’s internal affairs and violated existing communiqués and trade agreements. 

Politicisation of trade, Beijing warned, damaged US interests.171 Though China released a 

number of political dissidents, this was not enough for Washington. In March 1994, 

Christopher visited Beijing with a warning that Clinton would revoke China’s MFN status 

unless its human rights satisfied the MFN executive order by 3 June.172 In response, China 

threatened retaliation.173 

Before denying MFN status, Clinton weighed the potential impact on US economic interests. 

The risk was not insignificant. After Deng Xiaoping’s Southern tour in early 1992, China’s 

growth rate leapt from 3.8% in 1990 to 14% in 1993.174 In May 1993, the IMF released a 
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study showing that the Chinese economy was the third largest in purchasing-power parity 

terms.175 Clinton had to take into account the interests of key sectors of industry, such as 

Boeing which stood to lose a big share of the Chinese market. Other industries such as 

telecommunications, energy, and automobiles were in competition with foreign 

counterparts for a share of the Chinese market. In November 1993 China signed a $2b 

contract with Germany, including Airbus.176 It was obvious that US allies were not going to 

join in efforts to link trade with human rights.  

The US business community also took action against Clinton’s policy, criticising the impact 

on competitiveness during Christopher’s March visit to Beijing. Hundreds of companies 

wrote to Clinton to urge him to separate trade from human rights. 177 Senior officials and 

congressmen advised “a broader understanding of the national interest” and unconditional 

renewal of China’s MFN status.178 Eventually, on 26 May 1994, Clinton delinked MFN status 

from human rights.179 

In July 1993, the Administration accused a Chinese ship, the Yinhe, of carrying substances 

that could be used to make chemical weapons to Iran.180 It demanded that the ship return 

home, which the Chinese declined, insisting there were no chemicals on board. Washington 

sent ships and helicopters to trail the vessel and demanded a search by US inspectors. 

Finally, China compromised and directed the Yinhe to dock in Saudi Arabia for inspection. 
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No chemicals were found on board.181 The Administration neither apologised nor offered 

compensation,182 causing strong resentment.183 

In July and August 1993, Congress passed resolutions calling on the International Olympic 

Committee not to award the 2000 Olympics to Beijing. Officially, the Clinton Administration 

remained neutral but after the games were awarded to Sydney, anti-US sentiment was 

stirred among the Chinese.184  

The most serious dispute was the Third Taiwan Strait crisis in 1995-1996. In September 

1994, the Administration revised its policy on government contacts with Taiwan.185 In May 

1995, it issued a visa to allow Taiwan leader Lee Teng-hui to visit his alma mater, Cornell 

University.186 Initially, President Clinton refused to allow the visit. In February 1995, Warren 

Christopher stated during testimony to Congress that such a visit was inconsistent with US 

policy. In April, he told Qian Qichen that the Administration would deny Lee a visa,187 but 

when, in early May, the House of Representatives voted 396-0 and the Senate 97-1 in 

support, Clinton decided to grant one. 188  From the Chinese perspective, this was 

tantamount to encouraging Taiwanese independence. 189  The Clinton Administration 

countered that such a visit was an individual right, and one that the rights-conscious US 
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government could not deny. 190 The President and his senior officials denied there had been 

a major change to the one-China policy.191 

China retaliated diplomatically, cancelling a scheduled visit to Washington by Defence 

Minister Chi Haotian and upcoming visits by high-ranking US officials, cutting short State 

Councillor and air force commander-in-chief Li Guixian’s visit,192 and suspending bilateral 

arms control and human rights dialogue. In June, China recalled its ambassador to 

Washington and delayed acceptance of the appointment of a new American ambassador.193 

As a result, for the first time since the normalisation of relations in 1979, China and the US 

had no ambassador in each other’s capital.194 

The PLA conducted a series of missile tests and military exercises in the Taiwan Strait 

between July 1995 and March 1996. Their purpose was assurance from the US on the one-

China policy and to deter Taiwan’s independence during the 1996 presidential campaign.195 

Tensions caused great concern in Washington. In March, the US sent two aircraft carriers to 

waters near Taiwan aimed at deterring a sudden Chinese military take-over.196 The US took 

pains to ensure that the aircraft carriers remained in the vicinity of Taiwan, rather than 

transiting the Taiwan Strait.197 In Washington’s view, military diplomacy prevented China 

from contemplating use of force. Even though Beijing’s military manoeuvres not only failed 
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to prevent Lee Teng-hui from prevailing in the election,198 but also alarmed Japan which 

strengthened military ties with the US,199 from the Chinese viewpoint, the exercises were at 

least useful in setting limits to how far the US and Taiwan could go.200 As a result, the 

Taiwan crisis helped both sides realise that confrontation risked a direct conflict. Bilateral 

relations were better managed on a cooperative footing.201 

Table 5-1. China-US bilateral Trade in $ 100 millions (1990-2000) 

Year Imports Exports Total Surplus/deficit 

1990 65.8 51.9 117.7 -13.9 

1991 80.08 61.9 141.98 -18.1 

1992 89 85.9 174.9 -3.1 

1993 106.8 169.6 276.4 62.8 

1994 139.7 214.6 354.3 74.9 

1995 161.2 247.1 408.3 85.9 

1996 161.5 266.8 428.3 105.3 

1997 162.9 326.9 489.8 164 

1998 169.6 379.9 549.5 210.3 

1999 194.7 419.4 614.1 224.7 

2000 223.6 521 744.6 297.4 

Source: Statistics from China’s Ministry of Commerce, http://www.mofcom.gov.cn.  

 

During the 1990s, according to official statistics in Table 5-1, bilateral trade increased more 

than sixfold, from $11.8b in 1990 to $74.5b in 2000. China began to run a trade surplus in 

1993, which was $30b in 2000.  
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During the same period, US FDI also increased. Table 5-2 shows 357 companies investing in 

China in 1990, jumping to 2609 in 2000, worth $4.07b and accounting for more than 10% of 

total FDI inflows. Between 1993 and 2001, the US was the second largest source of FDI,202 

suggesting growing economic interdependence. China was increasingly important to the US, 

and China was increasingly reliant on the US as a source of investment and a market for its 

goods. 

Table 5-2. US Foreign Direct Investment in China in $ millions (1990-2000) 

Year Amount of FDI Contract value  Actual value  

US  Total % US Total % US  Total % 

1990 357 7273 4.91 357.82 6596.11 5.42 455.99 3487.11 13.08 

1991 694 12978 5.35 548.08 11976.82 4.58 323.20 4366.34 7.4 

1992 3265 48764 6.70 3121.25 58123.51 5.37 511.05 11007.51 4.64 

1993 6750 83437 8.09 6812.75 111435.66 6.11 2063.12 27514.95 7.5 

1994 4223 47549 8.88 6010.18 82679.77 7.27 2490.80 33766.50 7.38 

1995 3474 37011 9.39 7471.13 91281.53 8.18 3083.01 37520.53 8.22 

1996 2517 24556 10.25 6915.76 73276.42 9.44 3443.33 41725.52 8.25 

1997 2188 21001 10.42 4936.55 51003.53 9.68 3239.15 45257.04 7.16 

1998 2238 19799 11.3 6483.73 52102.05 12.44 3898.44 45462.75 8.58 

1999 2028 16918 11.99 6016.11 41223.02 14.59 4215.86 40318.71 10.46 

2000 2609 22347 11.67 8000.9 62379.5 12.83 4383.9 40714.8 10.77 

Source: Tao, Wenzhao, American China Policy in Post-Cold War Era, p. 124. 

Policy debate in the wake of the Tiananmen Square Incident continued during the Clinton 

years. The new post-Cold War era without Soviet power brought Washington both triumph 

and uncertainty.203 Given the sudden collapse of the Soviet Union, American analysts such 

as Michel Oksenberg wondered whether it was possible that China might follow the same 

path.204 US officials such as Ambassador Winston Lord assumed that China’s regime would 

fall.205  
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China did not collapse; on the contrary. As discussed above, its strong economy was 

welcomed by the business community, but defence modernisation caused concern over the 

potential threat to US primacy and regional stability in East Asia.206 Some analysts argue that 

China harboured hegemonic ambitions to replace the US,207 while others such as Denny Roy 

saw a new “hegemon on the horizon”.208 In the view of Bernstein and Munro, a state with a 

sense of wounded pride at the hands of Western imperial powers, as was the case of 

Wilhelmine Germany,209 which tried to recover lost territory, such as Taiwan, was likely to 

use force.210 Tensions with the Philippines over Mischief Reef ea in 1995 and the Taiwan 

crisis of 1995-1996 intensified the China threat thesis.211 Realist commentators urged that 

the US should contain a threatening China.212 

Other authors considered that the China Threat was exaggerated. The appearance of a 

strong economy was the result of either fake statistics or “showcase projects of government 

spending”.213 Segal argued that, militarily, China was a second-rate power. Far from being 

able to take on the US, the threat was mistakenly inflated.214 China was of little real 

significance. 
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The Chinese government dismissed the “China threat” thesis as a myth created by the US 

which needed an “enemy” to replace the Soviet Union in its quest for global supremacy.215 

The thesis gave rise to a strong wave of anti-US patriotism among the Chinese public, 

manifested in a number of “China-says-no” books published in 1996: China Can Say No 

(zhongguo keyi shuobu), Why China Says No (zhongguo weishenme shuobu), and China Can 

Still Say No (zhongguo rengran keyi shuobu). They criticised US policy and urged Beijing to 

stand against hegemony.216 In contrast to these nationalist responses, Chinese scholars 

tended to be more restrained. They argued that China was historically a peace-loving nation, 

which would never seek hegemony.217  

In December 1993 Clinton’s National Security Advisor Anthony Lake enunciated US foreign 

policy as “the enlargement of the world’s free community of market democracies”.218 He 

also called for broad engagement with China,219 but given tensions, the contradiction 

between US China policy and practice led some Chinese authors to conclude that 

engagement meant containment, and that China should have no illusions in dealing with the 

US.220 Others viewed the engagement policy as less hostile, arguing that it was a basis for an 

acceptable, mutually beneficial relationship.221 The third view was that US policy was a 

mixture of engagement and containment, so that whether Washington and Beijing 

advanced their national interests through cooperative relations depended entirely on the 

US.222 

The Clinton Administration took a more positive approach to engaging China during its 

second term, manifested in a joint statement on a “constructive strategic partnership” in 
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October 1997.223 On the Taiwan issue, Clinton gave a public assurance that the US did not 

support a two-China policy, Taiwanese independence, or Taiwanese membership in any 

international organisation for which statehood was required. 224  When Lee Teng-hui 

announced a “state-to-state” approach to negotiations with China in 1999, Clinton 

reasserted support for a one-China policy, and postponed arms sales to Taiwan.225  

In 1999, Sino-American relations were embroiled in a series of disputes, such as the 

bombing of the Chinese embassy in Belgrade, US domestic controversy over alleged Chinese 

spying and illegal contributions to President Clinton’s Presidential campaign, but both 

governments managed tensions and ensured they did not escalate into conflict.226 As Robert 

Ross pointed out, the Clinton Administration learned to take the initiative. 227  The 

administration made efforts to end the annual congressional review of human rights 

violations as a precondition for MFN status, granting permanent MFN status in May 2000.228 

Later that year Clinton concluded decade-long negotiations over China’s entry into WTO, 

paving the way for accession in November 2001.229  
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5.5 China-US relations during the George W. Bush era: from strategic 

competitor to responsible stakeholder (2001-2009) 

The second Bush Presidency oscillated between taking a hard line on China and softening its 

stance over the perception of China’s increasing strategic threat. Bush was soon compelled 

to seek cooperation rather than confrontation because of the “war on terror” and the 

nuclear crisis in North Korea, in the process having to recognise the growing stature China 

was assuming in East Asia. 

During the Presidential campaign, Bush criticised Clinton for focusing too much on China at 

the expense of Japan. He argued that China “was a competitor, not a strategic partner”,230 

as did National Security Advisor, Condoleezza Rice, who defined Sino-US relations as a 

strategic competition.231 These remarks provoked a range of responses from Chinese 

commentators. Some opined that bilateral relations were likely to deteriorate if Bush came 

to power,232 while others concluded that the tough talk was merely campaign rhetoric and 

Bush would adopt a China policy similar to that of Clinton, which served US interests best.233 

Still others argued that Bush’s China policy would be different. As a Republican, he was likely 

to attach more importance to national security than democracy and human rights which 

meant more security differences and tension over Taiwan, but fewer conflicts over trade 

and human rights.234 

The Bush Administration took a tough approach to China during its first nine months. On 1 

April 2001, a US Navy surveillance plane and Chinese military jet collided over the South 

                                                           
230

 Bush, George W. "A Distinctly American Internationalism." (November 19, 1999),  
http://www.mtholyoke.edu/acad/intrel/bush/wspeech.htm. Accessed 21/03/2010.  
231

 Condoleezza Rice, national security advisor of Bush’s first term, called China a strategic  
competitor, rather than a strategic partner. ‘China is not a ‘status quo’ power but one that would like to alter 
Asia’s balance of power in its own favour.’ Rice, Condoleezza. "Promoting the National Interest.” Foreign 
Affairs 79, no. 1 (2000), pp. 45-62. 
232

 Ni, Feng. "Analysing Bush’s China Policy." (July 31, 2001),  
http://ias.cass.cn/show/show_project_ls.asp?id=366. Accessed 19/06/2009. 
233

 Yuan, Zheng. "Will US China Policy “Change Face”?" (2000),  
http://ias.cass.cn/photo/201083134839.pdf. Accessed 19/06/2009.  
234

 Yuan, Zheng. "How Will Bush Adjust His China Policy after He Comes to Power?" (January 21, 2001), 
http://ias.cass.cn/show/show_project_ls.asp?id=1210. Accessed 19/06/2009; Ni, Feng. "The Prospects of 
Bush’ China Policy." (April 1, 2001),  
http://ias.cass.cn/show/show_project_ls.asp?id=360. Accessed 19/06/2009.  

http://www.mtholyoke.edu/acad/intrel/bush/wspeech.htm
http://ias.cass.cn/show/show_project_ls.asp?id=366
http://ias.cass.cn/photo/201083134839.pdf
http://ias.cass.cn/show/show_project_ls.asp?id=1210
http://ias.cass.cn/show/show_project_ls.asp?id=360


173 

 

China Sea. 235 The Chinese aircraft crashed and the pilot was killed, while the American plane 

landed safely at a military airfield on Hainan Island. The crew were detained and released 

only after Washington issued a letter of regret over the incident.236 President Bush stated 

clearly that the US would do “whatever it takes to defend Taiwan”,237 announcing an 

increased sale of advanced weapons to Taiwan in April.238  

Nevertheless, relations refocussed on cooperation after the September 11 terrorist attacks. 

At the Shanghai meeting of APEC in October Presidents Bush and Jiang described a 

“constructive cooperative relationship”.239 In the changed strategic circumstances post-

September 11, Bush could not afford to abandon Clinton’s engagement policy.240 During his 

second term, Bush took an even more positive approach by calling on China to become “a 

responsible stakeholder” in the international community. 241  Beijing and Washington 

expanded bilateral cooperation on a number of issues, such as anti-terrorism, the second 

North Korean nuclear crisis and the Taiwan issue.  

China and the US became more interdependent economically. As shown in Table 5-3, 2001 

to 2011 witnessed a surge in bilateral trade, increasing from $80.5b to $385.3b. China’s 

trade surplus grew rapidly, from $28b in 2001 to $181.2b in 2010, averaging about $150b 

since 2005. According to China’s Ministry of Commerce, the US was China’s second largest 

trading partner after the EU from 2003.242 According to US statistics, in 2007 China was the 

US’s second largest trade partner, its largest import market, and third largest export 

market.243 In addition, the US was one of the major sources of FDI. By the end of 2008, 
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56,462 companies had invested in China with a total value of $59.4b. Its FDI in the US was 

much smaller, amounting to only $3b.244 

Table 5-3. China-US bilateral Trade in $ 100 millions (2001-2010) 

Year Imports Exports Total Surplus/deficit 

2001 262.02 542.83 804.85 280.80 

2002* 121.0 298.7 419.7 177.7 

2003 338.6 924.7 1263.3 586.1 

2004 446.79 1249.48 1696.26 802.69 

2005 487.26 1629.00 2116.26 1141.73 

2006 592.09 2034.72 2626.81 1442.63 

2007 693.79 2327.04 3020.83 1633.25 

2008 814.40 2522.97 3337.38 1708.57 

2009 774.43 2208.16 2982.59 1433.73 

2010 1020.38 2833.04 3853.41 1812.66 

Source: Statistics from China’s Ministry of Commerce, http://www.mofcom.gov.cn.  
*Figures for 2002 are for January-June only. 

China’s dollar earnings from the trade surplus flowed back to the US in the form of 

investment in US Treasury securities, financing the skyrocketing US fiscal deficit.245 In 2011 

US personal saving rates remained very low, and hence the economy was highly dependent 

on foreign borrowings. The combined foreign holding of US treasury securities by China and 

Japan was 45% of the total,246 with China holding more than $800b (see Table 5-4) in 2009, 

or 40% of its total foreign reserves.247 
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Table 5-4. China’s Year-End Holding of US Treasury Securities: 2002-May 2009 

 China’s Holdings ($ billions) Holdings as % of Total Foreign 
Holdings  

2002 118.4 9.6% 

2003 159.0 10.4% 

2004 222.9 12.1% 

2005 310.0 15.2% 

2006 396.9 18.9% 

2007 477.6 20.3% 

2008 727.4 23.6% 

May 2009 801.5 24.3% 

Source: US Department of the Treasury, cited in Morrison, Wayne M., and Labonte, Marc, “China’s Holdings of US 
Securities: Implications for the US Economy.” CRS Report for Congress, RL34314 (July 30, 2009), p. 8.  

Tighter economic links forged during the Bush era increased the importance of bilateral 

relations. Initial support for Taiwan and hardline statements soon gave way to recognition 

of China’s international and regional position and the importance of the bilateral 

relationship. In this regard, I would argue that the liberal view, which holds that states that 

become more economically interdependent will seek to avoid conflict, was supported by 

increased Sino-US cooperation. But the liberal view was only one part of the story. The 

Administration’s stance was tempered by a more straightforward realist consideration that 

the risk of military conflict would be costly and unproductive compared with the benefits of 

cooperation. China had no desire for conflict and, combined with a policy of good-

neighbourly relations, reversion to cooperative relations was understandable.  

In 2002, the Second North Korean   Nuclear  Crisis was an opportunity for China to 

demonstrate its growing comfort with multilateral approaches to managing tension and 

work in concert with the US and its allies. China played a leading role in the negotiations 

that ensued, contrasting strongly with its aloof position during the First Crisis of 1993. The 

next section discusses the North Korean issue in historical context, in order to emphasise 

the evolution of China’s role.  
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5.6 China’s leadership role in the Six-Party Talks on the North Korean 

Nuclear Crisis  

5.6.1 China-North Korea relations during the Cold War  

The Korean peninsula is significant to China’s national security from a geopolitical point of 

view. Sino-North Korean relations, cemented by “blood brother” ties and a shared 

Communist ideology during the Cold War, were formalised in the Treaty of Friendship, 

Cooperation and Mutual Assistance in 1961.248 It committed one to aid the other if 

attacked.249 In his Ten Stories of a Diplomat, former Chinese Foreign Minister Qian Qichen 

argued that the “traditional friendship” between China and North Korea was forged during 

the 1930s/40s when the North Korean leader Kim Il-sung joined an anti-Japanese force in 

Northeast China alongside the Chinese.250 As Shambaugh reminds us, Kim was educated in 

China and was a member of the CCP during the 1930s.251  North Korea established 

diplomatic relations on 6 October 1949, one of the first to do so, six days after the 

establishment of the People’s Republic.252 China’s subsequent military assistance during the 

Korean War (1950-1953)253 produced a “special friendship” that was described by Marshall 

Zhu De as close as “lips and teeth”.254 As Gregory Moore pointed out, China and North 

Korea shared many other things in common, from a long symbiotic historical relationship 

and Confucian Heritage, to pariah status in the international community.255  

China’s relations with North Korea underwent fundamental change during the 1980s, as Yan 

Yuetong from Qinghua University pointed out. 256 Ideological bonds were no longer as 
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important as pragmatism in foreign relations.257 The Cold War in Asia was over and, more 

importantly, China and North Korea chose different development paths. 258  Economic 

reforms and “open doors” contrasted sharply with North Korea, which moved back, as 

Kongdan Oh and Ralph Hassig argue, to become a military dictatorship, or “post-modern 

dictatorship” in Bruce Cumings’ words,259 under Kim Jong-Il’s leadership.260  

5.6.2 China-North Korea relations in the post-Cold War era  

China’s decision to establish diplomatic relations with South Korea in August 1992 brought 

the traditional friendship between China and North Korea to the brink of collapse261 and is  

Figure 5-1. Map of the Korean Peninsula and surrounding areas 

 
Source: http://www.globalsecurity.org/wmd/world/dprk/images/dprk-location.gif.  

well described in Qian Qichen’s memoirs. He recalls that in July 1992 he flew as a special 

envoy of President Jiang Zemin to Pyongyang to meet Kim Il-sung, informing him of the 
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upcoming announcement.262 According to Qian, Kim listened carefully, said a few words of 

appreciation, then left without the customary banquet. He recalled that the meeting was 

the shortest of all between any President and a Chinese delegation.263 Top level exchanges 

ceased between 1993-99.264  

 North Korea faced economic hardship and a political transition in the early 1990s. During 

the Cold War, the Soviet Union was North Korea’s major source of aid, subsidising trade in 

food, energy and technology, which was 50% of its total.265 With the demise of the Soviet 

Union, Russia asked Pyongyang to start servicing its debt in hard currency,266 seriously 

disrupting the North Korean economy. As Samuel Kim pointed out, the cumulative effect of 

the sudden withdrawal of Soviet aid and subsided trade, the collapse of the socialist market, 

structural problems with the command economy, over-allocation of resources to heavy 

industry and military spending, and bad weather in 1995 and 1996 saw the North Korean 

economy contract by over 50% between 1991-96.267  

After 1991, China became North Korea’s biggest trading partner and aid provider, despite 

normalisation of relations with the South.268 From 1991 to 2002, bilateral trade was 30% of 

Pyongyang’s total.269 By mid-1994, it accounted for 75% of North Korea’s food and oil 

imports. 270  Nicholas Eberstadt argued that China’s policy toward North Korea after 

normalisation of relations with the South was framed by the conflicting goals of minimising 

the financial costs of support and minimising the risk of greater instability and the worst 

case scenario of regime collapse.271 Beijing followed Moscow’s lead by demanding hard 
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currency payments for trade from January 1993, and pressured Kim-Jong Il to halt decline by 

reforming the economy.272  

A reduction in Chinese aid contributed to deteriorating bilateral relations.273 According to 

South Korea media reports, Chinese grain, petroleum, and coal aid declined 10%-15% 

annually between 1992 and 1994.274 The Hong Kong media reported that in early 1996 Kim 

Jong-Il asked Beijing for 200,000 tons of grain but was offered only 20,000 tons. Kim was 

reportedly outraged, threatening to play the “Taiwan Card”. He listed several new demands 

requiring reaffirmation of responsibilities and obligations under the 1961 Treaty of 

Friendship, provision of Chinese weapons and exchange visits by top leaders. China 

responded that it could only send the State Council Secretary to Pyongyang as all other top 

leaders were too busy, and, regarding aid, “we shall try our best, but we are still unable to 

meet the DPRK’s demands”.275 Beijing eventually gave North Korea $59m in material aid and 

$20m in interest-free loans for a period of ten years.276  

5.6.3 The first North Korean nuclear crisis 

In 1993, Pyongyang withdrew from the Nuclear Proliferation Treaty (NPT), triggering the 

first nuclear crisis on the Korean Peninsula. The core of the dispute was a request by the 

International Atomic Energy Agency (IAEA) for a special inspection of two sites at the 

Yongbyon nuclear research complex because of suspicions that the reprocessing facility was 

for making nuclear weapons fuel and not for scientific experiments, as claimed by North 

Korean reports to the agency.277 Pyongyang refused and declared its intention to withdraw 

from the NPT in March 2003. 278 According to Chief US negotiator Robert Gallucci, North 

Korea’s goal was to bargain for more international economic assistance.279 The North 
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Korean media declared that the nuclear problem “should be resolved through negotiation 

between the DPRK and the United States”.280 

After three rounds of negotiations the US-North Korea Agreed Framework was signed in 

October 1994 with “Washington’s quid for Pyongyang’s quos”.281 It was credited to the 

crucial role played by former President Jimmy Carter who made a special trip to Pyongyang 

in mid-June 1994 to talk to the North Korean leader, warning that the US was prepared to 

launch aerial strikes against key nuclear installations in Yongbyon.282 

China’s role in the first North Korea nuclear crisis was seen as insignificant or less 

proactive,283 distancing itself for a number of reasons. As former South Korean National 

Security Advisor Chung Chong Wook argued, domestic political circumstances limited its 

involvement. In the wake of the Tiananmen Square Incident in June 1989, China underwent 

a transition from Deng Xiaoping to the “third generation” leadership under Jiang Zemin 

which was divided over policies towards the West 284 while economic sanctions imposed 

mainly by the US remained in effect.285 China’s foreign policy in the early 1990s was largely 

“defensive, reactive and suspicious” 286 and following Deng Xiaoping’s 1989 instruction to 

“maintain a low profile, hide brightness, never pursue leadership”. (taoguangyanghui 

juebudangtou)287 Furthermore, Beijing-Pyongyang relations were already at a low point in 

the wake of the normalisation of relations with Seoul.  

As Chung Chong Wook noted, because Pyongyang preferred bilateral negotiations with the 

US, “most of the time North Korea did not inform Beijing of what was going on, much less 
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consult it. Often Chinese officials learnt what has transpired in Geneva between the US and 

the DPRK from either Washington or Seoul”.288 The US only asked for China’s cooperation 

when a resolution was adopted either at IAEA board meetings or during UN Security Council 

deliberations.289 William Perry, then Deputy Secretary of Defence, recalls that the North 

Korea issue provided a strong incentive for the US to re-establish a reasonable relationship 

with China, and the Pentagon put pressure on the White House to change policy.290 

Nevertheless, China argued that “the issue was a direct matter between the DPRK and the 

three sides - the International Atomic Energy Agency (IAEA), the United States, and the 

Republic of Korea”. Anne Wu states that Beijing adopted an “onlooker’s approach”.291 

5.6.4 Second North Korean nuclear crisis, China, the Six-Party Talks  

The second North Korean nuclear crisis was sparked in October 2002 when US intelligence 

reports indicated that Pyongyang was attempting to develop nuclear weapons through its 

highly enriched uranium programme. 292 The US called for complete nuclear disarmament 

before any substantive Washington-Pyongyang negotiations. In response, on 10 January 

2003, Pyongyang announced its withdrawal from the NPT and the recommencement of 

reprocessing at Yongbyon which was frozen under the Agreed Framework.293 Adding to 

political tensions, President Bush’s State of the Union address to Congress on 29 January 

2002 listed North Korea, Iran, and Iraq as an “an axis of evil”. 294 North Korea’s Vice Minister 

Kang Sok-ju expressed Pyongyang’s attitude towards US hostility as follows: “*W+e are part 

of the axis of evil and you are gentlemen… if we disarm ourselves because of US 
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pressure…we will be beaten to death”.295 The Korean Central News Agency reported that 

the US had no intention of improving bilateral relations and was following an aggressive 

military strategy.296                 

Unlike the first crisis, China was more proactive and played a key role. It brought the US, 

North Korea, Japan, Russia and South Korea together for what became the “Six-Party 

Talks”. 297  China played multiple roles as host, mediator, broker, coordinator and 

facilitator.298 There are several reasons for the policy change. First, North Korea’s nuclear 

programme posed a direct security threat to the region. China supported a nuclear-free 

Korean Peninsula as essential to maintaining lasting peace, security, and stability in 

Northeast Asia,299 and viewed non-proliferation as a high priority.300 The majority of China’s 

North Korea specialists declared that acquiring nuclear weapons was unacceptable,301 as 

Japan, South Korea and Taiwan would be prompted to follow suit, thus triggering a regional 

arms race.302 
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Secondly, other security concerns prompted China’s involvement. It feared conflict on the 

Peninsula would cause the downfall of Kim’s regime and re-unification of the Peninsula.303 

Regime collapse would have enormous human and economic consequences with an influx 

of refugees placing a heavy burden on China’s northeast provinces.304 Most western 

analysts conceded that reunification was not in China’s interests. Banning Garrett and 

Bonnie Glaser quote an expert from the State Council’s Institute for World Development 

who stated that “a unified Korea will be mostly influenced by the United States” though the 

future of the Korean peninsula after reunification “will be uncertain”.305 

Thirdly, China was concerned about potential disruption to its economy,306 which was 

heavily dependent on trade. The US, Japan and South Korea were its top 3 trading partners, 

accounting for more than 30% of total trade after 2001.307 As Japan and South Korea were 

US allies, they would likely join the US in any military confrontation. Because the 1961 

Friendship Treaty remained in force China was obliged to come to North Korea’s 

assistance308 with the potential to seriously disrupt trade with its three important partners. 

As one Chinese scholar put it, tension on the Peninsula would wreck regional peace and 

stability, and no security on the Peninsula meant no realisation of China’s ultimate goal of 

modernisation.309  

Fourthly, requests from the US for participation provided an opportunity for broader Sino-

US cooperation on regional security. President Bush, in private talks at his ranch in Texas 

with Jiang Zemin on 25 October 2002, called for China’s engagement on North Korea.310 The 
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talks did not map out a specific action plan,311 though they pledged cautiously to continue to 

consult and work together to ensure a peaceful resolution of the problem.312 Jiang’s 

cautiousness suggested that Beijing was reluctant to join in multilateral efforts, which he 

expressed to former Secretary of Defence William Perry during his visit to Beijing in 

November 2002. Jiang stated that the tense relationship between the US and North Korea 

was caused by the US, and the crisis should be resolved by bilateral negotiations between 

two sides.313 Chinese analysts, such as North Korean specialist Piao Jianyi from CASS, shared 

the same view.314  

The critical change in China’s stance came when US Secretary of State Colin Powell visited 

Beijing in February 2003. He conveyed Bush’s determination to resolve the nuclear issue 

diplomatically but insisted that this could only be achieved multilaterally, not bilaterally as 

Pyongyang demanded. Powell suggested that Beijing was well positioned to organise and 

host multilateral talks.315  After Powell’s visit, Vice Premier Qian Qichen was sent to 

Pyongyang in an effort to persuade Kim Jong-Il to participate.316 When Kim insisted on 

bilateral talks with the US, it was reported that China shut down its oil pipeline to 

Pyongyang for three days in March because of a “technical failure”.317  

Pyongyang agreed reluctantly to a compromise request made by Beijing, according to 

Charles Pritchard, to attend a “trilateral meeting” with the US and China in Beijing in April 

2003.318  The meeting did not produce anything substantial as Pyongyang demanded 

bilateral negotiations with the US delegation within the trilateral talks, while US negotiators 

refused to meet their North Korean counterparts.319 Despite these diplomatic shenanigans, 

the door was opened to the Six-Party Talks in August.  
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China hosted the first Six-Party Talks in August 2003, with second and third rounds in 

February and June 2004. Apart from providing the venue, China mediated between 

Washington and Pyongyang. It mapped out the framework for negotiations and shuttled 

between Washington and Pyongyang to get the talks back on track when they were in 

stalemate. Both Pyongyang and Washington adopted a hard-line stance. North Korea 

insisted that Washington should give up its hostile policy toward Pyongyang and issue a 

written security guarantee before dismantling its nuclear facilities. Washington insisted that 

a precondition for any substantive negotiations was North Korean “complete, verifiable, and 

irreversible” denuclearisation.320 As a result, no “joint statement” was issued. Instead, 

Beijing issued a “Chairman’s statement” at the end of each round. 321 When Wang Yi, 

China’s Vice Minister of Foreign Affairs, was asked by reporters about the biggest obstacle 

to holding the next round of talks, he replied that US policy toward North Korea was the 

main problem.322 Indeed, it took six months for Chinese diplomats shuttling between 

Washington and Pyongyang to get them back to the negotiation table for the second round 

in February 2004.323 

Although the first three rounds of negotiations did not make substantial progress, China’s 

efforts were regarded as constructive. Professor Liu Jianfei, from the Institute of 

International Strategic Studies of the Central Party School, argued that due to half a century 

of antagonism and mutual distrust, direct communication between Washington and 

Pyongyang was not possible without China’s role as mediator.324 The US Representative at 

the six-party talks, James Kelly, remarked that: “Achievements from the talks are in no small 

part due to the extensive efforts of the Chinese… and we are extremely grateful for the hard 

work they have been doing”.325  

The fourth round of the talks in 2005 produced a joint statement in which North Korea 

committed to abandoning all nuclear weapons and existing nuclear programs, while the US 
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affirmed that it no longer had nuclear weapons on the Korean Peninsula and had no 

intention of attacking North Korea with nuclear or conventional weapons.326 The joint 

statement was regarded as a major step toward the goal of denuclearisation of the 

Peninsula. Susan Shirk stated that it was a triumph for Chinese negotiators to gain critical 

compromises from the parties in drafting the agreement.327 

But just a day after the fourth round concluded, Pyongyang stated that it would not 

dismantle its nuclear weapons programme unless a light water reactor was first supplied to 

meet its power needs, throwing cold water on the prospects of progress.328  

A fifth round of Six-Party Talks was convened in November 2005, but negotiations stalled 

because the US froze $24m of North Korean assets at Macau’s Banco Delta Asia in 

September, accusing it of money laundering.329 The talks stalled throughout most of 2006. 

In July, North Korea conducted missile and nuclear tests on 9 October. In response, the UN 

Security Council passed Resolutions 1695 and 1718, condemning the tests and calling on 

Pyongyang to return to the Six-Party talks.330 North Korean agreed after State Counsellor 

Tang Jiaxuan travelled to Pyongyang and met Kim Jong-Il, but a second session of the fifth 

round of talks in December 2006 failed to agree to a resolution.331  

On 13 February 2007, agreement was reached at the third session of the fifth round of the 

Six-Party Talks. Pyongyang agreed to shut down and seal the Yongbyon nuclear facilities, 

allow IAEA inspections as agreed, and discuss compiling a list of its nuclear programmes. In 

return, the US promised to release frozen funds, begin bilateral talks aimed at moving 

toward full diplomatic relations and to provide a million tons of heavy fuel oil.332 
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The sixth round of talks commenced in March 2007, but stalled after two sessions in March 

and September. In April 2009, Pyongyang conducted a series of missile tests, followed by a 

second nuclear test on 25 May, and another series of missile tests in July.333 On 12 June, the 

UN Security Council passed Resolution 1874 to “strongly condemn” the second test.334 The 

Six-Party Talks remained stalled throughout 2010 and the first half of 2011. 

China worked with the international community to get tough on North Korea when 

Pyongyang’s behaviour was provocative, expressing its “resolute opposition” to the test in 

October 2006 and voting “yes” to UN Security Council Resolution 1718 imposing sanctions 

on North Korea.335 China also voted “yes” to UN Security Council Resolution 1894 in 

response to the second nuclear test in June 2009,336 urging moderation, balance and non-

military measures. 337  The US, South Korea and Japan feared, however, that China’s 

patronage could dampen and weaken the resolve of international community, and even 

mislead North Korea to engage in similar acts of provocation.338  

John Park pointed to a growing “perception gap” between Beijing and Washington 

concerning China’s leverage over the North. The US contended that China had major 

economic and political leverage but was unwilling to exert it.339 Stephan Haggard and 

Marcus Noland accepted, however, that Beijing had legitimate concerns about pressuring 

Pyongyang, political upheaval, economic collapse and a flood of refugees.340 Washington 

and Beijing had divergent perspectives and interests. In the eyes of the Bush administration, 
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the Kim regime was part of the “axis of evil” and an “outpost of tyranny”341 which should be 

removed.342 Beijing sought to help Pyongyang on the path of economic reform and avoid 

regime collapse.343 As David Shambaugh argued, China favoured neither the status quo nor 

regime change.344 In addition, China was suspicious of Washington’s sincerity in dealing with 

Kim Jong-Il.  

One Chinese perspective was that Washington sought to maintain “managed tension” on 

the Korean peninsula to justify intervention in North Asian affairs.345 Another scholar 

argued: “Never in the diplomatic history of the PRC has the country been so deeply or 

extensively involved in a controversial regional issue to which it was not a direct party”.346 In 

this respect, a Chinese expert on Korean Peninsula issues at CASS, Pao Jianyi, concluded 

that, “preventing the nuclear issue on the peninsula from spiralling out of control is the 

contribution that China made to the peace in Northeast Asia. China is playing an 

indispensable role”.347 

A denuclearised Korean Peninsula in which Kim’s regime survived and, desirably, embraced 

economic reform, served China’s interests better than a reunified Korea under a Southern 

government influenced heavily by the US. In setting up the Six-Party Talks and mediating 

between the parties when they could not agree, China assumed an unprecedented 

leadership role in managing the nuclear crisis, departing from its onlooker approach of ten 

years earlier. China sought to demonstrate that it was a responsible power by committing 

itself to preserving regional peace and stability, and by cooperating with the US on global 

issues as the role of “stakeholder” demanded. 
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5.7 Toward a comprehensive relationship or further conflict?  

Barack Obama was inaugurated as President in January 2009 at a time when the US was 

plagued by the GFC which started in 2008.348 Chinese scholars note that he did not strongly 

criticise Bush’s China policy during the election campaign, as Bush had done to Clinton four 

years earlier. 349  Beijing believed that President Obama would likely follow a similar 

approach. Professor Huang Ping, Director of the Institute of American Studies at CASS 

argued that because China was Washington’s largest creditor, the US needed its 

cooperation in dealing with the GFC.350 Others argued, however, that even though the US 

needed to cooperate on common issues, the divergence of interests was likely to drive them 

into conflict.351  

The Obama Administration adopted a positive stance towards China. Both the President and 

Secretary of State Hillary Clinton committed to “a positive, cooperative and comprehensive 

US-China relationship” through “sustained cooperation, not confrontation”. 352  The 

establishment of the US-China Strategic and Economic Dialogue in July 2009 was, in the view 

of one scholar from Beijing University, a sign of maturing China-US relations,353 and by 

others a positive beginning for a new era of strategic trust and cooperation.354 Furthermore, 

in November 2009, President Obama visited Beijing and issued a joint statement with Hu 
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Jintao on advancing China-US relations.355 Given these positive developments and the level 

of economic interdependence, Zbigniew Brzezinski advocated the establishment of a G-2, 

comprising China and the US, to address global issues,356 though the suggestion was 

rejected by the Chinese government357and largely disparaged by Chinese scholars and 

analysts.358  

In September 2009 Beijing and Washington became embroiled in a number of trade 

disputes, over retaliatory tariffs and anti-dumping duties.359 In November, a low-ranking 

Chinese official was reported to have pointed his finger at Obama at the UN climate change 

conference in Copenhagen in an apparently demeaning way.360 Diplomatic rows on both 

economic and political matters intensified in 2010. In January, the Obama Administration 

approved a U$6b arms sales package to Taiwan.361 The Chinese government lodged a strong 
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protest, 362  suspending scheduled military exchanges 363  and threatening to punish US 

companies involved in the Taiwanese arms deal.364 In addition, Beijing and Washington 

quarrelled over censorship of the internet search giant Google, which eventually closed its 

business in China in March.365 This was followed by the “war” over Washington‘s accusation 

that China deliberately undervalued its currency in order to advantage its exports.366 

Tensions were heightened in July when US Secretary of State Hillary Clinton said at the ARF 

that the US had a vital “national interest” in the South China Sea, in response to China 

upgrading it to a “core national interest”.367 Her comments were rebuked by Chinese 

Foreign Minister Yang Jiechi.368 The South China Sea is discussed in Chapter 8.  

According to Wikileaks, in a meeting with Australian Prime Minister Kevin Rudd in March 

2009, Hillary Clinton remarked: “how do you deal toughly with your banker?”369 The 

question reflected deep anxiety over the so-called “China dilemma”.370 On the one hand, 
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economic relations with China were crucial. China was the US’s largest creditor, holding 

$1.16tr in treasury bonds by the end of June 2011.371 In her visit to Beijing in February 2009, 

Hillary Clinton encouraged the Chinese to purchase more American bonds because “it is a 

good investment”.372  

Yet, the US remained deeply suspicious of China’s intentions as it became more powerful 

and assertive. In the view of western analysts, Premier Wen’s criticism of US economic 

mismanagement in the wake of the GFC; the Governor of China’s Central Bank, Zhou 

Xiaochuan’s, call for a new international reserve currency; and resistance to US pressure on 

the value of the yuan, were evidence that China was flexing its economic muscles.373 

Moreover, the US was anxious about losing primacy in East Asia. The Obama 

Administration’s “return-to-Asia” strategy and support for alliance partners in disputes over 

the South China Sea and East China Sea since 2010, which are discussed in chapters 8 and 9, 

reflected these anxieties. In November 2011, Secretary of State Clinton stated explicitly that 

the aim of the US was to substantially increase engagement with the Asia-Pacific, declaring 

that the 21st century would be “America’s Pacific Century”. 374 However, she stressed the 

benefits to be gained from cooperation on many fronts, and rejected explicitly the premise 

that China’s rise constituted a threat to the US. 

If it is the case that the pattern of bilateral relations is to be understood in terms of an 

oscillating pattern of conflict and cooperation, as I have argued, then how might we best 

understand the pattern during the first two years of the Obama Administration until 2010? 

There are a variety of perspectives. Western scholars and analysts tend to argue that China 

became more assertive, demonstrating a forceful “triumphalism”.375 Some analysts believe 
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that the “China model”, or “Beijing Consensus”, constituted an ideological challenge to US 

values.376  An assertive China, in the words of Elizabeth Economy, is a revolutionary 

power.377 From this perspective, China’s assertiveness was attributed to a combination of i) 

hubris and overconfidence arising from economic success;378 ii) a perceived shift in the 

global balance of power from the West to the East, and the decline in US power and its 

gradual replacement with a multi-polar system;379 and iii) rising Chinese nationalism.380 A 

more assertive China, it was concluded, would adopt a less cooperative policy towards the 

US.381 China was likely to try and remake the rules of the international system, or free itself 

from their constraints.382  
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Chinese scholars generally tended to see the relationship as maturing because the contents 

and scope for cooperation were much broader than 30 years ago. This was the view of a 

number of CASS scholars.383 They believed that common interests were far more important 

than differences. This view was echoed by Wu Jianmin, former Chinese ambassador to 

France and President of the Chinese Institute of Foreign Affairs. He suggested that China 

pursue a cooperative, not confrontational, policy.384 This contrasted with the view of 

Professor Yan Xuetong, a renowned realist scholar from Qinghua University, who argued 

that relations were unstable.385 He dismissed the word “maturity” as a disguise that hid the 

true nature of bilateral relations.386 In his eyes, China and the US were “more foes than 

friends”.387  

If it is the case that relations were maturing, what did this mean for how we are to 

understand the rise of China and its impact on East Asia? There are two schools of thought. 

First, the pessimists believe that the oscillating pattern intensified and increased the risk of 

conflict because periods of tension will be more intense.388 In their view, war between a 

rising and established power is inevitable.389 As Robert Kagan put it, “rarely have rising 

powers risen without sparking a major war that reshaped the international system to reflect 
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new realities of power”.390 As we saw in the Introduction, these scholars use the historical 

examples of Wilhelmine Germany and imperial Japan to pigeonhole “today’s” China. John 

Mearsheimer viewed China as more dangerous. He wrote of “a future Chinese threat so 

worrisome that it might be far more powerful and dangerous than any of the potential 

hegemons that the United States confronted in the twentieth century….Neither Wilhelmine 

Germany, nor imperial Japan….”391 Pessimist scholars believed that China’s intention was to 

drive the US out of East Asia.392  

Optimists, on the other hand, argued that because of growing maturity in relations, the 

oscillating pattern was declining in intensity as economic interdependency and cooperation 

on global issues ensured that competing interests were accommodated.393 David Lampton 

noted that the growing strength of China’s remunerative (money), coercive (guns), and 

normative (ideas) power did not result in an emerging Sino-centric regional order. In fact, he 

saw “the principal directions in which Chinese policy has moved to be consistent with 

fundamental US interests”. The US had to make adjustments in response to China’s rise, but 

the tendency towards increased interdependence and integration was very much in its 

interests.394 This view was echoed by a number of leading China specialists who argued that 

China and the US had strong common interests on a range of economic, political and 

security issues.395 Scholars such as Zheng Bijian also strongly rejected the idea that China’s 

rise was not peaceful.396 
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At one level, the turn of events in Sino-US relations seemed to support the optimists. In 

contrast to pessimistic predictions, both China and the US sought cooperation when, on 

occasion, it appeared that conflicting objectives would drive them towards confrontation, 

even though their strategic objectives differed. This was the case over Taiwan, which is 

discussed in Chapter 7. 

 Sino-US cooperation seemed to vindicate the liberal thesis that economically linked states 

tend to find ways to cooperate politically. However, as China and the US became more 

economically interdependent, the implications of a powerful China for US strategic interests 

in East Asia once again loomed as a challenge. The fear was that the ability to defend its 

interests was compromised by economic dependence on China. This prompted US efforts 

from 2010 to reassert it primacy in East Asia, which weakened the liberal perspective and 

reduced grounds for optimism. 

5.8 Conclusion 

China was an important factor in US foreign policy during the Cold War. With normalisation 

of diplomatic relations, competing interests were reflected in an oscillating pattern of 

bilateral relations after 1981. Because China was linked inextricably to US interests around a 

potential takeover of Taiwan and growing political and economic influence in East Asia, 

tensions arose. Yet, the US could not afford to disregard China’s increased military strength, 

the need for international cooperation on many issues and, most importantly, its own 

economic dependence on China as its main foreign creditor. 

The choice between containment or engagement was a perennial debate in the US. 

Presidents from Reagan to George W Bush promised to assert US interests against China, 

particularly on Taiwan and its human rights record, but ended up invariably cooperating for 

the sake of more compelling “national interests”. The Obama administration presented an 

interesting reversal of this pattern. Concerns over declining power prompted US actions that 

increased China’s uncertainty, though some states in East Asia welcomed a US 

recommitment to the region.  

A realist view cannot account for US efforts to avoid conflict with China for the sake of 

international peace and cooperation, while the liberal view around greater political 
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closeness between economically-linked states fails to account for the number of tensions 

which persist, and the growing perception of some US decision-makers that it was 

imperative to assert US interests when they were in conflict with those of their “banker”.  

The US and China acknowledged each other’s respective political and economic power, and 

restrained their actions accordingly. Nevertheless, as I indicated in this chapter, the status of 

Taiwan cast a shadow over the relationship, with the potential to swiftly unravel the 

relatively stable state of affairs. Taiwan is examined in greater detail in Chapter 7. 

China’s relationship with the other major power in East Asia, Japan, also underwent change. 

In contrast to Sino-US relations, Sino-Japanese relations were more overtly inimical, as 

described in the next chapter. 
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6 The changing China-Japan relationship in the wake of China’s rise  

Sino-Japanese relations were over-shadowed by the memory of Japanese atrocities after 

the invasion of China in 1937. Though bilateral relations entered a “new era” after Junichiro 

Koizumi’s Prime Ministership (2001-2006), history continued to cast its shadow.  

Whereas conventional liberal wisdom holds that closer economic cooperation reduces 

conflict between states, Sino-Japanese relations in the era of China’s rise were marked by 

political distrust and diplomatic dispute, even though economic ties grew apace. The thesis 

argues that this “hot-cold” dynamic arose through a combination of internal and external 

factors, according a central place to a dynamic driven by mutual self-perception. In this 

sense I argue that a constructivist perspective is a more appropriate perspective than the 

liberal thesis.  

Tensions became particularly acute after China began to take over from Japan as the leading 

economy in East Asia, and to a large extent worsening relations may be attributed to Japan’s 

reaction to China’s growing regional influence and concomitant decline in its own. I discuss 

this in the context of Sino-Japanese rivalry and national identity, as well as domestic 

nationalist pressures. 

This chapter examines the evolution of Sino-Japanese relations from the end of the Second 

World War, through periods of US hegemony and Japanese economic leadership, to the rise 

of China in the early 21st century, providing the historical context for understand how Sino-

Japanese relations impacted on the political economy of East Asia in the “new era”. The 

chapter discusses 4 periods; 1945-1972, 1972-1989, 1989-2001 and 2001-10. The transition 

from each period to the next was marked by a significant event in bilateral relations. The 

normalisation of diplomatic relations in 1972 ushered in a “honeymoon” period; the 

Tiananmen Square Incident and subsequent economic embargo of 1989 initiated a phase of 

growing distrust, and the coming to power of Japanese Prime Minister Junichiro Koizumi in 

2001 marked the beginning of the lowest ebb in relations, with deep distrust and frequent 

diplomatic confrontation. The troubled relationship, as I show, is attributable to several 

factors, especially the strong nationalist fervour which arose in China and Japan, and rivalry 

for regional influence. As we will see in Chapter 9, political rivalry renewed attention on the 
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long-standing Diaoyu Islands dispute. I argue that, as with China’s other territorial disputes, 

it became an important concern of East Asia’s regional arrangements.  

6.1 Economic engagement, political disconnection (1945-1972)  

As Christopher Hughes noted, for most of the last 60 years Japan’s relations with China 

emanated from defeat in the Pacific.1 Japan was subjected subsequently to Allied, mainly 

US, occupation and obliged to undertake democratisation and demilitarisation. Article 9 of 

the 1946 “Peace Constitution” prohibited Japan from possessing land, sea, and air forces for 

the purposes of settling international disputes.2 The onset of the Cold War in 1947 changed 

its fortunes, as the occupation policy was set on a “reverse course” for reconstruction. Japan 

eventually regained independence through accepting the San Francisco Peace Treaty of 

1951, and aligning itself with the US by signing the US-Japan Security Treaty. Thus, the 

“Pacific alliance” was formed.3  Japan chose Taipei over Beijing as China’s legitimate 

government when forced by the US to sign the Japan-Taiwan Peace Treaty on 25 April 

1952.4 The cost was that Japan sacrificed foreign policy independence. As Yoichi Funabashi, 

the renowned Japanese journalist, argued, Japanese policy towards East Asia was a part of 

US Asian policy.5 Similarly, Tsukasa Takamine argued that “the cost of Japan’s dependence 

on the US for military security was political subordination to the US and comparative loss of 

autonomy in making foreign and security policy”.6 Prime Minister Yoshida Shigeru, who 

signed the San Francisco Peace Treaty, chose a road to Japan’s post-war recovery and 

prosperity that took advantage of the dominant Pax Americana, focusing on economic 
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development while cutting military expenditure to a minimum.7 This basic policy came to be 

known as the Yoshida Doctrine.  

Japan’s diplomatic and economic relations with China were subject to the US Cold War 

policy of containment in East Asia,8 which imposed severe restrictions on trade.9 Although 

Yoshida did not “care whether China is red or green”, Japan had to be consistent with US 

foreign policy. 10  In December 1950, in compliance with an order of the Supreme 

Commander of the Allied Powers, General MacArthur, Japan, which was still under Allied 

occupation, imposed an embargo on exports to China.11 Further constraints were imposed 

by the Co-ordinating Committee for Multilateral Export Controls (COCOM), which was 

created jointly by the US and other North Atlantic Treaty Organisation (NATO) members, 

except Iceland, in 1949 to regulate the export of strategic materials to the Soviet Union and 

other Communist countries. In 1952, a special China Committee (CHINCOM) was established 

as a branch of COCOM. It imposed additional restrictions on trade via 200 embargo items.12 

As George Jan observed, the “restrictions on exports to China were more extensive than 

those on exports to the Soviet Union and Eastern European countries”.13  

In the 1930s, China was Japan’s major trading partner, with 21% of the latter’s annual 

exports and 12.4% of imports.14 The volume of Sino-Japanese trade dropped dramatically, 

from $19.6m in exports and $39m in imports in 1950 to $0.6m and $14.9m respectively in 

1952.15 Japan became highly dependent on the US as a major source of raw materials, 

imported at a higher price than similar imports from China. In 1951, Japan imported 97.3% 

of soybeans, 70.9% of coal, 33.6% of iron ore, and 10.6% of salt from the US. This stood in 

sharp contrast to 1934-1936, when US supplies of these four primary commodities were nil, 
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while China supplied 71.3%, 68.4%, 34.0% and 38.6% respectively.16 In short, Japan’s pre-

war trade pattern with China was disrupted severely.  

6.1.1 The first phase of China-Japan relations (1952-1962)  

Japan began to search for an autonomous policy towards China after sovereignty was 

restored in 1952. Yoshihide Seoya argued that Japan’s pursuit of trade with China between 

the 1950s and 1970s highlighted three distinct forms of foreign policy orientation among 

Japanese elites, namely; advocating collaboration with the US, seeking autonomy under Pax 

Americana, and pursuing independence from American control.17  

Yoshida’s successor, Hatoyama Ichiro (1954-1956), strongly advocated an independent 

policy free of US control. He pursued normalisation of diplomatic relations with both the 

Soviet Union and China. But he succeeded only with the Soviet Union in October 1956, 

failing to do so with China because of US opposition.18 Subsequent Japanese initiatives were 

undertaken by non-government actors. These “pro-China” organisations were a source of 

“structural pluralism” in trade with China, and even included government related 

institutions such as the Japan-China Importers and Exporters Association under the Ministry 

of Trade and Industry, and the Japan-China Trade Promotion Diet Members League in the 

National Diet.19 Three trade agreements were signed, in June 1952, October 1953 and May 

1955, between the Chinese government’s International Trade Promotion Association20 and 

Japan’s pro-China organisations.21 Japanese statistics show an increase in the share of trade 

with China from 0.5% in 1952 to 2.0% in 1957.22 During the 1950s, the number of Japanese 

and Chinese visits also increased.23  

Sino-Japanese relations deteriorated during Kishi Nobusuke’s tenure (1957-1960) for two 

reasons. First, Nobusuke paid an official visit to Taiwan soon after he came to office in 1957, 
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inviting strong Chinese protests.24 The second was the “Nagasaki Flag Incident” in May 1958, 

when an anti-Communist youth pulled down the Chinese flag at a Chinese goods fair in a 

department store in Nagasaki. The incident led to a serious political confrontation and the 

eventual termination of China’s trade relations with Japan from 1958 to 1961.25 In July 1958 

Premier Zhou Enlai presented the Kishi government with three political principles, 

stipulating that Tokyo should: 1) immediately abandon words and actions hostile to China; 

2) cease any plan to create two Chinas; and 3) cease obstruction of the normalisation of 

relations.26  

To summarise, during the first decade of recovery after occupation, Japan’s political elites 

aspired to pursue diplomatic autonomy vis-à-vis the US, though normalisation of relations 

with China did not make any headway because of US Cold War policy. Sino-Japanese 

economic relations were promoted through unofficial trade agreements signed by non-

governmental Japanese organisations. Politics played a determinant role in economic 

relations.  

6.1.2 The second phase of China-Japan relations (1962-1972)  

Economic relations resumed in 1962, encouraged, according to Tsukasa Takamine, by a 

number of factors.27 The Sino-Soviet split of the late 1950s terminated China’s trade with, 

and foreign aid from, the Soviet Union. The Soviet Union withdrew 1390 technicians and 

abrogated over 300 bilateral agreements and contracts.28 In addition, China’s domestic 

economy, devastated by the Great Leap Forward, needed a new source of trade and aid.29 

Thus, China adopted a softer approach towards Japan, reflected in Zhou Enlai’s three 
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principles for Sino-Japanese trade in August 1960: 1) trade by government agreements; 2) 

by private contracts; and 3) by special consideration in individual cases.30 

Changes in Japanese politics were also conducive to Sino-Japanese trade, in particular Ikeda 

Hayato’s Prime Ministership (1960-1964). Two separate channels were important: 

“friendship trade” promoted by private Japanese firms, and “LT Trade”, a semi-government 

agreement signed by Liao Chengzhi and Takasaki Tatsunosuk on 9 November 1962.31 Trade 

increased dramatically from 1.6% of total Japanese trade in 1961 to 19.2% in 1970,32 while 

Japan became China’s leading trade partner in 1964. Its share in Chinese trade reached 14% 

in 1966,33 with China Japan’s fourth largest trading partner after the US, Australia, and 

Canada in 1966.34 

Tsukasa Takamine argued that Japan’s China policy separated political matters from 

economic relations, while the Chinese government tended to use trade relations as a 

deliberate political tool to “force Japan to re-establish official or de facto diplomatic 

relations”.35 The policy divergence resulted from a deterioration in political relations during 

Sato Eisaku’s (1964-72) Prime Ministership. Even though he aspired initially to improve 

relations he was constrained by domestic Japanese and Chinese politics;36 in Japan, the 

increasing influence of pro-Taiwan Liberal Democratic Party (LDP) politicians, while Chinese 

foreign policy was radicalised by the Cultural Revolution (1966-1976).37 

Deteriorating political relations did not result in the termination of trade as they had during 

the Kishi government, though China used trade as a diplomatic instrument against Sato.38 In 

1968, Beijing converted the semi-governmental five-year LT Trade agreement signed in 1962 
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into an annual Memorandum Trade (MT) agreement39 though, as Yoshihide Seoya observed, 

trade survived the politicisation of relations. He noted that this was made possible by 

“Friendship Trade”, which compensated for losses in LT/MT Trade. The shares of Friendship 

and LT/MT Trade were 37% and 63% respectively in 1963, and 90% and 10% in 1969.40 

To summarise, the second decade of bilateral relations was based mainly on trade as a 

result of Japan’s China policy of separating politics from economics. However, China tended 

to use trade as a political instrument to normalise diplomatic relations. Political relations 

deteriorated in the second half of the 1960s due to domestic circumstances in both Japan 

and China, though trade flourished as a result of the private friendship trade.  

6.2 The political honeymoon of friendship relations (1972-1989)  

International developments removed obstacles to the normalisation of diplomatic relations 

in the early 1970s, the most important of which was Nixon’s visit to Beijing giving Japan 

what was known as the “Nixon Shock”.41 This dramatic reversal of policy caused resentment 

not least because it was said by the ambassador to the US, Ushiba Nobuhiko, that Nixon 

only informed his government less than an hour before the trip was announced.42 Japan felt 

betrayed even though it wished to normalise relations well before Sino-US 

rapprochement.43 Sadako Ogata noted that the “Nixon Shock” motivated the Japanese 

government to normalise relations rapidly which, as Hidenori Ijiri argued,44 simply papered 

over controversial historical issues with a superficial mood of friendship.45  

Tanaka Kakuei, Sato’s successor, normalised relations with Beijing three months after he 

became Prime Minister in September 1972, nearly seven years before China-US relations in 

January 1979. According to Chinese scholars Wang Jianwei and Wu Xinbo, China renounced 
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demands for war indemnities and offered no objection to the US-Japan security alliance,46 

which were two issues of concern for the Tanaka government.47 The decision to accept the 

alliance was in sharp contrast to China’s vigilant stance on US-Japan security treaties in the 

1950s-1960s.48 The change of attitude may have come about because Nixon, during his visit 

to Beijing in 1972, convinced Zhou Enlai that abrogation of the Treaty might lead to Japan’s 

re-militarisation.49  

Sino-Japanese relations during 1972-1989, according to western scholars, were “special”.50 

From the perspective of Japanese observers, Japan adopted a non-confrontational and 

conciliatory approach over disputes and refrained from asserting its position.51 From the 

Chinese point of view, Reinhard Drifte observes that it was deemed necessary to constantly 

remind the Japanese government of war atrocities, and its obligation to prevent aggression 

and adopt pro-China policies as atonement for the past, although this was not expressed 

explicitly by the Chinese.52  

The “special relationship” was consistent with China and Japan’s respective and shared 

strategic objectives. China saw Japan as playing an important role in its anti-Soviet strategy 

and economic modernisation during the 1980s.53 For Japan, normalisation of relations with 
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China unloaded the lingering “burden” of history and weakened domestic opposition to the 

US alliance.54 

From the Chinese perspective, the two decades following normalisation of relations were 

the most successful period.55 Professor Zhang Tuosheng from the China Foundation for 

International Strategic Studies stresses four major achievements in political, economic, 

security and international affairs, and cultural and personal exchanges.56 The Sino-Japanese 

Joint Statement in 1972 57 and the Sino-Japanese Treaty of Peace and Friendship in 1979 58 

laid the foundation for developing cooperation, and were enhanced by top-level 

exchanges.59 

Economic relations developed quickly, especially after China’s post-1978 economic reforms 

and “open door” policy. Trade grew from $1b in 1972 to $16.5b in the mid-1980s. By 1984, 

Japan was China’s largest trading partner while China was Japan’s fourth.60 China mainly 

exported primary products and raw materials (oil and coal) in exchange for Japan’s 

manufactured goods.61 Japanese FDI was one of China’s major sources, at $3b during 1979-

1990, or 14.5% of the total.62  

Japanese ODA to China, which started in 1979, was an important part of Sino-Japanese 

economic engagement.63 According to Japan’s Ministry of Foreign Affairs, the purpose of 
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ODA was to support China’s economic reforms, strengthen friendly relations and promote 

regional peace, prosperity, and stability.64 However, scholars differ over the actual motives. 

Reinhard Drifte argued that the Japanese government recycled its foreign exchange reserves 

and trade surplus in the form of ODA, facilitated by public support for economic aid to 

China. 65  Allen Whiting, on the other hand, linked Japan’s ODA initiative with war 

reparations. He quotes a foreign banker in Hong Kong as describing the initiative as 

“disguised reparations”.66 This view was also asserted by senior Japanese government 

officials with strong war guilt.67 Given that the link between Japanese ODA and Chinese 

renunciation of reparations was not formally documented by either side, Kokubun Ryosei 

argued that such a link could only be established psychologically by a generation with 

experience of war.68 Robert Orr pointed out that Japan’s ODA had the implicit strategic 

purpose of supporting China’s efforts to counter the military threat of the Soviet Union in 

East Asia.69 Tsukasa Takamine, in turn, argued that these scholarly interpretations should 

only be seen as background to the ODA initiative. Its real aim was to advance Japan’s 

economic, political and strategic interests.70 Jin Xide, a Japan specialist from CASS, views 

Japanese ODA as less altruistic, arguing that its purpose was to develop friendly political 

relations and explore the Chinese market which needed foreign capital. Thus, Japanese ODA 

should not be seen as Japanese aid, but rather as a means of introducing foreign capital at a 

time when China was pushing ahead with economic reforms.71 
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 Wesely argued that Japanese ODA, in the form of general aid, technical cooperation and 

yen loans, assisted China’s economy, 72 a view supported by CASS Japan specialist Zhang 

Jifeng.73 In the two decades after 1979, aid and technical assistance were ¥111.2b and 

¥1089.5b respectively.74 Yen loans, in particular, helped China’s industrial infrastructure 

between 1979 and 1998, contributing to the construction of 38% of the electric rail network, 

25% of chemical fertiliser production, 13% percent of port facilities and 3% of power 

generating capacity.75 Japanese-assisted infrastructure projects were present in almost 

every province during the 1990s76 with Japanese ODA in 1986 constituting 75% of China’s 

bilateral aid and 45% of total foreign aid receipts from multilateral institutions such as the 

World Bank and the United Nations Development Programme.77 Japan was the largest aid 

donor to China from 1992.78  

Growing Sino-Japanese “friendship” was also reflected in various cultural exchanges and 

visits at non-governmental levels. In 1984, 3000 invited Japanese youth visited China.79 By 

1991 there were 127 “sister city” relations.80 According to a public opinion survey carried 

out in the 1980s by the Japanese government, 78.6% Japanese felt “friendly” toward China 

and only 14.7% did not.81 

As mentioned above, China acquiesced to the US-Japan security treaty after normalisation 

of relations in 1972. Wu Xinbo and Wang Jianwei argue that by the end of 1978 China had 
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established a parallel strategic partnership with the US and Japan to counter the Soviet 

Union.82 Then Premier Hua Guofeng even publicly endorsed the US-Japan security alliance 

by declaring that “we appreciate Japan’s efforts to strengthen its alliance with the United 

States”,83 while it was reported that Chinese military leaders did not oppose increases in 

Japan’s military spending.84 This attitude contrasted sharply with later attitudes during the 

post-Cold War period when the common adversary, the Soviet Union, ceased to exist and 

both sides became suspicious of each other’s intentions, as will be discussed in the next 

section. 

The flourishing relationship was attributed largely to the compromising approach each side 

adopted. Negotiations for the Peace and Friendship Treaty were a case in point.85 It took 

China and Japan almost four years of hard negotiations before including an “anti-

hegemony” article in the treaty. For China, to form an anti-Soviet alliance with the US and 

Japan was strategically imperative in the 1970s given the military threat posed in the wake 

of the border dispute in 1969. Japan was in a less vulnerable position because its security 

was ensured by the US. When China proposed the anti-hegemony article, Japan was 

reluctant to involve itself explicitly in strategic rivalry by directly pointing the finger at the 

Soviet Union. In the end, both sides took a compromising stance and the treaty, as Chae-Jin 

Lee observed, appeared to be almost equally beneficial to Japan and China.86  

Both Chinese and Japanese scholars note that there were differences or “controversies”, as 

Japanese scholars put it, in bilateral relations.87 Nevertheless, the desire to accommodate 

each other’s interests minimised tensions. Regarding the issue of history, for example, both 

sides were restrained. China, in particular, took a positive attitude under Deng Xiaoping. 

During a visit in 1978, Deng told the Japanese Emperor that the two nations should let 
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bygones be bygones and adopt forward-looking attitudes.88 Nevertheless, controversies 

over history textbooks,89 the Yasukuni Shrine problem, and the Kokaryo case relating to 

Taiwan90 surfaced during the 1980s and 1990s.  

In 1982, the Chinese government campaigned strongly against Japan’s move in school 

textbooks to “beautify” its war aggression, demanding that “the Japanese government 

should make correction of its mistake”.91 The issue was “resolved” by Prime Minister Suzuki 

offering an apology during his visit to Beijing in September 1982.92 Prime Minister Yasuhiro 

Nakasone’s offer of a second yen loan package to China in 1984 was also important for 

improving bilateral relations after the textbook dispute.93  

A second controversy arose over Nakasone’s visit to the Yasukuni Shrine commemorating 

Japan’s war dead, including war criminal Hideki Tojo, Japan’s wartime Prime Minister, on 15 

August 1985, the 40th anniversary of its WWII surrender. This led to a series of anti-Japanese 

student demonstrations in Chinese cities.94 The Japanese government offered an apology to 

settle the issue.95 The Kokaryo case in 1987 involved the Osaka High Court recognising 

Taiwan’s ownership of a student dormitory in Kyoto called Kokaryo (Guanghualiao in 

Chinese).96 China criticised Japan for supporting the existence of “two Chinas”, thereby 

                                                           
88

 Akio, Takahara. "Japan's Policy toward China in the 1990s." In The Age of Uncertainty: The US-China-Japan 
Triangle from Tiananmen (1989) to 9/11 (2001), edited by Ezra F. Vogel, Ming Yuan and Tanaka Akihiko, 
Cambridge, Mass.: Harvard University Asia Center, 2004, p. 264. 
89

 Beal, Tim, Yoshiko Nozaki, and Jian Yang. "Ghosts of the Past: The Japanese History Textbook Controversy." 
New Zealand Journal of Asian Studies 3, no. 2 (2001), pp. 177-88. 
90

Ijiri, Hidenori. "Sino-Japanese Controversy since the 1972 Diplomatic Normalization." The China Quarterly, 
no. 124 (1990), pp. 639-61; Zhang, Tuosheng. "Sino-Japanese Relations at the Turn of the Century (1992 to 
2001)." In The Age of Uncertainty: The US-China-Japan Triangle from Tiananmen (1989) to 9/11 (2001), edited 
by Ezra F. Vogel, Ming. Yuan and Tanaka Akihiko, Cambridge, Mass.: Harvard University Asia Center, 2004, pp. 
242-43. 
91

For details about the 1982 textbooks issue, see Ijiri, Hidenori. "Sino-Japanese Controversy since the 1972 
Diplomatic Normalization." The China Quarterly, no. 124 (1990), pp. 645-48.  
92

 Ijiri, Hidenori. "Sino-Japanese Controversy since the 1972 Diplomatic Normalization." The China Quarterly, 
no. 124 (1990), p. 646. 
93

 Soeya, Yoshihide. "Japan's Relations with China." In The Golden Age of the US-China-Japan Triangle, 1972-
1989, edited by Ezra F. Vogel, Ming Yuan and Akihiko Tanaka, p. 223. 
94

 Zhang, Tuosheng. "China's Relations with Japan." In The Golden Age of the US-China-Japan Triangle, 1972-
1989, edited by Ezra F. Vogel, Ming Yuan and Akihiko Tanaka, pp. 197-99. 
95

 Ijiri, Hidenori. "Sino-Japanese Controversy since the 1972 Diplomatic Normalization." The China Quarterly, 
no. 124 (1990), pp. 650-51. 
96

 For more details of the case, Ijiri, Hidenori. "Sino-Japanese Controversy since the 1972 Diplomatic 
Normalization." The China Quarterly, no. 124 (1990), pp. 652-55; also Zhang, Tuosheng. "Sino-Japanese 
Relations at the Turn of the Century (1992 to 2001)." In The Age of Uncertainty: The US-China-Japan Triangle 
from Tiananmen (1989) to 9/11 (2001), edited by Ezra F. Vogel, Ming. Yuan and Tanaka Akihiko, p. 245, 
footnote 21. 



211 

 

violating the spirit of the 1972 Joint Communiqué and the 1978 Peace and Friendship 

Treaty.97 Deng Xiaoping even linked the case with the revival of militarism by a small 

number of Japanese.98 Facing strong protests, the Japanese government apologised again 

and expressed regret. As Hidenori Ijiri pointed out, Japan adopted a “low posture” in 

reaction to China’s “high posture” of criticism, creating “structural asymmetry” in relations 

under the guise of a superficial mood of friendship.99 

To summarise, during 1972-1989, bilateral relations were cemented by common strategic 

objectives reflected in more friendly political and economic cooperation. They weathered 

controversies over history which remained a major source of tension after 1990s when 

strategic objectives diverged.  

6.3 The readjustment of China-Japan relations in the era of uncertainty 

(1989 to 2001) 

Sino-Japanese relations during 1989-1992 underwent a fundamental change. Yoshihide 

Soeya argued that this period was a prelude to post-Cold War Sino-Japanese relations.100 

Kokubun Ryosei noted that the 1989 Tiananmen Incident had a major impact, in particular 

on China’s public image. According to a survey conducted by the Japanese government, the 

level of friendly feelings toward China dropped from 78.6% in the 1980s to 51.6%, while the 

level of “unfriendly feelings” increased from 14.7% to 43.1%.101 Nevertheless, Japan was the 

first state to lift economic sanctions on China, resuming a third “yen loan” in 1990.102 Also, 
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Prime Minister Toshiki Kaifu was the first leader to visit China after 1989.103 The Japanese 

emperor was invited to visit in 1992.104  

The friendly atmosphere produced what Reinhard Drifte called a “short-lived honeymoon” 

lasting three years.105 In the view of many scholars, relations began to decline in 1993,106 

due to a combination of international and domestic factors. Michael Yahuda argued that the 

key was “structural change in the international politics of East Asia occasioned by the end of 

the Cold War”107 and disintegration of the Soviet Union, resulting in a “repositioning” of the 

region’s great powers.108 In the view of Jin Xide, a Japan specialist, China and Japan were 

approaching a more “equitable balance of power”. He argued that “in the past when China 

was strong, Japan was weak; and when Japan was strong, China was weak. Now China and 

Japan are both strong”.109 As a result, “the two major powers have to conduct relations 

when neither is prepared to defer to the other”.110 Furthermore, in the view of Gilbert 

Rozman, the end of the quasi anti-Soviet alliance led to a resurgence in “traditional” 

strategic rivalry.111 Both were searching for “great power identity” with regional leadership 

ambitions.112 Competing objectives, according to Chinese analysts, were the root cause of 

tension. They found it difficult to adjust to change and developed mutual distrust.113  
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Changes in regional circumstances were compounded by domestic politics, particularly in 

Japan. Murata Koji noted that Japan underwent a profound change reflecting two trends. 

First, it suffered economic stagnation and unstable party politics; and, second, Japanese 

society was increasingly diversified and pluralistic.114 Politics was more conservative after 

the LDP lost its dominance in 1993 and Japan’s foreign policy began to be shaped by 

changing regional balance-of-power considerations. Michael Green described Japan’s policy 

orientation as “reluctant realism”.115 

Mutual distrust deriving from competing objectives stirred up suspicion of each other’s 

motivations, and each became increasingly prominent, in a negative sense, in the other’s 

foreign policy.116  From the Chinese perspective, Japan’s rising military capability and 

strengthened US alliance shaped the regional security environment at the expense of 

China.117 The dominant view is that Japan dreamed of becoming a political and military 

power but was “hiding its glory and waiting for the time”.118 Liu Jiangyong, a Japan specialist 

from Qinghua University, argued that Japan seemed to be using the zhu qingwa strategy 

(boiling a frog by increasing the water temperature slowly and gradually) to pursue its 

political/military power ambitions.119 Chinese diplomats saw this as a destabilising factor in 

the pursuit of regional peace.120  

The redefinition of US-Japan defence cooperation caused China great concern.121 In 1996, 

Prime Minister Hashimoto and President Clinton signed the US-Japan Joint Declaration on 
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Security, and in 1997 adopted the New Guidelines for US-Japan Defence Cooperation.122 

What worried China was whether the “circumstance surrounding Japan” articulated in the 

guidelines included the Taiwan Strait. 123  Akio Takahara argued that Japan’s use of 

“circumstances surrounding Japan” was ambiguous; that it was not a geographical concept 

but related to situational circumstances, following disagreement among Cabinet members 

over whether Taiwan should be included.124 China was reassured that the renewed US-

Japan security guidelines were not directed against it.125 Nonetheless, the guidelines were 

viewed as “tightening the strategic noose”,126 and by Xu Wansheng, from the Institute of 

Foreign Language Studies of the PLA, as intended to form an “anti-China encirclement”.127 

Other scholars contended that Japan was “a major challenging factor” in China’s security 

environment.128  

The change in the post-Cold War strategic environment, China’s growing economic 

ascendency and regional role aroused Japan’s concern over China’s intentions.129 Japan 

suspended disbursements of ODA130 after China conducted nuclear tests in 1995 and missile 

tests during the 1995-1996 Taiwan crisis131 which, again, had a negative impact on Japanese 

public opinion. 132  According to a joint Yomiuri-Gallop survey in 1997, only 8.6% of 
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respondents chose China as a trustworthy country.133 In contrast, the Japanese public 

became increasingly positive towards democratised Taiwan.134 Though Takamine Tsukasa 

argued that ODA was used as a strategic weapon to deter China,135 Japan was losing 

leverage over China because of the growing strength of the Chinese economy.136  

China and Japan were more assertive in advancing their strategic interests resulting in a 

flare-up of the dispute over the Diaoyu/Senkaku Islands. China’s promulgation of the 1992 

Territorial Law of the Sea and Contiguous Zone was seen by Tokyo as an important 

departure from the conciliatory position of the 1980s, which was reinforced by China’s clash 

with the Philippines over Mischief Reef in 1995.137 This is discussed in more detail in Chapter 

8. Erection of a lighthouse on the Diaoyu Islands by Japanese activists in 1996 was viewed by 

Beijing as indicative of the growing influence of right-wing politics in Japan.138  

Among western scholars, 1998 is seen widely as a turning point, marked by Jiang Zemin’s 

failed visit to Japan.139 David Arase argued that bilateral relations entered “a new balanced, 

and more realistic phase”.140 The “history issue” and Taiwan were brought to the fore 

during Jiang’s visit, prompting mutual suspicion over each other’s intentions. 141  and 

strengthening anti-Chinese sentiment. His insistent demand for a written apology for 

Japanese wartime aggression, as well as a formal endorsement of a “three no’s policy” 
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toward Taiwan, as Bill Clinton had done when he visited China early 1998,142 were rejected 

by the Japanese government. Nonetheless, a third political document, the Japan-China Joint 

Declaration on Building a Partnership of Friendship and Cooperation for Peace and 

Development, was signed.143 

6.4 Historical antagonism, economic interdependence, political mutual 

distrust (2001 onwards) 

Relations deteriorated sharply after 2001 when Junichiro Koizumi became Japanese Prime 

Minister, influenced to a large extent by his confrontational approach. Historical issues once 

again took centre-stage, fuelled in part by domestic nationalism. 

6.4.1 Tensions over the issue of history 

Relations were marred by a sequence of six annual visits to the Yasukuni Shrine by 

Koizumi,144 regardless of strong protests.145 Instead of expressing regret, he viewed the 

protests as “interference”. In a press conference in January 2006, Koizumi stated that “the 

approach foreign governments have taken to try to intervene in a matter of the heart and 

make the Yasukuni Shrine issue into a diplomatic issue also goes beyond my 

understanding”.146 Senior level exchanges were suspended for five years. 

In May 2002, after Koizumi’s second visit to the Yasukuni Shrine, the official website of 

China’s Ministry of Foreign Affairs posted “seven sensitive issues in China-Japan relations”: 

the history issue, Taiwan, controversy over Diaoyu Islands, intensification of the US-Japan 

alliance in the form of the Japan-US Security Consultative Committee or 2+2 meeting, war 

reparations, abandoned chemical weapons and the Guahualiao issue.147  
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The history issue stood out at the top of the list which stated that “the prerequisite for long-

term bilateral cooperation is to face and recognise history”.148 According to Chinese analysts 

China required “thorough reflection” and a “good attitude” from Japan.149 As Chen Jian, 

former ambassador to Japan, said: It “did not thoroughly, profoundly, and comprehensively 

reconsider its aggression against China and other Asian countries, which was unanimously 

acknowledged by its whole nation during the period of World War II”.150 As the Ministry 

stated, “the past, if not forgotten, can serve as a guide for the future”.151 Therefore, the 

Japanese government was “reminded”, in lecturing tones, that it should bear in mind the 

historical wrongs and give students a truthful education. 

China drew comparisons between Japan and Germany’s attitudes toward historical 

issues.152 At a press conference during the annual session of the National People’s Congress 

on 6 March 2004, Chinese Foreign Minister Li Zhaoxing urged Japanese journalists raising 

Sino-Japanese relations to “go back and ask the leaders of your country why they cannot do 

what some European leaders have done over the history issue”.153 In his memoir, Heavy 

Rain and Soft Breeze, former Chinese Foreign Minister Tang Jiaxuan agreed that “tensions 

between Japan and its Asian neighbours in recent years lie fundamentally in Japan’s refusal 

to face up to history”.154 Japan had not dealt with its war history in the solemn, dignified 

and consistent way that Germany did in the case of the Holocaust.155 One Chinese scholar 
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asked how could one have any illusion that a country that refuses to recognise its own 

history might act responsibly for global peace and development.156 Japan’s attitude was 

linked directly to the fear about what kind of political power Japan would become if it 

remilitarised, and that because Japan refused to apologise it was likely to do it again.  

Chinese scholars noted that increasing military capabilities shifted the balance of power and 

a militarily powerful Japan would likely intervene with the US should military conflict arise in 

the Taiwan Strait.157 In 2001, an article in the Liberation Army Daily (Jiefangjun Ribao) 

criticised Japan’s moves to revise its security guidelines, suggesting that its “wrong view has 

distorted its security view, misled its policy, and led the country on a dangerous path”.158 

Another article in the Chinese media questioned the reasons for enhancing military 

capabilities, asking what kind of “normal state” Japan wanted to become, a real one or an 

aggressive military power under the guise of a “normal state”?159 

Koizumi no longer wanted to “bow” to China on the history issue. Both Western and 

Japanese scholars interpreted China as holding a “history card” to advance its political and 

economic interests160 which was employed as early as the 1982 textbook controversy. Ian 

Buruma argued that pressure on Japan during the textbook controversy was Deng’s 

response to criticism of his soft foreign policy stance.161 Chalmers Johnson expressed doubts 

that as “a convenient lever to try to bring the Japanese government to heel, it was largely 

successful”.162  
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Japan felt that it had apologised enough163 while a comparison with Beijing’s attitude before 

the 1990s suggested that it did not take the issue seriously. During Mao’s era, the Chinese 

government renounced war reparations and Deng’s attitude was “let bygones be bygones”, 

yet Jiang Zemin during his visit to Japan in 1998 raised the history issue in a speech at 

Waseda University, when he reminded the Japanese about their war deeds and the need to 

contain militarism.164 This “was regarded by many Japanese as unnecessary, impolite, and 

irritating”165 whereas, for the Chinese, a formal, written apology was the way for Japan to 

rid itself of its historical burden.166 In his visit to China in 1992, the Emperor expressed 

“deep sorrow” for the great hardships brought by Japan.167 In 1993, in a speech to the Diet, 

Prime Minister Morihiro Hosokawa expressed “deep remorse”.168 In 1995, Prime Minister 

Tomiichi Murayama offered a sincere apology for Japan’s past.169 

The re-emergence of the history issue can be attributed to Japan’s closer connection with 

Taiwan after the end of the Cold War, which made Beijing suspicious that it intended to 

interfere in cross-Strait affairs should a military confrontation arise. 170  It was also 

attributable to changes in domestic politics, giving rise to patriotism at a time when China 

and Japan were searching for what Richard Bush called national identity in a changing 

international environment.171 From normalisation in 1972 to the early 1990s, China’s highly 
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centralised policy-making structure enabled the top leaders to dictate foreign policy with 

little public participation. China’s Japan policy was controlled by Deng Xiaoping whose 

pragmatic attitudes enabled it to acquire foreign investment and technology.172 

At the same time, Western scholars argued that Deng boosted patriotism to replace 

Communism as the ideological foundation of the Party’s legitimacy, after it lost prestige in 

the wake of the Cultural Revolution. “Patriotic education campaigns”(aiguozhuyi jiaoyu) 

were a key part of the new nationalist propaganda.173 Against this background, Sino-

Japanese history came to the surface in the 1980s,174 but was handled cautiously by both 

sides, and bilateral relations were not affected dramatically.175 

In the early 1990s, China experienced a leadership transition from the second to third 

generation led by Jiang Zemin. The continuing stream of patriotic propaganda intended to 

boost the legitimacy of the Communist Party bred nationalistic sentiments,176 arguably 

opening an unexpected floodgate of popular anti-Japanese sentiment.177 It was revealed 

that Jiang Zemin’s unpleasant personal experiences under Japanese occupation shaped a 

strong personal dislike of Japan and the Japanese,178 and was a contributing factor to Sino-

Japanese tensions.179 
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Patriotism, in parallel with greater access to information through the media, in particular 

the internet, was influential after 2000, with state-promoted campaigns restraining China’s 

Japan policy.180 An active patriotic internet movement is considered to have begun in 

earnest in 2003.181 For instance, through an anti-Japanese website (China918.net), baodiao, 

or “protecting the Diaoyu Islands”, activists were mobilised and the China Association for 

Protecting Diaoyu was founded, promptly organising a series of expeditions to the islands.182 

Seven activists landed on one of the islets in March 2004. The Chinese Ministry of Foreign 

Affairs’ protest over their arrest reflected public pressure on government decision-

making.183  Another example was an online signature campaign against awarding the 

contract for building a fast train between Beijing and Shanghai to a Japanese firm, which 

eventually managed to force the government to “kick the Japanese company out”.184 

Against the background of the rise of anti-Japanese nationalism, Chinese leaders were 

under considerable domestic pressure not to appear to be “soft” in their attitudes,185 which 

may have played a role in the ardency with which the issue was pressed. Therefore, it may 

be fair to conclude that history became prominent once again partly because of strong 

domestic political undercurrents. 
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On the Japanese side, China lost the high moral ground after the 1989 Tiananmen 

incident.186 Former Vice-Minister of Foreign Affairs, Yutaka Kawashima, argued that younger 

Japanese did not share the memory of war and it was not a live political issue.187 

Ambassador Tanino Sakutaro acknowledged Japan’s problematic past, but found it difficult 

to accept that it had not done enough.188 Beijing’s tactic of keeping Japan down in the 

struggle for pre-eminence in East Asia was counterproductive.189 Nuclear tests and military 

exercises aimed at Taiwan in 1995-1996 contributed to Japan’s desire to enhance its military 

capabilities and maintain the US alliance.190  

The conclusion among Chinese scholars and media was that Japanese politics was moving 

along a conservative path. A Chinese Japan specialist at CASS pointed out that neither of the 

two leading conservative parties, the LDP or the Democratic Party of Japan (DPJ), was 

considered to be “weak” on China.191 An article in China Youth Daily argued that the reason 

for Japan’s tough stance was because the pro-China school in Japanese politics became 

marginalised after the “1955 system” of LDP one-party rule collapsed in 1993.192 Gavan 

McCormack noted a conservative trend and rising nationalism,193 while Ian Buruma argued 

that the Japanese were ingrained with feelings of victimhood rather than war guilt, mainly 

because the most powerful symbol of the war is Hiroshima.194 Professor Motofumi Asai, 

former Director of the China Bureau in the Ministry of Foreign Affairs, agreed.195 He argued 

that Japan faced a dilemma: if the Emperor took most responsibility for the war and was 
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forgiven by the US, why should the Japanese people be blamed for war crimes? Obsession 

with the idea of victimhood contributed to Koizumi’s loyalty to the imperial system, he 

explained.196 If this explanation made sense, then, arguably, there was a “cultural logic” 

behind the annual Yasukuni visits regardless of the protests.197  

Diplomatic tensions over the ownership of the Diaoyu Islands and resources in the East 

China Sea increased, as will be examined in detail in Chapter 9. In 2005, anti-Japanese 

demonstrations took place in several Chinese cities in response to Japan’s bid for 

membership of the UN Security Council, and the Koizumi Cabinet’s approval of the 

controversial history textbooks.198 Former Chinese Foreign Minister Tang Jiaxuan wrote in 

his memoirs that “it is understandable that Chinese people cannot accept a country that 

fails to correctly reflect its history of invasion, and to understand public feelings of the 

victims to bid for UN Security Council’s membership”.199 It is the view of Chinese academics 

that, after 2000, Japan regarded its security relations with China as a zero-sum game; that is, 

China’s rise was at Japan’s political and strategic expense.200 CASS scholar Wu Huaizhong 

pointed out that Japan placed great emphasis on the “China threat” in all its annual defence 

white papers after 2001.201 

As mentioned above, Japan suspended disbursement of ODA in 1995 and 1996 202 in 

response to China’s “aggressive” behaviour. In 2000, yen loans to China were frozen in 

response to naval activities inside Japan’s proclaimed Exclusive Economic Zone (EEZ),203 

while in 2002 they were cut by 25% from the previous year’s level.204 In 2005, the Japanese 
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government decided to end ODA by 2008.205 As Reinhard Drifte pointed out, deteriorating 

relations politicised ODA as a foreign policy tool,206 though China’s impressive economic 

growth resulted in China itself becoming an aid donor.207 The contrast between a rising 

China and stagnating Japan after 2000 was stark in the regional economic landscape.208 

Concern about China’s military build-up and economic growth, in combination with Japan’s 

economic and budgetary problems,209 contributed to the decision to end aid. Politics 

continued to play a decisive role in bilateral relations. 

Relations improved after Koizumi stepped down in 2006. Prime Minister Abe’s visit in 2006 

immediately after his inauguration and Prime Minister Wen Jiabao’s visit in 2007 were 

aimed at building “a mutually beneficial relationship based on common strategic 

interests”.210 From the Chinese perspective, obstacles continued to stand in the way of 

redefining bilateral relations, especially as Prime Minister Yasuo Fukuda, who succeeded 

Abe, stated in 2007 that the Japan-US alliance was “the cornerstone of Japanese 

diplomacy”.211 In addition, Abe’s idea of promoting “value-oriented diplomacy”212 via a 

“value alliance of Japan-US-Australia-India” was seen by the Chinese as building a strategic 

partnership to contain China,213 despite the two sides signing a fourth significant political 

document on Sino-Japanese relations in 2008.214 
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6.4.2 “New thinking on Japan?” - China’s public debate 

Growing anti-Japanese nationalism strained Sino-Japanese relations in the early 2000s, 

prompting a vigorous debate about whether China needed “new thinking on Japan” to 

move beyond the shadow of history. Ma Licheng, a renowned People’s Daily (Renmin Ribao) 

journalist, advocated such “new thinking” in a controversial article in the influential Journal 

of Strategy and Management.215 He criticised the popular nationalism that emerged in the 

1990s for its arrogance (zida) and xenophobia (paiwai), and the growth of extremism, saying 

that anti-Japanese sentiments were not only grounded in misperception, but detrimental to 

developing amicable relations with neighbours, and lessening regional fears about China’s 

rise. He argued that the issue of Japan’s apology was resolved and historical grievances no 

longer obstructed relations. Insufficient information about Japan’s contribution to China’s 

economy was made public.  

“New thinking” was echoed by a leading Chinese international relations scholar, Shi 

Yinhong, from Renmin University. He published an article in the same journal in 2003 calling 

for a diplomatic revolution in relations.216 Less sentimentally than Ma, Shi approached the 

issue from a realist perspective and argued that China should put aside the history dispute 

and seek closer ties to offset US hegemony in Asia. He proposed five points for pursing Sino-

Japanese rapprochement: first, accepting Japanese apologies; secondly, strengthening 

economic and trade ties, and reducing relations with the US and European Union; thirdly, 

stop making exaggerated claims about the rise of Japanese militarism; fourthly, welcoming 

Japan’s full participation in regional and international affairs as a great power; and, finally, 

supporting Japanese efforts to become a permanent member of the UN Security Council. Shi 

argued that these were a small price to pay for a diplomatic revolution that would greatly 

benefit China’s national interest.  

Ma and Shi’s views invited a remarkably sophisticated debate in academic circles and, not 

surprisingly, heavy populist attack. In 2003, several hundred articles were published on the 

topic and the debate was reportedly listed as one of the “top ten news items in Sino-
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Japanese relations in 2003”.217 An article by Lin Zhibo appeared on people’s net (a website 

affiliated with People’s Daily) entitled: “Questioning the new thinking on Japan policy: a 

discussion with Professor Shi Yinhong”. 218  He dismissed Shi’s core argument that 

rapprochement with Japan helped balance against the US and ridiculed his “neglect” of the 

complexity of international relations, because “US-Japan relations are like those between a 

master and a servant (Zhucong guanxi)” and “there is no way that Japan will improve Japan-

China relations to counterbalance the US”.219 The US, Lin claimed, was the culprit in the 

deterioration of China-Japanese relations, hypothesising the possible outcomes of a “Japan 

rapprochement”: 1) more leverage in its foreign policy; 2) heightened US containment of 

China; and 3) a more assertive policy on the Taiwan issue.220 According to Lin, Shi’s five 

suggestions were neither realistic nor beneficial.  

Many academic participants in the “new thinking” debate claimed to take the middle 

ground, concurring with some of Ma and Shi’s views while disagreeing with others. For 

instance, Professor Pang Zhongying from Renmin University argued that it is essential to 

distinguish between the Japan of the first and second halves of the 20th century, when it 

democratised, was peaceful and made contributions to China’s economy. He suggested that 

China and Japan learn to accentuate the positives, reduce mutual opposition and conflict, 

and develop mutual respect and support.221 Pang contended that there was no way to insert 

a wedge (xiezi) between Japan and the US on security. Rather, he suggested that the best 

way to improve Sino-Japanese relations was to improve Sino-US relations. 

Professor Ling Xingguang from CASS also claimed the middle ground in “Correct strategy, 

incorrect tactics”, published in World Economics and Politics in 2003. He concurred with Ma 

and Shi on seven points while contending with them on five others, concluding that the 
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overall situation of Sino-Japanese relations demonstrated that the negatives outweighed 

the positives, relations were in transition, and would not be very smooth for a decade.222  

Two influential Chinese Japan specialists, Feng Zhaokui and Jiang Lifeng from the Institute of 

Japan Studies at CASS, stressed that Ma and Shi’s views were constructive in academic 

debate but unrealistic in policy implementation. Jiang disagreed with Shi’s suggestion that 

Chinese leaders should publicly express gratitude for Japan’s ODA, as it was not altruistic, 

but benefitted Japan as well.223 Feng contended that relations should be directed by five 

fundamental principles, of which China’s national interest was the first priority. He argued 

that putting aside the history dispute did not reduce tensions. The solution lay, instead, in 

the development of healthy relations in a number of areas where Chinese and Japanese 

strategic interests converged in traditional and non-traditional security. He argued that 

increased economic cooperation led to a convergence of other national interests.224 

Ma and Shi’s articles provoked hostile responses from China’s cyber-patriots, with some 

5000 Chinese websites contributing to the “new thinking” debate.225 Ma and Shi and their 

supporters were accused of being “traitors” (maiguozei, haijian). Ma even received death 

threats reportedly after his home address and phone number were posted.226 

6.4.3 Economic interdependence  

In contrast to difficult political relations, economic ties progressed smoothly from the early 

1990s. During 1991-1995, bilateral trade increased by 20% annually,227 rising to $83b in 
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2000, an eightfold increase over the decade.228 It continued to grow, from $877b in 2001 to 

$2073b in 2006,229 even as political relations reached their lowest point. 

 Japanese FDI surged, according to China’s statistics, from $500m in 1990 to $3.17b in 1995 

230 and remained above $3b annually throughout the second half of the 1990s. By 2000, the 

cumulative value of Japanese FDI was $28.13b, or 8.1% percent of total inflows, making 

Japan the prime country investor.231 Japanese statistics show that the accumulative value 

(1985-2004) was $31.3b, accounting for 21.9% of its total FDI in Asia.232  

The phenomenon of closer economic ties combined with troubled political relations, or the 

so-called “hot in economics, cold in politics” (zhengleng jingre) phenomenon, presented an 

intellectual puzzle.233 According to liberalism, economic interdependence promotes peace 

and reduces conflict between states, but it cannot explain the Sino-Japanese “hot-cold” 

dynamic. Michael Yahuda contended that economic interdependence has its limits because 

of the changes in post-Cold War East Asia, which led to Sino-Japanese strategic rivalry.234 

This view was echoed by Denny Roy when he wrote that “trade and investment therefore 

generate their own set of problems while helping little to alleviate tensions in other 

troubled areas of the bilateral relationship”.235 In the view of Japanese authors, China’s 

economic growth was a threat to Japan’s prosperity because its economy was being 

“hollowed out” by manufacturing relocating to China.236 Others were more positive. Min 

Gyo Koo observed that economic interdependence repeatedly reduced Sino-Japanese 

tensions over territorial and maritime rights.237 Michael Heazle’s view was somewhat less 
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optimistic. He argued that the economic benefits of the relationship were only important 

enough to prevent political relations from deteriorating to a point where economic ties 

were damaged seriously. 238  Similarly, Kokubun Ryosei argued that economic 

interdependence was a positive factor in forging cooperation.239 

Based on the analysis above, Sino-Japanese economic interdependence had its limits in 

managing bilateral relations. Though political tensions triggered by controversies over 

sensitive issues demonstrated these limits, the deterioration in relations was kept at a 

manageable level while economic benefits accrued. In the view of CASS scholar Xue Jun, the 

Japanese economic recovery after 2002 was led by increasing demand for Japanese exports 

in global markets, especially “Chinese demand”.240 Exports to China surged significantly by 

more than 30% in 2002 and 2003, while the share of Japan’s exports rose from 7.68% in 

2001 to 12.16% in 2003. By comparison, the share of Japan’s exports to the US dropped 

from 30% in 2001 to 25% in 2003.241 According to the Japanese Ministry of Finance, in 2002 

Japan’s exports increased 6.39% over 2001, while exports to China and the US grew 2.48% 

and 0.3% respectively.242 The “Chinese contribution” was addressed explicitly by Kokubun 

Ryosei, who stated that the Japanese economic recovery was due in part to special 

procurement demands from China.243 Another Japanese scholar, Tsugami Toshiya, from the 

Research Institute of Economy, Trade and Industry, argued that rather than viewing China as 

an economic threat, journalists should report on Japan’s economic recovery as being 

dependent on both China and the US. According to 2003 statistics, many sectors of the 

Japanese economy benefited from China’s economic growth, from raw materials industries 

including steel and chemicals to consumables such as household electronics and mobile 

phones.244  
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In the context of the “hot-cold” Sino-Japanese dynamic, economic cooperation was easier to 

achieve than political engagement, because economic interdependence created tangible 

mutual benefits, despite the refrain of “China’s economic threat” echoing among many 

Japanese. Conditions for the political honeymoon of the 1980s were unlikely to be repeated 

as both regional and domestic environments conducive to Sino-Japanese friendship changed 

fundamentally. As Christopher Hughes argued, the history problem ran deep, and was not 

ameliorated easily by economic interdependence.245  

Mutual trust, in particular, was required for political cooperation, something that was 

lacking. Worse still, mutual suspicion over each other’s intentions amplified mutual distrust. 

Political disputes, in turn, intensified mutual suspicion and distrust. The concluding section 

reflects on why history played such an important role in Sino-Japanese relations. 

6.4.4 The importance of history in the Sino-Japanese relationship 

Sections 6.1 to 6.3 showed that tensions over history were often shelved in the interests of 

realpolitik. During the 1990s, this began to change, as the shared threat posed by the Soviet 

Union evaporated and they began to view each other with increasing distrust. We saw that 

growing economic interdependence and simultaneous increases in political tension are 

difficult to reconcile conceptually. Instead, a more appropriate view might be one that takes 

a lead from constructivist thinking, and places at the centre of discussion the ways in which 

Japan and China viewed themselves and each other against the background of their shared 

history. 

One perspective is that history became a “card” to play in order to blunt attempts by Japan 

to become a “normal” country and regain influence in East Asia.246 After 1997 Japan lost its 

identity as the predominant economic force in East Asia, and efforts at attaining 

compensatory political power, for instance by gaining UN Security Council membership, 

were thwarted by China. In this view, it is easier to understand why history was of little 

previous importance to China: it was only with China’s rise, and Japan’s declining influence 
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in East Asia, that they became rivals for influence. China had at its disposal a strong weapon 

with which to keep Japan in check. 

An alternative, though not contradictory, perspective is that tensions over history became 

an inflammatory issue because nationalism grew as a powerful force in domestic politics. 

China’s leaders could not afford to be seen to take a conciliatory stance towards Japan when 

faced with apparent affronts to national pride and, likewise, Japanese leaders could not 

back down on issues such as visits to the Yasukuni shrine. The highly negative reception of 

the modest scholarly proposals for “new thinking” on Japan illustrated the fervour with 

which patriotic views took hold among Chinese commentators and the general public. In 

this climate, negative and distrustful views about each other became mutually reinforcing. 

Chinese nuclear tests in 1995 and the Taiwan Strait Crisis of 1996 in part prompted Japan to 

reaffirm the US alliance, which, in turn, inflamed fears of Japan’s remilitarisation and further 

fuelled patriotism. 

Yet another perspective acknowledges that, for many Chinese, including leaders such as 

Jiang Zemin, historical animosity towards Japan was deeply held and not so easily put aside. 

At the same time, many Japanese, feeling encumbered by the legacy of guilt, and conscious 

of the alternative narrative of Japan as the victim of nuclear attack, strongly opposed efforts 

to perpetuate the burden of guilt, thinking that any debt to China had been paid off. In this 

view, attitudes towards each other were held at a deep emotional level, with the power to 

overshadow bilateral relations.  

We saw how relations, in the years after China embarked on economic reform and opening 

up, were fraught with tension and distrust, at the same time as trade flourished without any 

apparent interruption. Though the history issue stood at the centre of the relationship, it 

only became a source of political tension during the mid-1990s. Patriotism grew with 

Japan’s loss of identity as the economic centre of Asia, while the Chinese government 

searched for “post-communist” ideological legitimacy.  

History was to some extent a “card” with which China attempted to blunt Japanese power. 

Patriotism constrained the ability of both governments to take a softer stance towards each 

other. This was all the more difficult because both saw themselves as major Asian powers 

that cannot defer to the other. History played into complex and deeply held emotions on 
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both sides, making the pathway to a less emotionally-charged, more constructive 

international relationship extremely difficult. 

6.5 The security dimensions of an integrating East Asian political economy 

We saw that relations with ASEAN, the US and Japan were affected deeply by China’s 

growing economic power in East Asia. Though the region desired strongly to enhance 

economic relations with China, it nonetheless experienced various levels of unease in 

political relations. ASEAN’s concerns were managed and contained via the “ASEAN Way” in 

the form of ARF, ASEAN+3 and CAFTA. China, for its part, attempted to portray itself as a 

responsible nation and good neighbour. In the case of the US, tension existed between 

China as a threat to and strategic competitor with US interests, and the benefits, economic 

and otherwise, arising from a cooperative relationship. I argued that this tension drove the 

oscillation in US attitudes. For Japan, as we saw in this chapter, relations were more bluntly 

a matter of political antagonism and competition for regional influence, and a search for 

political identity defined, in part, in terms of enmity towards one another. While the region 

had working relations with China which placed a high priority on economic stability, it was 

concerned about future intentions as its ability to deploy military power increased.  

East Asia’s relations were even more complex because China was central to a number of 

sovereignty disputes. It claimed the right to govern several territories in the South China Sea 

to which several ASEAN nations also laid claim. Likewise, China and Japan contended for 

sovereignty over islands in the East China Sea. Finally and perhaps most importantly, Taiwan 

was regarded as an inalienable part of China, while the US’s “protectorship” placed the two 

states in opposition to each other. Territorial disputes therefore are a lens through which to 

view the paradoxical consequences of China’s rise. Its contributions to the region’s 

economic prosperity brought with it the obligation to act responsibly and maintain a stable 

regional order.  

Because China was the nexus through which the political economy of East Asia was drawn 

together the region was also increasingly implicated in the South China Sea and Northeast 

Asian disputes. As the political economy of Northeast and Southeast Asia were drawn 

together, they were also drawn together in the security domain. Security, which was dealt 

with previously on a subregional footing, was increasingly on the agenda of East Asia as a 
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whole. Buzan and Waever argued that the growing security integration of Southeast and 

Northeast Asia emanated from three processes: the formation of regional security 

institutions and fora such as the ARF; concerns about China’s increasing power and future 

intentions; and a regional perception that economic stability and growth in an 

interdependent East Asia require the successful management of security issues affecting the 

region as a whole.247 Sovereignty disputes were significant in regional security discussions. 

The key question was whether they were dealt with adequately through the “ASEAN Way” 

and existing regional arrangements.  

In order to understand the importance of territorial issues for the future of East Asia, it is 

again necessary to consider them in historical perspective. The next three chapters examine 

in detail the disputes and their implications for China’s relations with the region. 
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7 Taiwan: maintaining the status quo is China’s reluctant option  

Taiwan is viewed by China as a part of its national territory, even though they have been 

separated since Liberation in 1949 and Taiwan enjoyed a significant measure of 

international economic and cultural acceptance. During the Cold War until 1971 it was 

recognised as the legitimate government of China with a seat on the UN Security Council. 

China placed political and, in some instances, military pressure on Taiwan to reunify with 

the mainland. In 2011, it was neither officially independent nor a part of China.  

Taiwan also occupied a significant place in the strategic interests of the US, so much so that 

the stakes were raised occasionally to the point of risking armed conflict with China. As was 

discussed in Chapter 1, authors in the realist tradition see in China’s rise a threat with the 

danger of military confrontation. Taiwan was the most difficult of issues for China and was, 

therefore, crucial to the evolution of the East Asian region. 

The US and China faced a strategic dilemma over Taiwan, confronting the problem of 

reconciling their somewhat incompatible strategic interests. The US had to accommodate a 

rising China, and China the reality of US military power. At the same time, both were 

increasingly dependent economically on each other. Consequently, this chapter argues that 

their strategic interests were served best, in the short-term, by the status quo of “no 

independence, no unification”. Hence, China’s increasing influence in East Asia meant that it 

had to deal cautiously with a potentially explosive strategic situation. Taiwan seems to 

support liberal views that states with an economic stake in each other tend to avoid military 

conflict.  

Taiwan was treated in terms of contention over conflicting security interests, yet as argued 

at the end of the previous chapter, Northeast and Southeast Asia were drawn into a shared 

regional political economy. Taiwan was scrutinised as an East Asian regional security 

challenge. The question is whether the “ASEAN Way” was robust enough to manage this 

and other security issues. 

One aspect often overlooked in the literature is the degree to which Taiwan was a 

significant player in its own right during the process of Northeast and Southeast Asian 
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regional economic integration. The literature focuses on the role played by states, yet non-

state economic linkages between Taiwan and China were just as crucial in the evolution of 

the political economy of East Asia. 

A discussion of the Taiwan issue, therefore, brings together several major themes of this 

thesis. Taiwan is a focus of China’s strategic rivalry with the US, a key component of China’s 

economic success and transformation of the regional political economy, an emerging East 

Asian security challenge and also, as we will see, potentially the site of the greatest threat to 

peace in East Asia. 

This chapter first describes how Taiwan became important in the strategic considerations of 

the US and China. It outlines the evolution of policies since the 1990s. Section 7.1 traces US-

Taiwan relations from the Cold War until 2011, arguing that they were at the centre of Sino-

US tensions. Section 7.2 examines China’s Taiwan policy over six decades, emphasising 

growing economic interdependence.  

7.1 The origins of the Taiwan factor in Sino-US relations  

As highlighted in this chapter, US policy towards Taiwan is described accurately as one of 

“strategic ambiguity”, in which public pronouncements and actions created deliberate 

uncertainty about whether it would come to Taiwan’s military aid of in the event of conflict 

with China. The US discouraged Taiwan from declaring independence, while keeping China 

guessing about how it would respond to an attack on Taiwan.1  

In this section, I explain the origins of the “Taiwan factor” arguing that the dilemma for the 

US was fear of a rising China, yet disinclination to be caught in a confrontation with China, 

partly to avoid a costly war, but also because of growing economic dependence on China – 

“America’s banker”, in the words of Hillary Clinton.2 I conclude that it was in the interests of 

the US for Taiwan to be neither independent nor part of China.  
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7.1.1 The origin of the Taiwan issue  

Taiwan was historically part of Chinese territory until ceded to Japan by the Shimoniki 

Treaty in 1895, following China’s defeat in the Sino-Japanese War.3 Taiwan was returned to 

China at the end of World War II in 1945, after Japan surrendered and relinquished all 

rights.4 As early as 1943, the Allies agreed in the Cairo Declaration that “all the territories 

Japan has stolen from the Chinese, such as Manchuria, Formosa (Taiwan), and the 

Pescadores, shall be restored to the Republic of China”.5 It was later reaffirmed in the 

Potsdam Declaration of 1945 that “the terms of the Cairo Declaration shall be carried out”.6 

Hence, Taiwan was under Nationalist Chinese control.7  

Figure 7-1. Map of Taiwan and the Taiwan Strait (map of China and Taiwan as inset) 

 
Source: http://edition.cnn.com/interactive/maps/world/map.taiwan.strait/frameset.exclude.html.   

When the Chinese Nationalist Party (Kuomintang, or KMT) retreated to Taiwan after losing 

the civil war in 1949,8 Secretary of State Dean Acheson dismissed defending the KMT 
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government in exile. The US even prepared for “accepting Communist control of China for 

the foreseeable future”, even though China signed the Sino-Soviet Treaty of Friendship, 

Alliance and Mutual Assistance on 14 February 1950.9  

With the outbreak of the Korean War in June 1950, President Truman ordered the Seventh 

Fleet into the Taiwan Strait to prevent confrontation between China and Taiwan,10 issuing a 

statement that “determination of the future status of Formosa (Taiwan) must await the 

restoration of security in the Pacific, a peace settlement with Japan, or consideration by the 

United Nations”.11  As Huang and Li point out, both Beijing and Taipei regarded US 

neutralisation of the Taiwan Strait as an attempt to create “two Chinas”, resulting in a 

concerted effort by both sides to preserve a de jure single state by pursuing the goal of 

national reunification.12 

The San Francisco Peace Treaty with Japan, to which neither Mao nor Jiang’s governments 

were invited, was signed in September 1951. It “stipulated that Japan renounced its rights, 

titles, and claims over Taiwan and Penghu Islands, without specifying to whom they should 

be transferred”.13 In a subsequent peace treaty with Taiwan in April 1952, Japan, under US 

pressure, renounced sovereignty over Taiwan but did not transfer it to another state, 

leaving its status undetermined.14  

Initial US proposals to recognise both governments as separate states were rejected by both 

sides as entrenching the idea of “Two Chinas”. The US opted to recognise Taiwan as the only 

government of China, which was followed by other states, while Taiwan retained the “China 

Seat” on the UN Security Council and maintained diplomatic relations with most states15 as 

the legitimate government of China. 
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Washington’s agnostic position on the ultimate political status of Taiwan was the beginning 

of the policy of strategic ambiguity.16 As President Obama’s Assistant Secretary of State for 

East Asian and Pacific Affairs, Kurt Campbell, pointed out, Truman’s statement on the 

determination of Taiwan’s status was primarily a political stance.17 

7.1.2 The “unsinkable aircraft carrier”: US-Taiwan ties before Sino-US rapprochement 

In December 1954, the US signed a Mutual Defence Treaty with Taiwan, putting the latter 

under its military protection.18 The US had signed a series of defence treaties with Australia, 

New Zealand, Japan and South Korea to contain communist expansion in Asia, forging a 

“Great Crescent” that “stretched in an arc from the Kurile Islands to the borders of Iran and 

Afghanistan”.19 Taiwan, described by General Douglas MacArthur as an “unsinkable aircraft 

carrier” in the Pacific,20 became a key part of a “First Island Chain” comprising, from north to 

south, Japan, the Ryuku Islands, South Korea, Taiwan, the Philippines, Indonesia and 

Australia in the Asia-Pacific.21  

As Richard Bush noted, the Washington-Taipei alliance was a case of “same bed, different 

dreams”.22 Jiang never abandoned hope of launching an attack and regaining the mainland, 

with US support and military assistance. But Washington’s strategic interest lay in stabilising 

the status quo in the Taiwan Strait.23 Though the US did not wish to go to war with China, 

especially after its Korean experiences,24 it was concerned about Beijing’s intentions, 

wishing to retain strategic flexibility.25 The text of the Treaty reflected this. While it asserted 

unity in the face of external attack in the West Pacific, it also specified that each party 
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“would act to meet the common danger in accordance with its constitutional processes” if 

“an armed attack” were to occur.26 This particular choice of words, as John Garver wrote, 

“left the US with considerable flexibility in choosing whether, when, and how to respond to 

a China-Taiwan military clash”. 27 The Treaty did not include the offshore islands of Jinmen 

(Quemoy) and Mazu (Matsu), but merely mentioned that the provisions of the treaty 

included “such other territories as may be determined by mutual agreement”.28  

As discussed in Section 5.1, the US protected Taiwan during the two “cross-Strait crises” in 

1954-1955 and 1958. On both occasions China eventually backed down due to US 

intervention.29 The Treaty’s ambiguity contributed to Mao’s decision to shell Jinmen and 

Mazu during the Second Crisis, in order to test US determination.30 Jiang resisted US 

pressure to evacuate troops from Jinmen and Mazu and rejected a ceasefire agreement 

with the mainland fearing that it was tantamount to accepting “two Chinas”.31 

7.1.3 The Taiwan issue during rapprochement and the “golden years” 

With Sino-US rapprochement in 1971 Taiwan became crucial in negotiations over 

establishing bilateral relations. Indicative of this change was the quiet acquiescence of the 

US in Taiwan’s expulsion from the United Nations and its replacement on the Security 

Council by China in 1971. The US accepted the “one China” policy, as demanded by Beijing, 

in the Joint US-China, or “Shanghai”, Communiqué in 1972.32  
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In 1979, the US “recognize*d+ the Government of the People’s Republic of China as the sole 

legal Government of China” and “acknowledge[d] the Chinese position that there is but one 

China and Taiwan is part of China” in the China-US joint communiqué on the establishment 

of diplomatic relations,33 upon which diplomatic relations with Taiwan were terminated.  

However, a pro-Taiwan lobby in the American Congress was dismayed by the apparent 

betrayal. It was instrumental in securing the passage through Congress of the Taiwan 

Relations Act (TRA) on 10 April 1979, just four months after normalisation of diplomatic 

relations.34 The TRA legalised the continuation of non-official relations between “the people 

of the US and the people of Taiwan”, and provided the legal foundation for “quasi-

diplomatic” relations with and defence of Taiwan.35 

The Section of the TRA dealing with security demonstrated US strategic ambiguity. It stated 

that “any effort to determine the future of Taiwan by other than peaceful means, including 

by boycotts or embargoes” would be “a threat to the peace and security of the Western 

Pacific area and of grave concern to the United States”. The US will provide Taiwan “with 

arms of a defensive character” and maintain the capacity of the US to resist any resort to 

force or other forms of coercion that would jeopardise the security, or the social or 

economic system, of the people on Taiwan”.36 Nancy Bernkopf Tucker noted that the TRA 

neither specified US actions nor gave Congress power to initiate a military response,37 

allowing Washington to promulgate the “one-China” policy, at least in rhetoric, while being 

obligated to defend Taiwan.38  

The TRA provided Taiwan with a security guarantee in the absence of the Mutual Defence 

Treaty which ended a year after normalisation of relations. Congress was concerned that 
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China might take over Taiwan by force.39 Richard Bush, Director of the American Institute in 

Taiwan, the unofficial organisation carrying out the rough equivalent of diplomatic 

institutional links after 1979, wrote that the TRA was “the mandate to preserve the status 

quo regarding Taiwan’s place in US law”.40  

President Reagan continued Washington’s strategic ambiguity towards Taiwan, proposing 

“Six Assurances” as guidelines for US “non-official” relations, especially arms sales,41 but just 

before the Third Joint Sino-US Communiqué in 1982 he agreed to reduce US arms sales.42 

This “diplomatic contradiction” was another reflection of “strategic ambiguity” in the “dual 

track policy” of maintaining diplomatic relations with China concurrently with non-official 

relations with Taiwan.43 Nonetheless, Reagan dealt cautiously with arms sales to Taiwan, 

without troubling Sino-US relations, in large measure because they counterbalanced Soviet 

influence. But once this strategic consideration was removed following the disintegration of 

the Soviet Union, Taiwan became a “strategic chip” in Sino-US relations.  

7.1.4 The renewal of the Taiwan issue in response to China’s rise 

With the breakup of the Soviet Union President Bush (Senior) began to chart a “new world 

order” as the basis for the US’s post-Cold War global strategy,44 while victory in the First 

Gulf War in 1991 demonstrated US military supremacy and established it as the sole 
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superpower.45 With the demise of the “common enemy”, US Taiwan policy went through a 

cycle of adjustment, as discussed in chapter 5, coinciding with the “China Threat” debate. 

The Taiwan issue re-emerged subsequently as a potential means for the US to “contain” a 

rising China.  

The 1990s witnessed the development of “substantive” relations between the US and 

Taiwan. In the eyes of Chinese analysts, after President Clinton was elected in 1992, the US 

upgraded relations with Taiwan in three ways. First, the joint communiqué with China, or 

the 8.17 Communiqué, did not prevent the US from committing to Taiwan’s defence. The 

TRA took precedence over the 8.17 Communiqué, it was argued, because the former was a 

US domestic law while the latter was merely a policy statement.46 Second, the US policy 

adjustment allowed Taiwan to expand its “international space”.47 Third, the US government 

permitted Lee Teng-hui’s visit to Cornell University in 1995. This was seen by the Chinese 

government as deliberate interference in its domestic affairs, a violation of the principles of 

the three communiqués on which China-US relations were based, and implying US 

acceptance of “two Chinas”. It protested strongly, declaring that “for the Chinese people 

who have stood up, there is nothing more important than national sovereignty and 

unification, the Chinese government and Chinese people are prepared for any challenges”.48 

Ensuing diplomatic tensions triggered the Third Cross-Strait Crisis in 1996. The PLA 

conducted a series of military exercises in coastal areas near the Taiwan Strait, to which the 

US sent two aircraft carrier battle groups in 1996 to “watch the situation”.49 As one Chinese 

scholar interpreted it, on the one hand, the US military presence was a signal that it would 

not remain neutral in a cross-Strait clash; on the other hand, the US would not protect 

Taiwan if it provoked unilateral action.50  
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President Clinton’s strategic ambiguity exhibited a dilemma. The US did not want 

confrontation nor wish to see China take over Taiwan. In order to prevent either outcome, 

the US sought to balance the “one China” policy, which reassured Beijing, with 

strengthening deterrence by assisting Taiwan’s defence capabilities.51  

For US policymakers, the Third Taiwan Crisis was a turning point in US-Taiwan security 

cooperation because Washington realised it knew very little about the capabilities of the 

Taiwanese armed forces.52 In addition, China’s military modernisation contributed to the US 

resolve to strengthen Washington-Taipei military coordination.53 After 1997, the Clinton 

Administration undertook “software” initiatives including discussions over strategy, training, 

logistics, command and control and plans in the event of an attack from China.54 The 

purpose of these initiatives was to enable Taiwan to integrate and employ more effectively 

arms purchased from the US.55 For the US a solution to the security dilemma was to 

gradually shift the burden for Taiwan’s defence onto Taiwan itself. 

During the second Clinton Presidency, in realisation of the sensitivity of the Taiwan issue, 

policy shifted from “full“ to “limited involvement”,56 behind which lay improvements in 

bilateral relations, leading to the establishment of a “constructive strategic partnership” 

with China. President Clinton reiterated the “one China” policy during his visit to Beijing in 

1998, giving assurances that the US was opposed to a two-China policy, Taiwanese 

independence, and Taiwanese membership of the United Nations and other international 

organisations. This is known as the “three No’s” policy.57 The US feared that a rise in support 

for Taiwanese independence, promoted by Taiwan’s Democratic Progressive Party (DPP), 
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further complicated cross-Strait relations, already strained by Lee Teng-hui’s “two Chinas” 

posture. The US promoted cross-Strait peace talks in the hope of minimising the possibility 

of a military clash that would drag the US into a war with China.58  

In short, the Clinton Administration’s Taiwan policy was marked by continuing strategic 

ambiguity. The initial attempt was to contain China’s challenge by adjusting Washington’s 

unofficial relations with Taiwan. After the 1995-1996 Crisis, the US government recognised 

that armed confrontation was a real danger, and that a better strategy was to detach from 

Taiwan while equipping it for self-defence.59  

Strategic ambiguity temporarily gave way to “explicit clarity” during the early days of 

George W Bush’s presidency in 2001.60 Condoleezza Rice, National Security Advisor in the 

first Bush administration and Secretary of State in the second, argued in 2000 that “China is 

a great power with unresolved vital interests” which “would like to alter Asia’s balance of 

power in its own favour”, concluding “that alone makes it a strategic competitor, not a 

strategic partner”. 61 She stressed that the US should pursue cooperation with China, but 

“should never be afraid to confront Beijing when our interests collide”.62 According to Rice, 

China’s vital interests concerning the Taiwan issue “collided” with “the US’s deep interest in 

the security of Taiwan”.  

Having positioned China as a strategic competitor, the Bush Administration’s commitment 

to the “one-China” policy tilted substantially towards Taiwan. First, the US government 

lifted restrictions on official visits from Taiwan at the governmental level, permitting Chen 

Shui-bian “transit” through the US on a trip to Central and South America.63 Second, 

Washington supported Taiwan’s membership as an observer of the World Health 

Organisation, for which statehood was a requirement. This was seen as a violation of the 

“three No’s” policy articulated by President Clinton.64 Third, President Bush made a clear 

commitment to Taiwan’s security in a TV interview, stating that the US would “do whatever 
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it takes to defend Taiwan”.65 Fourth, in April 2001, President Bush approved a major $4b 

arms package, the largest since 1992, when President Bush Senior approved the sale of 150 

F-16 jet fighters.66 He also declared that the US would deal with future requests for arms on 

an “as-needed” basis, departing from the previous process of holding annual “pre-talks”.67  

The terror attacks of 11 September 2001 changed US foreign and security policies. The Bush 

administration concluded that it was necessary for the US to form a global coalition to fight 

a war on terror with as many allies as possible.68 It shifted policy on China, emphasising the 

importance of stabilising and developing relations. President Bush stated that “the United 

States seeks a constructive relationship with a changing China”,69 attending the APEC 

leaders’ summit in Shanghai in November and meeting with Jiang Zemin. President Bush 

officially described Sino-American relations as “constructive cooperation” and restated the 

“one-China policy” when he met President Hu Jintao at the 2004 APEC summit, affirming US 

commitment to the terms of the three joint communiqués.70  

 As the US sought Chinese cooperation in the war on terror, it was more cautious in dealing 

with the Taiwan issue. President Bush came out strongly in support of maintaining the 

status quo,71 while Chen Shui-bian’s promotion of Taiwan Independence after 2000 was 

described as “the biggest landmine” in China-US relations.72 In December 2003 Bush 

declared publicly that the US opposed “any unilateral decision by either China or Taiwan to 

change the status quo” and rebuked Chen Shui-bian’s referendum plans, stating that “the 

comments and actions made by the leader of Taiwan indicate that he may be willing to 

                                                           
65

 Wallace, Kelly. "Bush Pledges Whatever It Takes to Defend Taiwan." (April 25, 2001),  
http://archives.cnn.com/2001/ALLPOLITICS/04/24/bush.taiwan.abc. Accessed 08/08/2010. 
66

 Kan, Shirley A. "Taiwan: Major U.S. Arms Sales since 1990." CRS Report for Congress, RL30957 (Updated 
September 16, 2003), pp. 5-6. 
67

 For the US old process of arms sales to Taiwan, see Chase, Michael S. "US-Taiwan Security Cooperation: 
Enhancing an Unofficial Relationship." In Dangerous Strait: The US-Taiwan-China Crisis, edited by Nancy 
Bernkopf Tucker, pp. 171-73. 
68

 US National Security Council. "The National Security Strategy of the United States." (2002),  
http://georgewbush-whitehouse.archives.gov/nsc/nss/2002/nss.pdf. Accessed 10/08/2010. 
69

 Ibid.  
70

 Xinhua News Agency. "President Hu Jintao Meets with US President Bush." (November 21, 2004),  
http://news.sina.com.cn/c/2004-11-21/02154981863.shtml. Accessed 10/08/2010. 
71

 Tucker, Nancy Bernkopf. "Strategic Ambiguity or Strategic Clarity." In Dangerous Strait: the US-Taiwan-China 
Crisis, edited by Nancy Bernkopf Tucker, pp. 203-04. 
72

 "Armitage: US Not Required to Defend Taiwan." China Daily (December 23, 2004),  
http://www.chinadaily.com.cn/english/doc/2004-12/23/content_402713.htm. Accessed 10/08/2010. 

http://archives.cnn.com/2001/ALLPOLITICS/04/24/bush.taiwan.abc
http://georgewbush-whitehouse.archives.gov/nsc/nss/2002/nss.pdf
http://news.sina.com.cn/c/2004-11-21/02154981863.shtml
http://www.chinadaily.com.cn/english/doc/2004-12/23/content_402713.htm


246 

 

make decisions unilaterally to change the status quo, which we oppose”.73  He later 

reiterated his opposition when meeting Hu Jintao in 2004.74  

The new approach can again be regarded as adhering to strategic ambiguity, as it was not 

made clear what actions the US would take in case either side were to act “unilaterally”. 

This was also demonstrated in the remarks of US Deputy Secretary of State Richard 

Armitage, when asked “if the United States would defend Taiwan if a war breaks out”, to 

which he replied, “we are not required to defend” and “we all agree that there is but one 

China, and Taiwan is part of China”.75 

President Bush continued Clinton’s policy of better equipping Taiwan to defend itself. From 

the late 1980s, Taiwan was ranked consistently as the US’s second or third largest arms 

purchaser and the single largest customer in Asia.76 From 2002-08 it was the fourth 

largest.77 Between 1990 and 2009, arms sales were about $24b,78 exceeding the level 

specified in the 8.17 Joint Communiqué. The US hoped to ensure that Taiwan’s military 

would “match” China’s and allow it to “defend” itself in a cross-Strait confrontation.79 

7.1.5 Maintaining the cross-Strait status quo - the American stake  

In his opening remarks to the first US-China Strategic and Economic Dialogue in Washington 

in July 2009, President Obama quoted Mengzi when committing the US to “sustained 
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cooperation, not confrontation”. 80  It needed China’s cooperation on issues such as 

terrorism, energy, climate change, nuclear proliferation and North Korea.  

I argued in this section that, for as long as there was the threat of a Chinese military 

takeover of Taiwan, the US sought to create uncertainty over what role, if any, it would 

take. While the US maintained good relations with China, it could not be seen to desert 

Taiwan.81 At the least, doing so would cause the US to lose credibility abroad and incense 

the domestic pro-Taiwan lobby. Thus, the interests of the US were served best by a 

continuation of the status quo; no unilateral declaration of independence by Taiwan and no 

increase in China’s power through reunification.82 This option seemed to provide the US 

with its best chance of maintaining positive political and economic relations with China, as 

well as political and military primacy in East Asia.  

The situation in the Taiwan Strait was complicated somewhat for the US by the advent of 

Taiwanese democracy, which raised the spectre of a unilateral declaration of independence 

that the US would find difficult to oppose. Taiwan’s democratisation started in the early 

1990s, and the US had to support it given they had shared “a common strategic 

perspective” for four decades. 83  Richard Bush argued, however, that Taiwan’s 

democratisation complicated this common perspective, as it “ended past constraints on 

expression of a Taiwan identity and on new ideas about how best to guarantee the island’s 

future”.84 In Bush’s view, the shared perspective depended always on the premise that 

there was no fundamental contradiction between Taiwanese democracy and US interests.85 
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If Taiwan’s pursuit of independence as a democratic state put the US at risk of becoming 

involved in war with China, the interest in avoiding such a war would have to override its 

rhetorical commitment to democracy. 

7.2 From confrontation to peaceful and stable development: China’s 

Taiwan policy  

In China’s eyes, Taiwan was “part of China” and “China’s internal affair”, but in practice, it 

was never dealt with as such. Rather, it was a Cold-War legacy linked inextricably to US 

strategic interests. Over sixty years, China’s policy toward Taiwan underwent a number of 

shifts; from liberation to peaceful reunification, to peaceful and stable development. 

Taiwan’s democratisation process, which produced calls for independence after the 1990s, 

made reunification either by peaceful or non-peaceful means more complicated.  

In this section, I show how China’s policy towards Taiwan was increasingly more conciliatory 

after the 1950s, despite the Cold War, until the early 2000s, at which point it became more 

pragmatic. I consider the implications of Taiwanese independence aspirations for China’s 

reunification aspirations, arguing that China also faced a security dilemma: it tried to avoid 

direct confrontation with the US while adopting policy flexibility by refusing to renounce the 

use of force as a last resort if de jure independence was pursued. The reluctant policy choice 

was cooperation with the US to maintain the status quo by preventing Taiwanese 

independence. As a result, China placed its hopes on peaceful reunification, partly on the 

presumption that, as economic ties grew ever stronger, it became easier for Taiwan to 

accept reunification. China worked to enhance economic relations while continuing 

dialogue, in particular with the KMT, which opposed independence.  

7.2.1 From Mao Zedong’s confrontation to Deng Xiaoping’s peaceful reunification 

7.2.1.1 Peaceful reunification under “one country, two systems”  

During the Cold War, China’s policy toward Taiwan took a confrontational stance, with the 

goal of “liberation” through violent revolution.86 However, the two attempts to militarily 
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“test the waters” during the 1950s failed.87 Early efforts at “peaceful liberation” were 

through either the establishment of direct links between Beijing and Taipei, or reunification 

based on Taiwan’s acceptance of the principle that its sovereignty belonged to the 

mainland, in exchange for keeping its own political and economic systems.88 Beijing referred 

to Jiang’s regime as Jiangbang (the Jiang Jieshi Clique), while Taipei ridiculed Mao’s 

government as gongfei (communist bandits).89  

It cannot be stressed highly enough that, though Mao and Jiang were political enemies, they 

insisted on the “one China” principle and opposed Taiwanese independence, despite US 

attempts to create “two Chinas”.90 The difference lay in their opposite interpretations of 

“one China”. Each sought unification under their rule.91 Mao tried to liberate Taiwan while 

Jiang’s ambition was to recover the mainland,92 though neither side, as discussed in section 

7.1.2, succeeded as a result of the US intervention. 

A significant change in China’s Taiwan policy took place in 1979, when Beijing formally 

shifted from a policy of confrontation to a policy of “peaceful reunification” through 

negotiation. China declared an end to the bombardment of Jinmen and other islands.93 

Deng Xiaoping indentified “reunification of Taiwan with Mainland China” as one of the three 

main tasks to be accomplished by China in the 1980s. 94  The shift was the logical 
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consequence of normalisation of Sino-US relations and economic reform.95 As Michael 

Swaine argued, the former led to Washington’s articulation of the “one China” policy while 

the latter required the development of a peaceful and stable external environment, 

including amicable relations with the major powers and its Asian neighbours, including 

Taiwan.96 

The Chinese government issued the Message to Compatriots in Taiwan on 1 January 1979.97 

It contained 3 elements. First, reunification should occur under the framework of “one 

country, two systems”. Second, hope rested on establishing three links (mail, flights, and 

visits) to facilitate people-to-people contacts. Third, talks should be conducted between the 

KMT and Communist Party. On 1 October 1981, a nine-point policy towards Taiwan was 

articulated by Marshal Ye Jianying, specifically suggesting sangtong (commercial, postal and 

travel links) and silu (academic, cultural, economic and athletic exchanges).98 

Deng’s Taiwan policy reflected his pragmatism in pursuing a gradual process of cross-strait 

reconciliation through the expansion of political contacts, economic integration and people-

to-people exchanges.99 Under the “one country, two systems” framework, relations were 

akin to a central and local government with a high degree of autonomy, with the “central 

government” holding sovereignty.100 
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Both the message and proposal were received negatively. KMT leaders affirmed the policy 

of “no contact, no negotiation and no compromise”.101 For Taipei, the only way to reunify 

China was for Beijing to “renounce communism and adopt the KMT’s Three People’s 

Principles (minzu, minquan and minsheng: nationalism, democracy and people’s livelihood) 

instead”.102 The Chinese government attempted to promote CCP-KMT talks through various 

channels, but to no avail.103 Jiang Jingguo’s (Jiang Jieshi’s son) government faced two 

different kinds of pressure in the early 1980s: First, from Washington for political 

democratisation; and secondly, from Taiwan’s business community who asked the 

government to allow it to trade and invest in the mainland.104 In 1987, the KMT government 

ended martial law and allowed residents to travel to the mainland to visit their hometowns 

and relatives. 105 

Cross-strait economic interaction began in the mid-1980s when the Chinese government 

established four Special Economic Zones in Fujian and Guangdong Provinces. In order to 

maintain the competitiveness of their products Taiwan’s manufacturing industries began to 

relocate to Southern China to take advantage of its cheap labour and land.106 Taiwanese FDI 

in the late 1980s was dominated by labour-intensive small and medium-sized enterprises, 

while cross-strait bilateral trade increased quickly. According to Taiwanese statistics, exports 

to China in 1990 accounted for 6.54% of total exports and 8.2% of China’s total imports, 

rising to 12.95% and 13.09% respectively in 1992.107 In 1992, Taiwan’s investment in China 

was 21.8% of total FDI.108 Chinese statistics show that Taiwanese FDI was 9.5% of total FDI 

during the same year.109  
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Beijing actively promoted cross-strait economic cooperation to facilitate political 

cooperation.110 In April 1990, President Yang Shangkun stated that “we should promote 

political integration through the economy, compel the Taiwan authorities to talk with us by 

manipulating the Taiwanese people’s opinions, and lead exchanges between the two sides 

in a direction favourable to the reunification of the motherland”.111 

After Lee Teng-hui succeeded Jiang Jingguo as President and was re-elected in 1990, he 

presented a new proposal for bilateral communication and exchange, with three 

preconditions: Beijing should implement democracy, renounce the use of force, and stop 

interfering in Taiwan’s conduct of foreign relations.112 Though all three were politically 

unacceptable, Beijing nonetheless recognised the possibility of progress since this was the 

first time that Taiwan had presented ideas for negotiations.113 Both sides subsequently set 

up institutional structures to conduct cross-strait relations. In late 1990 and early 1991, the 

KMT government established a three-tier structure: the National Unification Council (NUC), 

the Mainland Affairs Council and the Straits Exchange Foundation (SEF). China established 

the Taiwan Affairs Office and the Association for Relations across the Taiwan Straits (ARATS) 

in 1991.114 

In 1992, the first meeting between ARATS and SEF was held in Beijing, resulting in the “1992 

Consensus” which adhered to the “one-China” principle, but outlined their respective 

understanding, or “one China, different interpretations”, of the principle.115 For Beijing, the 

one China principle meant that Taiwan was a part of the People’s Republic, while for Taipei, 

it understood “one China to be the Republic of China, which was founded in 1912 and holds 

de jure sovereignty over all of China, but currently has jurisdiction only over Taiwan, 
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Penghu, Kinmen, Matsu”.116 By agreeing to disagree, Wang Daohan, chairman of ARATS and 

his counterpart, Koo Chen-fu, chairman of SEF, were able to hold an historic first meeting in 

Singapore in April 1993.117  

It seemed to Beijing that the Wang-Koo, or ARATS-SEF, meeting was positive because the 

two sides at least agreed on “one China”, leaving the door open for further negotiation.118 

Beijing reaffirmed that it would not seek to change the cross-strait status quo as long as 

Taipei continued to endorse the one China principle.119 

7.2.2 Jiang Zemin's eight-point proposal 

Jiang Zemin became General Secretary of the CCP immediately after the 1989 Tiananmen 

Incident. From 1989 to 1992, the new leadership confronted several challenges posed by a 

changing international environment. As discussed in chapter 3, the G7 countries imposed 

economic sanctions after Tiananmen, isolating China internationally. With the collapse of 

the Soviet Union in 1991, China’s leaders were vigilant of western pressure to reform 

politically, especially from the US.120 Furthermore, in the early 1990s, Taiwan embarked on a 

process of democratisation and calls were made for a separate Taiwanese identity. 

Domestically, Deng’s policy of economic reform and opening-up was under attack from 

Party hardliners.121 

Deng’s 1992 “Southern Tour” set the Party on the direction of continuing economic reform 

and opening-up, reflected in Jiang’s Report to the 14th Party Congress, which stressed that 

its priority was “to grasp the opportunity for economic development, deepened reforms and 
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opening up”.122 With regard to cross-strait relations, he called for “the end of the state of 

hostility in the Taiwan Strait and holding talks on peaceful reunification”.123 In order to 

concentrate on economic development, Beijing was keen to maintain a peaceful 

international environment and take a gradualist approach towards the Taiwan issue.124 Jiang 

Zemin announced a conciliatory policy initiative towards Taiwan, the so-called “Eight-point 

Proposal”, on 30 January 1995.125 The eight points were:  

1) Adhering to the principle of one China is the basis and prerequisite for peaceful 
reunification. China's sovereignty and territorial integrity must never be allowed to 
suffer division;  

2) Beijing did not object to the development of nongovernmental economic and cultural 
ties between Taiwan and other countries, but opposed Taiwan's activities in expanding 
international space aimed at creating "two Chinas" or "one China, one Taiwan”.;  

3) On the premise of the one China principle, the two sides could conduct political 
negotiations on peaceful reunification, including all matters of concern to the Taiwan 
authorities. As a first step, negotiations should be held and an agreement reached on 
officially ending the state of hostility between the two sides under the one-China 
principle. On this basis, the two sides should jointly bear responsibility to maintain 
China's sovereignty and territorial integrity and map out a plan for the future 
development of cross-strait relations. Regarding the modalities and venues of the 
negotiations, a mutually acceptable solution can be worked out through consultations 
on an equal footing. 

4) Beijing would continue to strive for peaceful reunification because Chinese should 
not fight Chinese. Reserving the right to use force would not be directed against 
Taiwanese people but against the foreign forces who intervene in China's reunification 
and scheme for Taiwan’s independence; 

5) The two sides should make a greater effort to develop cross-strait economic 
exchange and cooperation to promote mutual prosperity while maintaining political 
disagreement. Three links should be established as soon as possible;  

6) Both sides should jointly inherit and promote Chinese culture, which constitutes an 
important basis for peaceful reunification; 

7) Beijing will fully respect the Taiwan people’s way of life, and protect their legitimate 
rights and interests. Beijing is willing to exchange opinions with all political parties and 
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personages on the issue with regard to the development of the cross-strait relations 
and peaceful reunification; 

8) the leaders of both sides should pay visits to each other in appropriate capacities. 
The Chinese should handle Chinese affairs on their own and do not need to resort to 
international venues. 126 

These “eight points” aimed at engaging Taiwan in a gradualist approach towards 

reunification. Huang Jing and Li Xiaoting note that they conveyed several conciliatory 

messages.127 First, Beijing regarded relations as between equal parts of one China, which 

departed from the view that relations were between a “central and local government”, as 

devised by Mao and Deng.128 Second, as Professor Niu Jun from Beijing University pointed 

out, Beijing downplayed the importance of using military force and focused on maintaining 

strategic deterrence instead. 129  Third, Beijing did not oppose Taiwan’s pursuit of 

“international space” as long as it was on the basis of the 1992 one-China consensus.  

In the absence of cross-strait political contacts, Beijing promoted economic cooperation 

with a conviction that it would help facilitate political dialogue and lay foundations for 

reunification. The policy was “use business to steer politics and use people to influence the 

government” (yi shang cu zheng, yi min cu guan).130 As Zhao Suisheng pointed out, Beijing 

hoped to “set up its own political constituency on the island” where entrepreneurs and 

investors (Taishang) “had a vested interest to please, to appease, or at least not to offend 

the Beijing government”.131 Deng’s Southern Tour of 1992 and the first Wang-Koo meeting 

of 1993 spurred a second wave of investment in the mainland,132 accounting for 65.6% of all 

Taiwanese FDI.133 In 1992, Taiwanese FDI was 11.4% of total inflows.134 By 1997, it was 
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60%.135 Cross-strait trade also increased. The total volume of bilateral trade was $7.41b in 

1992, nearly doubling to $14.4b in 1993. In 1999, it reached $23.48b, of which Taiwan’s 

exports made up $19.53b or 83% of the total.136 This indicates that China quickly became a 

major market for Taiwan’s exports while Taiwan constituted one of the main sources of FDI 

in China. Nevertheless, despite closer economic cooperation, political relations did not make 

the substantial progress that Beijing expected. 

7.2.3 Moves towards Taiwanese independence 

The 1990s witnessed volatile cross-Strait relations as a result of Taiwan’s democratisation 

and the emergence of a pro-independence movement, starting with the government of 

Taiwan-born Lee Teng-hui. With the election of Chen Shui-bian as President, moves towards 

Taiwanese independence became particularly pronounced. These historical developments 

are discussed in this section. 

7.2.3.1 Lee Teng-Hui and the beginning of the movement towards Taiwanese 

independence 

Gradual democratisation began in the late 1980s after Lee Teng-hui became President in 

1988 following Jiang Jingguo’s death, and the growing influence of the pro-independence 

DPP. 137 Using Taiwan’s booming economy for leverage, Lee embarked upon “pragmatic 

diplomacy” aimed at acquiring greater international recognition of Taiwan as a political 

entity separate from China, through strengthening bilateral relations and securing dual 

recognition for Taipei in international organisations.138 Lee made a private visit to Singapore 

in 1989 as “the President from Taiwan”,139 while Taiwan was admitted, along with China and 

Hong Kong, to APEC under the name “Chinese Taipei” in August 1991.140 In April 1993, Lee 

officially launched the campaign for Taipei’s “return” to the UN under the divided-state 
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formula.141 He also pressed for constitutional amendments to end Taiwan’s long-standing 

sovereignty claim over all of China.142 Economically, the KMT government adopted a “going 

south” (nanxia) policy in 1993, aimed at directing outbound investment away from China 

toward Southeast Asia, but this had limited effect on entrepreneurs eager to benefit from 

the mainland market.143 In 1996, Lee’s government promoted “no haste, be patient” (jieji 

yongren), aimed at slowing down capital flows from Taiwan to the mainland. The policy 

restricted entrepreneurs from investing in infrastructure projects and high-tech sectors, and 

capped investment.144  

The 1992 sale of 150 F-16 fighters to Taiwan was seen by China as a violation of the 1982 

Sino-US Communiqué in which Washington pledged to gradually reduce arms sales. 

Furthermore, it suggested that the US was shifting away from the “one China” policy and 

encouraging the pro-independence movement.145 The Chinese government was frustrated 

with Lee’s new approach to seek a separate national identity. Beijing issued a White Paper 

entitled The Taiwan Question and Reunification of China146 in August 1993, reiterating that 

“there is only one China in the world, Taiwan is an inalienable part of China”, and 

reaffirming the “one country, two systems” policy for peaceful reunification. Lee continued 

with “pragmatic diplomacy”, advancing the pro-independence agenda at every opportunity. 

In April 1994, in an interview with Japanese journalist Shiba Ryotaro, he expressed “the 

sorrow of being Taiwanese” and “Taiwan must be a possession of the Taiwanese 

themselves”, while describing the KMT as an “outside regime” which oppressed the 
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Taiwanese.147 This interview was seen by China as evidence of his separatist intensions,148 

while it strongly opposed Washington’s approval in 1995 of Lee’s visit to Cornell 

University.149 

These tensions finally spilled over into the Third Taiwan Strait Crisis, as discussed in Section 

7.1.4. It did not end in military confrontation, but the exercises demonstrated to “foreign 

interfering forces” and pro-independence groupings that China was serious about 

preventing Taiwanese independence.150  

Following the Crisis, President Clinton reaffirmed the “Three No’s” policy and Washington 

urged the resumption of ARATS-SEF talks under the “one China” principle.151 But cross-Strait 

tensions increased again in 1999 when, in an interview, Lee for the first time publicly 

declared that China’s ties with Taiwan were “a special state-to-state relationship”,152 

violating the terms of the 1992 Consensus.153 Professor Tao Wenzhao, a Chinese expert on 

Sino-US relations, described Lee’s statement as a deliberate attempt to “block” the third 

cross-Strait dialogue154 and prevent his successor from pursuing a more accommodating 

policy.155  

Beijing’s response to Lee’s statement and the tense relationship with Washington156 was a 

second White Paper, The One-China Principle and the Taiwan Issue, in 2000. It stated 

formally that the Chinese government was not obliged to commit itself to “rule out the use 
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of force” if “Taiwan denies the One-China Principle and tries to separate Taiwan from the 

territory of China”.157  

7.2.3.2 Chen Shui-bian’s pursuit of Taiwanese de jure independence  

Chen Shui-bian began to advance Taiwan’s de jure independence after the DPP was elected 

in 2000. His initial stance was conciliatory, affirming a “Five No’s” pledge in his inaugural 

address in March 2000.158 The pledge was that the government would not: 1) declare 

independence; 2) change the national title from "the Republic of China" to "the Republic of 

Taiwan"; 3) include the doctrine of special state-to-state relations in the Constitution; 4) 

hold a referendum on unification or independence; or 5) abolish the National Unification 

Council and the National Unification Guidelines.159 During his time in office, however, Chen 

proceeded to break every one of these pledges. 

First, in a televised address on 3 August 2002 to the annual conference of the World 

Federation of Taiwanese Associations, he characterised cross-Strait relations as “One 

Country on Each Side”, a continuation of Lee’s “special state-to-state relationship”.160 Chen 

also asserted the desire to “sincerely appeal and to encourage to consider the significance 

and urgency of passing a referendum law… to change the status quo”.161 The statement 

clearly departed from the “five no’s” pledge.  

Secondly, he promoted a “name rectification campaign” between 2002 and 2007, aimed at 

taking steps to replace the terms "China”, "Republic of China”, or "Taipei" with "Taiwan" in 

official documents, Taiwan-registered organisations, universities, companies, and public 

enterprises.162  At the same time, Chen continued to advocate Taiwan’s case for UN 
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membership and creation of a Taiwanese passport. 163 The purpose of the campaign was to 

remove any trace of “China” from Taiwan.  

Thirdly, in February 2006 Chen announced that the NUC would “cease to function” and the 

National Unification Guidelines would “cease to apply”, while he pledged not to alter the 

status quo. 164  The Chinese media commented that the agency and guidelines were 

abandoned because they impeded Chen’s “commitment” to an independent Taiwan.165  

Fourthly, he pursued de jure independence through “constitutional re-engineering”, 

including passing a referendum law in 2003 and proposing to hold a referendum in 2006 on 

a new constitution for an “independent Taiwan” which would come into force in 2008.166 

The plans were only abandoned due to strong opposition from Beijing and Washington.  

During two terms as President, Chen’s incremental pursuit of Taiwan’s de jure independence 

and unilateral provocations to change the status quo were seen by Washington as 

detrimental to US national interests. President Bush and other high-level officials pointed 

out consistently that the US opposed Taiwanese independence. In December 2003, Bush 

stated publicly that “we oppose any unilateral decision by either China or Taiwan to change 

the status quo… the leader of Taiwan has indicated that he may be willing to make decisions 

unilaterally to change the status quo, which we oppose”.167 Secretary of State, Colin Powell, 

restated the position at a press conference in September 2004, that “there is no support in 

the United States for an independence movement in Taiwan because that would be 

inconsistent with our obligations and our commitment to our one China policy”.168 In 

response to the plan to abolish the NUC and National Unification Guidelines, the State 

Department asserted that “…our firm policy is that there should be no unilateral change in 
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the status quo, as we have said many times”.169 As Huang Jing pointed out, the statement 

reflected “mounting frustration with and distrust of Chen”.170 

Chen’s push towards independence gained little public support and gave the KMT, which 

opposed the DPP, a chance to advance its political agenda and win the 2008 election. 

According to a survey conducted by the National Chengchi University of Taiwan, in 2006 

about 84% of Taiwanese generally supported maintaining the status quo, while only 5.6% 

were in favour of independence.171 The KMT gained 35.5% of the vote compared with 18.7% 

for the DPP.172 On 26 April, a KMT delegation headed by its Chairman, Lien Chan, embarked 

on an historic visit to China. In his welcoming address, President Hu Jintao hailed the visit as 

“a milestone in the history of CCP-KMT relations as well as cross-strait relations”, and 

expressed the wish that the CCP and the KMT “jointly strive for the prospects of peace, 

stability, and development in cross-strait relations”.173 Echoing Hu’s “wish”, Lien stated that 

the KMT opposed Taiwan independence and other separatist proposals and activities, and 

the two sides should communicate on the basis of the 1992 Consensus.174 The historic 

meeting culminated in a CCP-KMT Joint Communiqué which declared a common vision for 

“promoting peace and development of cross-strait relations”.175 It consisted of five points: 

1) talks should resume on the basis of the 1992 consensus; the two sides 2) should end the 

state of hostility in the Taiwan Strait and reach a peace agreement; 3) promote 

comprehensive economic cooperation and social exchanges such as establishing the three 

links and a cross-strait common market; 4) explore the issue of Taiwan’s international 

participation; and 5) establish a platform for party-to-party exchanges.176  
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In March 2006, Ma Ying-jeou, who replaced Lien Chen as Chairman of KMT, articulated a 

“Five Do’s” proposal for developing cross-strait relations if the KMT returned to power.177 

The KMT would: 1) resume the interrupted talks on the basis of 1992 Consensus; 2) 

negotiate a peace accord; 3) facilitate and accelerate economic and financial exchanges, 

leading eventually to the formation of a common market across the Taiwan Strait; 4) 

negotiate a modus vivendi regarding Taiwan's participation in international activities based 

on pragmatism; and 5) accelerate change in the cultural and educational areas.178 He 

stressed that “Taiwan should become a peacemaker, not a troublemaker”.179  

Table 7-1 China’s foreign trade with Taiwan in $ billions (2000-2008) 

Year Total Trade Export Import Surplus/deficit 

2000 30.53 5.04 25.49 -20.45 

2001 32.34 5.00 27.34 -22.34 

2002 44.67 6.59 38.08 -31.49 

2003 58.36 9.00 49.36 -40.36 

2004 78.32 13.35 64.78 -51.23 

2005 91.23 16.55 74.68 -58.13 

2006 107.84 20.74 87.11 -66.37 

2007 124.48 23.46 101.02 -77.56 

2008 129.22 25.88 103.34 -77.46 

Source: statistics from Taiwan Affairs Office of the State Council, 
http://www.gwytb.gov.cn/lajm/lajm/201101/t20110121_1718251.htm. 

 

Economic relations across the strait continued to boom. Table 7-1 shows that bilateral trade 

experienced a four-fold increase during Chen Shui-bian’s Presidency, from $30b in 2000 to 

$129b in 2008. Most strikingly, Taiwan enjoyed a growing trade surplus, which in large 

measure offset Taiwan’s trade deficit with other economies. As Ma Ying-jeou noted: “had 

Taiwan not traded with the mainland, Taiwan’s total foreign trade would have had a huge 
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deficit in 2005”.180 Taiwan’s actual FDI to China totalled $47.58b over 1989-2008, with more 

than 77,000 Taiwanese companies investing in the mainland.181 During 2000-2008, Taiwan’s 

investment was $23.7b,182 accounting for nearly 50% of cumulative FDI from 1989. This 

investment surge was attributed to Taiwan’s IT companies relocating their manufacturing to 

maintain competitiveness in the late 1990s.183 By doing so, Taiwanese companies and 

mainland manufacturers were linked into a global supply chain.184 Taking the personal 

computer industry as an example, US firms provided the brands, such as Dell and Compaq, 

sophisticated technology and components, and market services, while Taiwanese 

companies carried out manufacturing and assembly in China for export.185  

7.2.4 China’s policy toward Taiwan under Hu Jintao’s leadership  

In a report delivered to the Sixteenth Party Congress on 8 November 2002, Jiang Zemin 

stressed that China should seize the “strategic opportunity” of the first two decades of the 

twenty-first century to continue concentrating on the central task of economic development 

and integration into the global economy.186 In a speech at the Bo’ao Forum on 3 November 

2003, Zheng Bijian, Chairman of the China Forum, argued that China would strive for a 

peaceful international environment to develop its economy and safeguard world peace.187 

This new national strategy was described as China’s “peaceful rise”, later re-named 

“peaceful development”.188  
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However, Chen Shui-bian’s provocations after 2003 posed a challenge to Beijing’s “peaceful 

development” strategy. Professor Huang Jiashu, an expert on cross-strait relations at 

Renmin University, argued that Hu felt a sense of pressing urgency and danger stemming 

from Taiwan’s independence movement, 189  while Chen’s referendum campaign was 

criticised as a "provocative" act.190 In response, the National People’s Congress adopted the 

Anti-Secession Law in March 2005. Hu Jintao put forward the “Four-point guidelines on 

cross-Straits relations”: 1) never waver in adhering to the one-China principle; 2) never give 

up efforts to seek peaceful reunification; 3) never stop placing hope in the Taiwan people; 

and 4) never make compromises in opposing the separatist activities aimed at Taiwanese 

independence.191 

The Anti-Secession Law reaffirmed that China would resort to non-peaceful means in the 

event that Taiwan declared unilateral independence (Article 8). However, it should be noted 

that the Law also specified measures China should take to maintain peace and stability in 

the Taiwan Strait (Article 6) and achieve peaceful reunification (Article 7).192 

The four-point proposal and Anti-Secession Law indicated a shift towards a more pragmatic 

position on cross-strait relations. As Huang Jiashu pointed out, Jiang Zemin regarded 

preventing independence and reunification as two integrated parts of China’s Taiwan policy, 

while Hu Jintao pursued the two objectives separately.193 According to senior officials at the 
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Taiwan Affairs Office, the goal of achieving reunification was not mentioned in the anti-

secession law because it was considered a separate and long-term task.194 The policy shift 

meant, as Huang and Li identified, that Hu Jintao’s “pro-status quo” approach had become 

the anchor for China’s Taiwan policy,195 reflecting Beijing’s “new thinking” on improving 

cross-strait relations.196 First, the status quo had remained unchanged since 1949, which 

was not only Beijing’s position, but was also found in Taiwanese regulations and documents. 

Second, Hu affirmed that “Beijing was willing to hold talks with any individuals or any 

political parties in Taiwan as long as they recognise the one-China principle and 1992 

consensus”. Third, the four-point guidelines declared that marketing Taiwan’s agricultural 

products on the mainland was in the fundamental interest of Taiwan’s farmers, and 

therefore had to be addressed in a “down-to-earth manner”.197 

The shift in China’s Taiwan policy partly reflected a calculation that the US also had a stake 

in preventing Taiwanese independence, which posed a strategic problem for the US, as 

discussed in Section 7.1.4. Any unilateral declaration of independence threatened to drag 

the US and China into an armed conflict that neither side wanted nor could afford. This gave 

Beijing some leverage since, as Hu Jintao emphasised to President Bush in April 2006, “China 

and the US share common strategic interests in opposing and curbing Taiwanese 

independence and maintaining peace and stability in the Taiwan Strait”.198  

China continued to promote cross-strait economic cooperation and social exchange. In April 

2006, one year after Lien Chan’s historic trip to the mainland, the First CCP-KMT Economic 

and Trade Forum opened in Beijing. On 15 May, Chen Yunlin, Chairman of ARATS, 

announced 15 policies to promote cross-strait social and economic relations, including 

exempting Taiwan’s agricultural and fishery products from import taxes and customs 

inspections, and strengthening cooperation in health care, education, tourism.199 At the 
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Second CCP-KMT Economic and Trade Forum in April 2007, China announced another 

package of 13 preferential policies towards Taiwan, which opened further not only the 

mainland’s huge market to agricultural products, but also the job market to Taiwanese 

professionals.200 In his Report to the Seventeenth Party Congress in 2007, Hu Jintao 

reiterated China’s commitment to “build up the peaceful and stable development of Cross-

Strait relations” through social economic integration.201 The preferential policies were part 

of a strategy to win over the hearts and minds of the Taiwanese people, deepening 

dependence on China and gradually paving the way for reunification.  

7.2.5 Cross-strait relations under Ma Ying-jeou’s leadership  

In May 2008, Ma Ying-jeou was elected Taiwan’s President. From Beijing’s perspective, the 

KMT’s return to power was a positive change in favour of stable and peaceful development 

of cross-strait relations.202 The new Chairman of the KMT, Wu Poh-hsiung, met with Hu 

Jintao in Beijing in May 2008, the highest-level encounter between the two sides since 1949. 

Hu proposed a sixteen-character principle for cross-strait cooperation: “building up mutual 

trust, shelving controversies, seeking common views despite differences, and creating 

together a win-win solution” (jianlihuxin, gezhizhengyi, qiutongcunyi, gongchuang 

shuangying).203 In June 2008, one month after Ma’s inauguration, official talks re-opened. 

Chen Yunlin (ARATS Chairman) and Chiang Pin-kun (SEF Chairman) signed four agreements 

on charter flights, shipping transportation, mail delivery and food safety, resulting in the 

establishment of the “three links”.204 Taiwan relaxed the limits on investment in the 

mainland and began to allow mainland investment on the island.205 In June 2010, the two 
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sides signed an Economic Cooperation Framework Agreement.206 Bilateral trade reached a 

new high of $145.37b in 2010, with Taiwan’s trade surplus at $86b.207 Taiwan’s trade 

dependency on the mainland, which was 20.0%,, while its export dependency was 28.4%,208 

in 2005 increased to nearly 30% and 40% respectively in 2009.209  

However, Ma’s leadership also posed challenges for China. First, Ma pledged a “three no’s” 

policy of no reunification, no independence and no use of force when inaugurated.210 

Although the KMT recognised the “1992 Consensus” it maintained the difference over what 

“one-China” meant. In Ma’s view, Taiwanese identity did not equal independence.211 It was 

defined instead by a democratic political system which was the precondition for 

reunification.212  As a Chinese scholar pointed out, Ma’s objective was to strengthen 

Taiwan’s economy and negotiate its international space by improving cross-strait relations, 

213 which was incompatible with Beijing’s objective that closer social-economic cooperation 

would lead eventually to reunification. Second, Ma’s mainland policy needed to strike a 

balance between Washington and Beijing. As discussed in section 7.1.4, it deteriorated 

during Chen Shui-bian’s Presidency as a result of the pursuit of de jure independence. 

Though Ma improved relations with Beijing, he also reinforced the security alliance with 

Washington.214  
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Cross-strait rapprochement caused concern in Washington. For some US observers, the KMT 

“could reach an accommodation with Beijing that may complicate US regional interests”.215 

For other analysts, improvements in cross-strait relations were a positive sign that the KMT 

was stabilising the status quo.216 Beijing and Taipei had to take US interests into serious 

consideration over cross-strait relations.  

7.2.6 Taiwan issue-China’s core national interests 

The Taiwan issue was highly emotive for China, as well as of great strategic importance. It 

was regarded as the last remaining element of the “century of humiliation”.217  The 

significance of the question of Taiwan’s sovereignty has to be understood in the broader 

regional context of China’s rise in East Asia. 

The prospect of Taiwanese independence was threatening for several reasons. From the 

geo-strategic point of view, Taiwan was crucial to China’s national security and economic 

viability. According to Luo Yuan, a professor from the Military Academy of the PLA, a 

separate Taiwan presented a constant threat to China's southeast coastal areas, 

compromising China’s naval capacity to defend the Xisha and Nansha Islands. 218 

Furthermore, Taiwan was a key element of the “first island chain”219, blocking China’s navy 

from projecting a permanent blue-water presence and expanding “strategic depth”.220 

Greater reliance on maritime transport for exports and to supply raw materials, energy and 

commodities meant that a separate Taiwan constrained the navy’s ability to defend the sea-

lanes of communication (SLOC). 221 China risked losing face if it was unable to prevent 
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Taiwan from becoming independent, which would be seen very negatively as confirmation 

that was not rising but suffering ongoing humiliation instead.222 

China’s position on Taiwan has always had to account for the US treating it as an important 

part of its sphere of influence. China had no desire for conflict with the US. A loss would 

mean further humiliation. Furthermore, a war in the Strait would centre on China’s east 

coast, where the main export manufacturing industries are located.223 

Equally importantly, from a political perspective, maintaining regional peace was 

indispensible for facilitating economic growth. “Good-neighbourly” relations with ASEAN 

and South Korea improved greatly. China could not afford to be seen as an aggressor in East 

Asia, or sacrifice the gains made from involvement in East Asian regionalism.  

In the 21st century, Cold War ideological rivalries disappeared and Beijing came to see the 

US as one of its most important bilateral relationships, adjusting its foreign policy 

accordingly when the circumstances required in order to avoid confrontation over Taiwan. 

While China sought good relations with the US primarily for strategic reasons, it also 

required access to US capital, technology and markets. China came, reluctantly, to accept 

the status quo over Taiwan. By discouraging independence, conflict was avoided and, 

through closer economic ties, China hoped for closer political union eventually.  

7.3 Conclusion  

As a legacy of the Cold War, the Taiwan issue was entangled in relations among the great 

powers in East Asia. China’s predicament was that it saw Taiwan as an inalienable part of its 

territory, yet Taiwan was also part of the US’s self-assigned sphere of strategic interest. The 

US dilemma was that it had a strategic interest in a separate Taiwan, yet its aspirations to 

defend that interest were compromised by growing economic reliance on China.  

                                                                                                                                                                                     
http://cross-straits.com/plzhx/zhjzhl/zhjft/200708/t20070801_395496.htm. Accessed 23/01/2010;  
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Publishing House, 2004. 
222
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Much was at stake as the Taiwan issue could have led the US and China into armed conflict. 

Both sides attempted to manage the situation by simultaneously exerting pressure to 

protect their respective interests while also providing each other with reassurances of non-

violence. The US through the policy of strategic ambiguity attempted to obfuscate its 

intended actions in the case of a cross-strait conflict, a tactic that resulted in weapons sales 

while remaining equivocal publicly about whether or not it was obliged to defend Taiwan. 

For its part, China attempted to maintain policy flexibility by reserving the right to use force, 

while averring in dealings with Taiwan that all options were on the table provided it 

supported the one-China principle. The result of this mutual accommodation was a 

continuation of Taiwan’s status. 

Growing economic interdependence explained in part why China and the US had a 

significant stake in not risking conflict. Furthermore, China’s emphasis on the importance of 

a stable regional environment and good-neighbourly relations served to effectively 

constrain it from acting too forcefully on Taiwan. Constraints on behaviour are an apparent 

vindication of the liberal view224 that economic interdependence results in solutions other 

than war for the resolution of differences. From this perspective, China’s rise was not an 

unmitigated boon that allowed it to dictate terms to the region as it pleased. Instead, it had 

to manage a difficult situation with regard to Taiwan, which became even more challenging 

after 2009 with the US declaration of renewed interest in China’s territorial disputes in the 

South China Sea. These disputes are the subject of the next chapter. 

Taiwan remained a source of tension. Whether the issue spun out of control depended on 

how China and the US managed relations. Despite Beijing’s acceptance of Taipei’s 

interpretation of the “one China” principle, Beijing and Washington’s shared “common 

strategic interests” in preserving the cross-strait status quo, and Beijing’s preference for 

deterring independence rather than “pushing for reunification”, Taiwan was an “inseparable 

separation”, in the words of Huang and Li. Taiwan was destabilising, if not quite “the biggest 

landmine” in Sino-US relations, as Richard Armitage called it. 
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 For example: Brzezinski, Zbigniew, and John J Mearsheimer. "Clash of the Titans." Foreign Policy 146, no. 1 
(2005), pp. 46-49; Ross, Robert S. "The Geography of the Peace: East Asia in the Twenty-First Century." 
International Security 23, no. 4 (1999), pp. 81-118. 
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Taiwan was central to East Asia where growing regional ties meant that previously localised 

security disputes were of significance for the entire region. If a liberal perspective is helpful 

in understanding China-Taiwan relations, then it may be the case that East Asian economic 

integration, including Taiwan, reduced cross-Strait tensions. Even so, East Asian regionalism 

had to deal more intensively with Taiwan, due to its importance to China’s views on 

territorial integrity, as well as its status as a major economic player in East Asia. 
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8 China’s South China Sea dilemma: striking a balance between 

sovereignty, development and security  

The South China Sea1 was a major source of tension and instability in East Asia because of 

the complexity of territorial disputes involving China, Taiwan and five ASEAN states. Though 

seen by China as its indisputable territory, resting on historical claims of discovery and 

occupation, competing claims emerged during the 1970s, after prospects for petroleum 

exploration emerged. The claims intensified when the United Nations Convention on the 

Law of the Sea (UNCLOS) was ratified in 1982 as the standard for demarcating offshore 

jurisdictional limits for resource exploitation. For China, the area was not only an issue of 

territorial integrity, but also of increasing strategic importance with little or no room for 

compromise among claimants and, on occasion, armed confrontation. Bilateral tensions 

resulted in stalemates which were managed increasingly by ASEAN’s regional mechanisms 

and the “ASEAN Way”: i.e. through negotiation and non-binding declarations that identified 

consensus. This process largely suited China’s preference for non-coercive regional 

engagement, and kept tensions short of conflict. 

This chapter argues that China’s increased influence in East Asia created new challenges. 

While claiming sovereignty, access to its vast energy resources and the integrity of the SLOC, 

it also required constructive relations with ASEAN. As was the case with Taiwan, China’s rise 

constrained its behaviour in East Asia.  

I argue that, after the election of the Obama Administration, the US used the South China 

Sea dispute to revive its strategic presence in East Asia and check China’s growing influence. 

The prospect of increased rivalry Sino-US rivalry was a driving force in regional affairs. For 

ASEAN the crucial test was not just how China behaved but whether the US treated the 

“ASEAN Way” with respect when intervening in the South China Sea. 

                                                           
1
 The South China Sea covers an area of 800,000 square kilometers and contains four major archipelagos: the 

Pratas, Macclesfield Bank, the Paracels, and the Spratlys (in Chinese, their names are respectively Beisha, 
Zhongsha, Xisha, and Nansha). 
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Section 8.1 describes how contending claims over islands in the South China Sea arose and 

developed after the 1970s. Section 8.2 examines how China’s view of sovereignty impacted 

on relations with ASEAN, while Section 8.3 considers the changing role played by the US.  

8.1 The South China Sea disputes: genesis and overlapping claims  

The South China Sea, driven by overlapping sovereignty claims to the Spratly (Nansha) 

Islands, was one of the most contentious issues in East Asia. Six claimants staked 

sovereignty claims either on the basis of historical evidence of discovery and occupation or 

by resting on the extension of sovereign jurisdiction under various interpretations of the 

provisions of UNCLOS.2 Some scholars identified five sensitive areas of dispute.3 This chapter 

focuses on the Spratlys.  

8.1.1 The emergence of the Spratlys dispute 

China regarded the South China Sea islands as its territory over many centuries, resting on 

historical records and maps of discovery and occupation dating back to the Han Dynasty 

(206 BC - 220 AD) when the “silk sea route” was used for regional and international trade.4 

The first map of South China Sea island groups was produced by Zhao Rushi during the Song 

Dynasty (13th century). Further evidence, according to the Chinese government, is found in 

the map of Zheng He’s voyages during the Ming Dynasty (15th century),5 and a series of 
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For the contents of United Nations Convention on the Law of the Sea (UNCLOS), see  

http://www.un.org/Depts/los/convention_agreements/texts/unclos/unclos_e.pdf. Accessed 01/10/2010. 
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maps of Chinese territory published during the Qing Dynasty.6 Assertions of sovereignty 

were supported by evidence of Chinese fishing activities, exploration and management of 

the islands.7 In addition, China’s claims were recognised in international declarations and 

treaties after World War II, in which Japan relinquished all rights, titles and claims to Taiwan 

(Formosa) and Penghu (the Pescadores), as well as the Xisha (Paracel) and Nansha Islands.8  

Figure 8-1. Map of the South China Sea, showing the area claimed by China as its 
territorial waters  

 
Source: http://www.china-briefing.com/news/2011/05/31/chinas-territorial-disputes-in-the-south-
china-sea-and-east-china-sea.html. 

China declared sovereignty over the Paracels and Spratlys in 1949, before the San Francisco 

Treaty and Peace Treaty with Japan in 1951.9 In August 1951, Zhou Enlai stated that:  

The inviolable sovereignty of the People’s Republic of China over Spratly Island 
and the Paracel Archipelago will by no means be impaired, irrespective of 

                                                           
6
Wu, Shicun. The Genesis of Nansha Islands Dispute and Its Development, pp. 16-17. 

7
 Ibid., pp. 19-23. 

8
See "Cairo Declaration." (December 1, 1943), 

 http://www.ndl.go.jp/constitution/e/shiryo/01/002_46/002_46tx.html; "Potsdam Declaration." (July 26, 
1945), http://www.ndl.go.jp/constitution/e/etc/c06.html. 
9
Ibid. Neither the Republic of China nor Taiwan was invited to the San Francisco Peace Conference, and neither 

were parties to the San Francisco Treaty. Article 2 (f) stated: “Japan renounces all right, title and claim to the 
Spratly Islands and to the Paracel Islands.” The undecided future gave birth to controversies over the 
ownership of the Spratlys. See "San Francisco Treaty (Treaty of Peace with Japan)." (September 8, 1951), 
http://www.taiwandocuments.org/sanfrancisco01.htm. Accessed 01/08/2010.  
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whether the American-British draft for a peace treaty with Japan should make any 
stipulation and of the nature of any such stipulation.10  

Nonetheless, the legal and political vacuum left by the San Francisco Conference sowed the 

seeds for subsequent territorial disputes. Until the mid-1960s, claims to the South China Sea 

Islands were limited. Only the US-backed South Vietnam government contested sovereignty 

over the Spratlys.11 In the 1950s, private Philippine groups asserted ownership over parts of 

the Spratlys known as the “Kingdom of Humanity” and Cloma’s “discovery”,12 though the 

Philippine government did not lodge any official claim.13  

Contest over the Spratlys was complicated further by the emergence of the Philippines, 

Malaysia and Brunei as new claimants in the 1970s,14 while China, Taiwan and Vietnam 

contested each other’s claims over the Paracels.15 China, Taiwan and Vietnam claimed all 

the Spratlys, while the Philippines, Malaysia and Brunei claimed a portion. 

8.1.2 Strategic significance of the South China Sea  

The strategic importance of the South China Sea for littoral states derived from fishing16 and 

potential oil and gas resources. In 1968, it was reported by the Committee for Coordination 

of Joint Prospecting for Mineral Resources in the Asia Off-shore Area, under the United 

Nations Economic Commission for Asia and the Far East, that the Spratlys contained large 

deposits of oil and gas.17 The release of this report18 coincided with the beginning of 

exploration.19 Competition intensified because of the two oil crises in the 1970s/80s, with 
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 Quoted in Catley, Bob, and Makmur Keliat. Spratlys: The Dispute in the South China Sea. Aldershot: Ashgate, 
1997, p. 26. 
11

 For the details of how Vietnam contested China’s claim over the South China Sea see Ibid., pp. 33-34; and 
also see Valero, Gerardo M. C. "Spratly Archipelago Dispute: Is the Question of Sovereignty Still Relevant?" 
Marine Policy 18, no. 4 (1994), pp. 320-25. 
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Bob and Makmur Keliat. Spratlys: The Dispute in the South China Sea, p. 28. 
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 Wu, Shicun. The Genesis of Nansha Islands Dispute and Its Development, p. 2. 
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 Storey, Ian J. "Maritime Security in Southeast Asia: Two Cheers for Regional Cooperation." Southeast Asian 
Affairs (2009), pp. 36-58. 
15

 Ibid., p. 46. 
16

 Catley, Bob and Makmur Keliat. Spratlys: The Dispute in the South China Sea, pp. 44-59. 
17

 Ibid. 
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 the Committee for Co-ordination of Joint Prospecting for Mineral Resources in Asian Offshore Areas (CCOP) 
Technical Bulletin, 1969(2) quoted in Wu, Shicun. The Genesis of Nansha Islands Dispute and Its Development, 
p. 13. 
19

 Ibid., p. 6. 
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the continental shelves of Southeast Asia considered “frontiers for development in the 

future”.20 For these reasons, Christopher Joyner argued, sovereignty claims dragged rival 

states into a tangled nexus of regional conflict and rivalry. 21 

The South China Sea was strategically important because it linked the Pacific and Indian 

Oceans, through choke-points of the Taiwan Strait in Northeast Asia and the Strait of 

Malacca in Southeast Asia. The South China Sea was crucial historically for Northeast Asian 

seaborne trade with the rest of world. More than a quarter of global trade traversed these 

SLOCs, including 70% of Japan’s energy needs and 65% of China’s.22 Freedom of navigation 

and maritime security constituted critical issues not only for the littoral states 23 but also for 

non-claimants, notably the US and Japan.24 The US was seldom absent, though, as discussed 

in Section 8.3, this depended on its strategic priorities at the time.  

8.1.3 The overlapping claims over Spratlys  

8.1.3.1 The role of international law 

Maritime and seabed jurisdiction claims were governed by UNCLOS,25 under which the state 

holding valid legal title to sovereignty over an island was permitted to establish a twelve-

mile territorial sea and a 200-mile EEZ. An archipelagic state had the right to draw a straight 

baseline between the outermost islands and acquired exclusive rights to explore and exploit 

living and non-living resources within the area enclosed by that baseline. Provisions relating 

to the “twelve-mile territorial sea”, “200-mile EEZ” and “continental shelf” 26 created 

complex, overlapping claims to sovereignty over the Spratlys. An exhaustive analysis of each 
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 Chia, Lin Sien, and Colin MacAndrews, eds. Southeast Asian Seas: Frontiers for Development. Singapore: 
McGraw-Hill International, 1981, pp. 3-19. 
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 Schofield, Clive, and Ian James Storey. "Energy Security and Southeast Asia: The Impact on Maritime 
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 Ibid. 
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claim from a legal perspective is beyond the scope of this thesis. Suffice it to note that 

UNCLOS provided legal grounds for a number of sovereignty claims.  

8.1.3.2 The overlapping claims  

Vietnam had long claimed sovereignty over the entire Spratly archipelago and a portion of 

the Paracels, based on historical contact with the islands during the 16th-19th century 

Nguyen dynasty.27 Claims by the South Vietnamese government in Saigon resulted in 

military clashes and China taking control of the Paracels in 1974,28 which Hanoi contested 

after Vietnam was reunited in 1975. Maps and supporting “historical evidence” were 

presented in two White Papers in 1979 and 1982,29 while in 1980 China questioned their 

authenticity in a document attempting to refute Vietnam’s claim.30  

Encouraged by ongoing UNCLOS negotiations, Vietnam declared a 200 nautical mile EEZ in 

1977, including the Paracels and Spratlys in its territorial waters,31 occupying at least 29 

islands, islets and atolls which resulted in a series of confrontations during the 1980s that 

culminated in a violent clash in 1988.32 Though tensions eased after Sino-Vietnam relations 

were normalised in 1991, Vietnam granted multinational oil companies from the US and 

Japan concessions or licensing projects within the claimed area, along with accelerating the 

exploitation of fishing resources.33 

The Philippines’ official claim to sovereignty over the Spratly Islands, referred to as 

Kalayaan, was made in 1971 on the basis of Cloma’s “discovery” of uninhabited islands in 

1947.34 The claim was in response to an unarmed Philippine naval vessel being fired on by 

Taiwanese forces stationed on Itu Aba Island (Taiping in Chinese), which had been occupied 
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since 1956.35 The Philippine government protested the incident, annexed Kalayaan and 

issued a Presidential Decree in 1978 declaring “a 200-mile EEZ” and other rights.36 Nine 

islands and islets were occupied where military bases were constructed and troops 

stationed.37 

Malaysia’s claim was made in 1979 with the publication of a map extending the continental 

shelf into Malaysian territory. The claim was based mainly on provisions regarding 

continental shelves under UNCLOS.38 According to Buszynski and Sazlan, Malaysia was 

prompted by Vietnam’s occupation of the Spratlys and the Philippine declaration of 

sovereignty of 1978. 39  Malaysia occupied at least five islands, deployed troops and 

established military infrastructure.40 Brunei was the only state without a military presence, 

though it established an EEZ of 200 nautical miles that extended to the south of the Spratlys 

and included Louisa Reef. Brunei explored for and exploited petroleum and gas resources, 

which accounted for 90% of exports from the Spratly islands.41  

As a result, the South China Seas were the source of diplomatic tension and the occasional 

military clash, such as the Sino-Vietnamese confrontations of the 1970-80s and Sino-

Philippine conflict over Mischief Reef in the 1990s, for which China was criticised for 

“creeping assertiveness” by ASEAN and other non-claimants.42 For China, reclaiming “lost 

territories” was nothing less than the long overdue recovery of sovereignty. Its perception 

of, and policy towards, the Spratlys dispute is explored in the next section.  
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8.2 China’s South China Sea policy and its impact on Sino-ASEAN relations 

As the largest and most powerful disputant in the South China Sea, China’s sovereignty 

claims reinforced its image as a “threat”, inclined previously towards exporting revolution 

during the Cold War, and willing subsequently to take tough action over disputed territory 

to protect its expanding economic and security interests in East Asia. Military confrontations 

between China and Vietnam and the Philippines were viewed by the latter as a sign that 

China was gradually establishing a greater physical presence in the South China Sea.43 From 

China’s perspective, the Spratlys were Chinese territory since ancient times, which had been 

lost during the “century of humiliation”. Beijing presented its assertiveness as long overdue 

and legitimate action to protect China’s territorial integrity.44  

This section focuses on China’s Spratlys policy in the context of Sino-ASEAN relations and 

changing strategic priorities. During the 1970/80s, superpower rivalry was much more 

important in China’s foreign policy than territorial disputes in the South China Sea. After the 

end of the Cold War, China’s Spratlys policy underwent significant adjustments prompted by 

changing internal and external environments. Economic development required a stable and 

amicable regional environment in which Sino-ASEAN relations were an important part of 

China’s good-neighbourly policy, yet territorial disputes strained bilateral relations. China’s 

strident reassertion of sovereignty in 1992 caused concern in ASEAN, requiring China to 

balance relations without backing down on its territorial claims. One of the pillars of this 

approach was the notion of “joint development” of disputed territories. These points are 

considered below. 
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8.2.1  China’s view of territorial sovereignty over the Spratly Islands  

For Chinese scholars, there was sufficient historical evidence to justify China’s centuries-

long title claims over the South China Sea.45 Bearing the name of South China Sea was 

indicative, it was claimed, of China’s historical influence in the region, which “fosters the 

image of the region being a ‘Chinese lake’”, as Christopher Joyner put it.46 The Chinese view 

of the Spratly Islands was compounded by sensitivity over the loss of territories during the 

“century of humiliation”, serving as a constant reminder that China was the victim of 

Western imperialism and expansionism.47 Chen Jie noted that the Spratlys as “part of the 

motherland’s territory” was embedded in China’s national psyche.48 In Chinese eyes, as he 

explained, the nature of the dispute was clear: China was not joining a competition for 

claiming territory in the South China Sea, but reclaiming rights over territory occupied by 

adversaries that took advantage of China’s weakness and internal turmoil, preoccupations 

with Cold War superpower threats and incapacity to project naval power.49 The conclusion 

was that as China grows stronger, its “lost territory” will not be “carved up” again.  

Though territorial integrity was regarded as inviolable and non-negotiable, China’s “Spratlys 

policy” was not based solely on this principle. The policy was the subject of different 

strategic objectives at different times.  

8.2.2 China’s reassertion of its rights over the South China Sea in the era of economic 

rise 

In the 1950s and 1960s, territorial claims over the South China Sea were limited and China 

kept a low profile. Tensions in the 1970s coincided with a series of changes in the 

international environment, which saw China align with the US to counterbalance the Soviet 

threat after the Sino-Soviet split in the late 1960s. China’s policy on the Spratlys was subject 
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to the strategic objective of forming an anti-Soviet united front in the 1970s and early 

1980s. Sino-Vietnamese clashes caused by the dispute, in 1974 and again in 1978, were 

China’s attempt to “teach Vietnam a lesson” in response to Soviet support.50 By way of 

contrast, China took a fairly conciliatory attitude to Malaysia and the Philippines when they 

occupied islands and reefs and engaged in economic exploration.51 

In the mid-1980s, China began to pay greater attention to matters of regional security as a 

result of the shift in China’s strategic objectives from pursuing the struggle between the 

great powers to concentrating on economic reform and modernisation. It reassessed the 

strategic importance of the South China Sea and the crucial value of marine resources.52  

The Spratlys was not a significant issue in China’s foreign policy until the late 1980s when 

the coastal development strategy was introduced,53 requiring that the eastern coastal 

region have secure seaborne routes for expanding foreign trade and access to natural 

resources.54  

China became a net oil importer in 1993, to the point where in 2011 China was the second 

largest oil consumer after the US.55 In 2005, China’s net oil imports were 0.119 billion tons, 

increasing to 0.204b tons in 2009, accounting for 52% percent of consumption.56 The high 

demand prompted an expansion of energy supplies at home and abroad. 57  Chinese 

observers described the natural resource potential in the South China Sea as a “second 
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Persian Gulf”.58 The Chinese Ministry of Land and Resources estimated that reserves could 

be 23 to 30b tons, or one third of China’s known reserves.59  

The South China Sea was also an important shipping route for energy, with up to about 80% 

of crude oil60 and 60% of trade coming through the Straits of Malacca,61 which were as 

important for Northeast Asia, with South Korea, Japan and Taiwan dependent on 80% of 

crude oil imports,62 as the South China Sea was for China and Southeast Asia’s energy 

security.63 

The strategic significance of the South China Sea required a stronger Chinese naval presence 

in its “blue water territory” to face contestation and occupation by other claimants.64 A 

long-held Chinese view was that tensions were the result of US interference while Chinese 

naval power was weak.65 Modernisation of China’s naval power accelerated during the early 

1990s.66 

Considerations over the crucial strategic value of the South China Sea led to a significant 

shift in policy in the early 1990s towards a pointed re-assertion of China’s claims, 

manifested in the passing of the Territorial Law of the Sea and Contiguous Zone by the 

National People’s Congress in 1992. Article 2 stated that:  
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The land territory of the People’s Republic of China includes from the mainland 
of the PRC and its coastal islands, Taiwan and all islands appertaining thereto 
including the Diaoyu Islands, the Penghu Islands, the Dongsha Islands, Zhongsha 
Islands and Nansha Islands as well as other islands belonging to the PRC.67 

China’s re-assertion of sovereignty, four decades after Zhou Enlai’s 1951 statement, was 

viewed with alarm by ASEAN and presented a major challenge in Sino-ASEAN relations. 

China’s attempts to assuage ASEAN’s concerns are discussed in the next section. 

8.2.3 Balancing China’s strategic interests against international relations with ASEAN 

In response to the new Chinese law, ASEAN issued a Declaration on the South China Sea (the 

Manila Declaration) in 1992, which called for “all parties concerned to exercise restraint” 

and resolve disputes through peaceful means. Its intention was to speak “with one voice” 

on the South China Sea.68 From China’s point of view, the Declaration was an attempt to 

“internationalise” the disputes.69 

The Mischief Reef (Meiji Jiao) incident in 1995 disrupted Sino-ASEAN relations, and Sino-

Philippine relations in particular.70 The Philippines, which argued that the Reef was within its 

200-mile EEZ, discovered the presence of Chinese troops. The incident sparked diplomatic 

tensions and a number of minor military confrontations,71 compounded by the Scarborough 

Shoal (Huangyan Jiao) incident in 1997. Two vessels carrying Chinese and foreign amateur 

radio enthusiasts, who planned to make a broadcast from the Shoal, were intercepted by 

the Philippine Navy.72 The attempted landing was viewed by the Philippines, and ASEAN as a 

whole, as a manifestation of China’s assertiveness.73 President Ramos remarked that the 

Spratlys was “a litmus test of whether China as a great power intends to play by 
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international rules, or makes its own”. 74 The Philippines denied China’s territorial claims, 

sending a group of Congressmen to the shoal and erecting the Philippine flag.75 

China faced a dilemma in deciding on the best policy option. It needed to balance nurturing 

friendly Sino-ASEAN relations with maintaining national sovereignty, 76  yet territorial 

disputes with some ASEAN members, in particular Vietnam and the Philippines, undermined 

Sino-ASEAN relations more generally.77 

China tried to show restraint. “Provocations”, as perceived by ASEAN, were nothing more, in 

China’s view, than actions to protect territory contested by others.78 Though its stand was 

non-negotiable, joining the ARF demonstrated a willingness to commit itself to regional 

stability,79 and indeed it was encouraged as a means of constraining China to be a 

responsible regional power, as considered in Section 4.2.80 When the Spratlys dispute was 

brought up for discussion at the ARF in 1995, Foreign Minister Qian Qichen stated publicly 

that China was willing to resolve territorial disputes with other claimants on the basis of the 

UNCLOS.81  

Vietnam’s admission to ASEAN in 1995 strengthened its collective bargaining power. 

Vietnam endorsed the 1992 Manila Declaration and acceded to the TAC. Membership, for 

China, was a case of “two sides of the same coin”. It helped to de-escalate the dispute, but 

transformed it into a multilateral issue at the ASEAN-China level, when China would have 

preferred to handle it bilaterally. Ang argued that “Vietnam’s best and perhaps only solution 
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in order to pre-empt a fait accompli in the Spratlys [was] to depend on ASEAN support and 

to ‘internationalise’ the issue as much as it possibly *could+”.82 Multilateral talks involving 

Vietnam and the Philippines were conducted after the 1995 Mischief Reef incident,83 

culminating in the Sino-ASEAN Declaration on the Conduct of Parties in the South China Sea 

(DOC) in 2002. 84 It stressed the need for peaceful resolution of territorial disputes. Though 

the code of conduct was not a legally binding document but rather a political statement, it 

was a compromise made by China for the sake of seeking “common ground” with ASEAN 

despite its preference for bilateral negotiations.85 The non-binding nature of the DOC was in 

keeping with the “ASEAN Way” of international consultation and identifying points of 

agreement and consensus. A Joint Working Group made up of senior officials was set up in 

2004, designed to help translate the DOC into concrete cooperative activities.86 The DOC 

was signed in the context of a number of other agreements that drew ASEAN and China 

closer together. It was soon followed by China’s accession to the TAC in 2003, a hugely 

significant step in creating friendlier political ties, as discussed in Section 4.4.3, and the 

signing of the “Joint Declaration of Sino-ASEAN on Strategic Partnership, Peace and 

Prosperity”.87  

8.2.4 Shelving territorial disputes in favour of joint development  

As an alternative to seeking a final resolution to the disputes, something which was likely to 

be unobtainable due to the tenacity with which all sides adhered to their claims, China 

instead proposed the idea of “shelving the disputes and conducting joint development” in 

the South China Sea. 88 This policy dated back to the late 1970s, when it was put forward by 
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Deng Xiaoping in the context of territorial disputes with Japan in the East China Sea.89 He 

further elaborated this idea in 1984 when China and Britain reached agreement over Hong 

Kong’s sovereignty, to the effect that “one country, two systems” could be adopted in some 

cases and a policy of “joint development” in others.90 According to Deng Xiaoping, “joint 

development” was a peaceful means to resolve disputes in the South China Sea. He 

conveyed the idea in meetings with the Philippines’ Vice President in 1986 and President 

Aquino in 1988.91  

China’s approach to management of disputes was reaffirmed by Foreign Minister Qian 

Qichen on several occasions when he joined the ASEAN Foreign Ministers’ meetings in the 

1990s.92 The two sides agreed “not to allow existing differences to hamper the development 

of friendly relations and cooperation” in the Joint Statement of the Second Informal ASEAN 

Summit in 1997.93  

Despite these good intentions, substantive joint cooperation was not achieved. In the 1980s 

and 1990s, competition among claimants saw them build a physical presence in the form of 

lighthouses and fishing ports on some of the atolls and islands, and starting oil and gas 

cooperation with foreign companies in disputed waters.94 Sino-Vietnamese competition 

over the Wanan Bei-21 Block (WAB-21) was a case in point. In 1992, China concluded an 

agreement with the American Crestone Energy Cooperation for the development of WAB-

21. The Vietnamese government objected that the block overlapped with the Vietnamese-

claimed zone and invited Mobil to explore the Blue Dragon field which was in Crestone’s 
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contracted area. 95 This, along with other incidents, led to diplomatic tensions in the 1990s 

and early 2000s.96  

The wording of the DOC suggested an obligation for signatories to cooperate on issues 

affecting them, such as marine scientific research, environmental protection and the 

management of resources. Bateman argued that the non-binding nature of the DOC made it 

inadequate to the task of establishing a regime for cooperation in the South China Sea. He 

argued that the only way forward was the establishment of a cooperative management 

regime that obliged littoral states to work together in functional areas where they had 

common interests, such as the development of energy resources, but also management of 

fishing and the marine environment, safety, law and order at sea.97 

Other developments suggested positive signs of joint development. In 2004, China and 

Vietnam ratified maritime boundary and fisheries cooperation agreements for the Beibu 

(Tonkin) Gulf, putting an end to years of negotiation and debate.98 In 2005, a trilateral 

agreement was signed by China, Vietnam and the Philippines to conduct seismic surveys off 

the eastern part of the Spratlys.99 It was praised by President Gloria Arroyo as a “diplomatic 

breakthrough” and the first step in the implementation of the 2002 Declaration of 

Conduct.100 For China, the agreement was a breakthrough in applying the principle of 

“shelving the disputes, conducting joint development”, as expressed at the time by the 

Chinese ambassador to the Philippines.101 But growing tensions between China and Vietnam 

and the Philippines, with US involvement after 2009, put joint development on hold, as is 

discussed in section 8.3.3.  
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In conclusion, China’s South China Sea policy reflected a compromise between sovereignty 

claims and maintenance of a stable external environment, especially in relation to ASEAN. 

We see in the next section how the United States’ re-involvement in the South China Sea 

and re-engagement with East Asia in general stirred the troubled waters of the South China 

Sea.  

8.3 The role of the US in the South China Sea dispute 

The multilateral nature of the South China Sea disputes invited the involvement of external 

powers, in particular the US, which was consistent with its strategic interests in East Asia. 

The growing importance the US attached to the South China Sea after 2008 was interpreted 

by Chinese scholars as a policy of “containing” China’s growing influence in the region.  

8.3.1 American policy on the South China Sea during the Cold War 

During the Cold War, the US adopted a neutral position regarding the South China Sea, not 

inclining toward any particular disputant.102 This policy was guided by the strategy of 

containment, designed to check Soviet and/or Chinese power in East Asia.103 Disputes over 

the islands in the South China Sea emerged in a changing international environment, in 

which the power configuration in the “China-Soviet-US triangle” was shifting. With the Sino-

Soviet split of the late 1960s, President Nixon’s decision to disengage from Vietnam and the 

Sino-American rapprochement of 1971 readjusted US foreign policy towards South 

Vietnam.104 This allowed China to take control of the Paracel islands by a risk-free military 

operation in 1974, even though the US maintained a strong military presence in the South 

China Sea at the time.105  

After Vietnam was reunited in 1975, Hanoi “inherited” six islands in the Spratlys that were 

held by South Vietnam in an effort to prevent Chinese control.106 Vietnam moved into the 

Soviet orbit by signing the Treaty of Friendship and Cooperation in 1978, giving the Soviet 

Union use of Cam Ranh Bay, which enabled it to effectively project military power into the 
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Pacific.107 The Soviet naval presence prompted the US to strengthen ties with China. With 

the Sino-Vietnamese conflict over the Spratlys in 1988, neither the US nor the Soviet Union 

interfered.108  

During the 1970/80s, disputes over the South China Sea were very much a Sino-Vietnamese 

affair. They did not carry much weight in US policy towards East Asia, as long as the sea lines 

of communication were guaranteed. US strategic objectives aligned with China to keep 

Soviet power in check. 

8.3.2 American policy on the South China Sea after the Cold War  

The US shifted gradually from a neutral position to one of involvement after the Cold War. 

In 1992, the US withdrew from the Subic Bay naval and Clark Field air bases in the 

Philippines, after the Philippines’ Senate refused to grant fresh leases.109 The withdrawal 

had immediate implications for East Asian security. First, US allies in Southeast Asia had to 

look after their own national security. For the main US ally, the Philippines, the once strong 

and special security tie was left on uncertain ground.110  

In the early 1990s, US policy towards the South China Sea, as stated by then US 

Undersecretary of State, Robert Zoellick, was to preserve freedom of navigation and support 

peaceful resolution of disputes, and not to make judgements on the merits of the claims.111 

This was reflected in Department of Defence Reports to Congress at the time.112   

During the Clinton Presidency in mid-1990s, the US changed from a neutral position to a 

limited but not active level of involvement, though, for some Chinese scholars, US 

interference stretched back as far as the Southeast Asia Treaty Organisation.113 According to 

Qiu Danyang, Washington adjusted its policy on the South China Sea to serve US strategy in 
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three ways: first, as part of its strategy to contain China; second, to strike a wedge in China-

ASEAN relations; and third, as a pretext for its military presence in the Asia-Pacific.114  

Washington began to see the disputes as a threat that could lead to military conflict. In 

1994, US Ambassador to Japan Walter Mondale stated in a speech that even with the end of 

the Cold War and all the progress in resolving regional disputes, threats to stability in East 

Asia remained and “competing territorial claims in the South China Sea cannot be 

ignored”.115 Later that year, Secretary of Defence William Perry stated that the South China 

Sea created anxiety about the future. He noted that, if disputed claims to the Spratlys 

erupted in conflict, it would deliver a devastating blow to regional security and threaten 

vital sea lines of communication.116 

The policy shift signalled Washington’s intention to get involved. During the ASEAN Post-

Ministerial meeting in 1995, in response to the Mischief Reef incident,117 Secretary of State 

Warren Christopher stated that the dispute was one reason why the US needed to maintain 

a strong military presence.118 In the same year, the Assistant Secretary of Defence for 

International Security Affairs, Joseph Nye, stated that the US would secure freedom of 

navigation by military means if impeded by conflict.119 According to Chinese analysts, Nye’s 

remark was the first time the US government raised the possibility of military 

intervention.120 A US Senator stated publicly that the Mischief Reef incident of 1995 was 

one of the reasons that the Clinton government decided to normalise relations with 
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Vietnam.121 For Chinese analysts, securing freedom of navigation was merely a pretext for 

US interference.122  

In 1999, ratification of the Visiting Forces Agreement between the US and the Philippines 

signalled a more active US policy. 123  Banlaoi argued that the Philippines signed the 

agreement to deter China because of the US withdrawal and incapacity of the Philippine 

defence forces to respond to Chinese actions in 1995.124 At the ARF Senior Official Meetings 

in 1999, the Clinton Administration proposed to set up an international working group, 

whereas China was reluctant to discuss the issue multilaterally. The proposal received 

minimal support from ASEAN.125  

At the start of the 21st century, from the Chinese point of view, the US strengthened its 

military presence and increased its influence in East Asia by taking the opportunity offered 

by international action against terrorism, in which the US worked closely with Southeast 

Asian states.126 Wei Hong argued that military exercises conducted between the US and 

ASEAN nations in the name of anti-terrorism were nothing but the exertion of the US’s 

growing influence through cooperation with Vietnam and the Philippines in particular to 

balance Chinese power.127  

Chinese scholars observed that from 2003 the number of large-scale joint US/ASEAN 

military exercises increased rapidly. US-Philippines exercises in 2006 numbered over 37 

compared with 24 in 2005.128 In 2002, the Philippines’ government stated that Manila 
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intended to “resolve” illegal fishing in the South China Sea through Balikatan2002-1 

(shoulder-to-shoulder) exercises with Washington129 in a location where China and the 

Philippines contended for sovereignty. The exercise’s objective was to defend against 

invasion by a third party, instead of anti-terrorism. 130  In 2008, joint exercises were 

conducted in the waters off Palawan Island, the nearest location to the Spratlys.131 In 

addition, US military ties with Indonesia improved steadily after 9/11. In 2005, Washington 

lifted an arms embargo and resumed military assistance for the “purpose” of counter-

terrorism.132 In 2009 and 2010, the US and Indonesia co-hosted two multilateral military 

exercises in the South China Sea, with thousands of soldiers from ASEAN states 

participating. 133 

Apart from reinvigorated security ties with the Philippines and Indonesia, the US steadily 

improved political and military ties with its old adversary Vietnam, starting with a 2003 port 

visit to Ho Chi Minh City by an American naval vessel.134 Ties were strengthened further by a 

week-long series of joint exercises aboard the USS John S McCain after it arrived in the 

central Vietnamese port of Danang in August 2010. The US also sent the carrier USS George 

Washington to the South China Sea to join the exercise.135 Professor Shen Dingli, Director of 

the Centre of American Studies at Fudan University, opined in an interview with the Hong 

Kong paper Ming Pao, that Washington was intent on uniting more states to balance China’s 

possible Asian dominance. 136 Another Chinese expert, Professor Ren Huaifeng, from the 

National Institute for South China Sea Studies, concluded that the US was designing a new 

“power game” to serve its strategy of containing and balancing China.137 
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From the US perspective, much of its influence in the region was lost after 2001 because of 

President Bush’s “war on terror”. Some analysts argued that the US was “distracted” from 

Southeast Asia, leaving a power vacuum which China filled slowly and willingly.138 Secretary 

of State Condoleezza Rice’s absence from the ARF in 2005 and cancellation of a planned visit 

to Indonesia in 2006 led to Southeast Asian criticism of the US for not paying enough 

attention to the region.139 Some even went so far as to comment that “it was a sign that the 

US was ceding the region to China”.140 The Bush Administration refused to accede to 

ASEAN’s TAC, a prerequisite for joining the East Asia Summit, which was inaugurated in 

2005, on the grounds that it would constrain US policy and undermine its alliances.141 In 

contrast, China engaged actively with ASEAN by signing the TAC in 2003, participating in the 

East Asia Summit, and by stronger economic ties through CAFTA. Deng Yong and Thomas 

Moore concluded that the situation not only allowed China to expand its economic and 

political influence, but jeopardised that of the US.142 

US accession to the TAC in July 2009 marked Washington’s “comeback” to Southeast Asia, 

described as “a reaffirmation of the US political and security commitment to the region”.143 

The Obama Administration’s desire to upgrade the US presence in the Asia Pacific144 was 

interpreted by Chinese analysts as “strengthening US influence in the South China Sea”, and 

aimed at countering China’s growing assertiveness and enhanced naval presence.145  
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8.3.3  China’s “core interest” vs. the US’s “national interest”: Can the US and China calm 

troubled waters? 

According to one Chinese observer, President Obama was implementing a “three-D” foreign 

policy emphasising development, expanding public diplomacy, and strengthening defence 

ties with regional allies.146 The move was welcomed by ASEAN, which was engaged actively 

with China economically but dependent on the US militarily.147 In an interview with the Wall 

Street Journal during the UN General Assembly in September 2010, Singapore Prime 

Minister Lee Hsien Loong reiterated the need for the US to maintain an active presence in 

the region for the sake of peace, a role that China could not undertake.148  

From a Chinese perspective, ASEAN claimants to the Spratlys were more assertive after 

2009 in large part as a result of the US “coming back to” the region.149 In February 2009, the 

Philippines passed the Baseline Law which defined its national maritime boundaries to 

incorporate the contested Spratly islands, an action Beijing condemned as “illegal and 

invalid”.150 In March the same year, Malaysian Prime Minister Badawi landed on Swallow 

Reef and declared sovereignty.151  

In between these two events, the US sent the navy surveillance ship Impeccable to collect 

intelligence in China’s EEZ near Hainan Island, where it was “harassed”, according to the 

Pentagon, by Chinese ships.152 This was not the first time that the US navy conducted 

surveillance in this area; as the Pentagon said, it was a “routine” operation. Chinese and US 

military airplanes collided over the same island in 2001, causing a severe problem for Sino-
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US diplomatic relations (see Section 5.5). Professor Jian Junbo argued that US actions 

amounted to “maritime espionage”, noting that this was perhaps the first time China took 

action to rebuke the US.153 The change reflected the reality of China’s increasingly confident 

ability to protect its maritime security.154  

China’s assertiveness amplified US perceptions of a threat posed by China’s growing military 

power, in particular its capacity for naval power projection. A 2009 report on China’s 

military power released by the Pentagon stated that “the South China Sea plays an 

important role in Northeast Asia and Southeast Asia security considerations”, and “current 

trends in China’s military capabilities are a major factor in changing the East Asian military 

balance”.155 Walter Lohman from the conservative US think-tank the Heritage Foundation 

argued that the US should unequivocally support the right of the Philippines to stake its 

claims because a neutral position left its allies with no option but to acquiesce to Beijing.156 

One US scholar even raised the possibility that China might use fishing vessels to monitor its 

maritime boundaries, a strategy of “defeating harshness with kindness" (yirou kegang).157 

Tensions between Washington and Beijing heated up when Secretary of State Hillary Clinton 

stated at the ARF meeting in Hanoi in July 2010 that the US had a “national interest” in the 

South China Sea, and expressed support for a “collaborative diplomatic process” towards 

peaceful resolution of territorial disputes.158 Chinese Foreign Minister Yang Jiechi lashed out 

at these remarks, saying that internationalising the issue “will only make matters worse and 

the resolution more difficult”, and “Asian countries could solve their own problems without 

interference by outside nations”.159 According to Taylor Fravel, “Mrs Clinton’s move was in 

reaction to a long series of episodes in the South China Sea that American officials believed 
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reflected greater assertiveness by China”.160 Chinese officials had labelled the South China 

Sea a “core interest” in a private meeting in March 2010.161 

In the eyes of Washington, China was behaving more assertively. First, according to Michael 

Swaine and Taylor Fravel, in 2009 China imposed and extended an annual unilateral fishing 

ban to foreign fleets, resulting in an increase in the detention of Vietnam boats.162 Second, 

in 2008 China increased to seven or eight the number of regular maritime security patrols 

conducted by the Fisheries Administration and State Oceanographic Administration.163 

Third, China conducted scientific activities and extensive naval exercises.164 These activities 

were regarded by western observers as evidence of Beijing’s assertiveness, culminating in 

the confidence to declare that the South China Sea was a “core interest”.165  

In the first half of 2011, China’s maritime patrols began to target hydrocarbon seismic 

exploration vessels,166 resulting in clashes with Philippine and Vietnamese ships.167 Some 

analysts argue that China’s assertiveness posed a deliberate strategic challenge to the US.168 
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A comment in the Singapore media stated that the South China Sea was an international 

military exercise field where the two big powers were conducting strategic games.169 

From the Chinese point of view, China was responding only to Vietnam and the Philippines’ 

growing and more assertive challenges to its sovereignty.170 The trigger for tensions was a 

request, with specific deadlines, by the UN Commission on the Limits of the Continental 

Shelf in May 2009 for information on claims relating to continental shelves and EEZs. In 

response to submissions by Malaysia, Vietnam and the Philippines, China presented three 

documents and a map supporting its claims. 171  The map, with nine dashed lines 

(jiuduanxian) in a U-shape covering an estimated 80% plus of the South China Sea, was also 

seen by some observers as evidence that China was adopting a more assertive posture.172 

Michael Swaine disagreed, noting that its stance was “reactive” and consistent with a 

longstanding position on the sovereignty issue.173  

 In a meeting with US officials in June 2011, Vice Foreign Minister Cui Tiankai said that “we 

are troubled by some recent events in the South China Sea but we were not the party who 

provoked these incidents”.174 He emphasised that China had neither occupied “islands by 

illegal means…, done the most to explore oil and gas resources in the region”, nor 

“displayed force against fishermen of other countries”.175  Chinese analysts expressed 

concern over a series of joint military exercises carried out in 2009 between the US, the 

Philippines, Thailand, Singapore, Malaysia, Indonesia and Brunei, under the banner of 
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“Cooperation Afloat Readiness and Training” (or CARAT),176 as intended to contain China’s 

rise.177  

As for the reference to the South China Sea as China’s “core interest”, Professor Wang Jisi, 

the Dean of School of International Studies at Beijing University, wrote in Foreign Affairs 

that, “apart from the issue of Taiwan…. [the] Chinese government has never officially 

identified any single foreign policy issue as one of the country’s core interests”.178 At a 

conference for China’s top diplomats in July 2009, Hu Jintao stated that diplomacy “must 

safeguard the interests of sovereignty, security, and development”.179 Dai Bingguo, China’s 

State Councillor for External Relations, described China’s core interests in December 2010 as 

follows: first, political stability, or the stability of Communist Party leadership and the 

socialist system; second, sovereign security, territorial integrity and national unification; and 

third, sustainable economic and social development.180 Some Chinese scholars, including 

Zhu Feng from Beijing University, argued that foreign policy should be cautious in describing 

any specific issue as a “core interest” given the provocative nature of the term to other 

countries.181 Other analysts, however, such as Su Hao from the China Foreign Affairs 

University, suggested that the concept of “core interest” was exaggerated by the US to 

alienate China from its neighbours.182  
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From the Chinese perspective, increasing military exercises in the South China Sea were 

understood best in the context of military modernisation, in particular changes to the 

Chinese Navy’s strategy. Zhang Huachen, Deputy Commander of China’s East Sea Fleet, 

stated that China’s maritime strategy shifted from near-seas to far-seas defence. 

Accordingly, military exercises were conducted beyond the first island chain towards the 

western Pacific.183 With the expansion of China’s national interests as a result of economic 

development, he stressed that the navy had a significant responsibility to protect maritime 

security including safeguarding the sea lanes for oil imports and supporting territorial claims 

in disputed waters.184 Da Wei, Deputy Director of the Institute of American Studies at the 

China Institutes of Contemporary International Relations, argued that China’s rise “has given 

rise to anxiety, misgivings and insecurity in the West and China’s neighbouring countries”, 

which Washington was taking advantage of to justify “coming back” to Asia.185  

The assertive stance adopted by China and the US reflected respective deep concerns.186 For 

the US, China’s growing economic and military power challenged its primacy in East Asia. 

For Chinese analysts, Washington used the South China Sea to band together ASEAN states 

to contain China’s rise. 187  

China faced a security dilemma in the South China Sea. It required a peaceful international 

environment in general and friendly regional environment in particular, which meant good 
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relations with ASEAN. 188  Dai Bingguo re-emphasised the policy of “establish good 

neighbourliness, make neighbours prosperous and make them feel secure” (mulin, fulin and 

anlin) in December 2010.189 Growing naval capabilities, including an increase in military 

exercises, were viewed as tasks the PLA Navy was obliged to perform to defend vital 

interests in the Western Pacific, but they were interpreted by Vietnam, the Philippines and 

the US, as the assertive and aggressive behaviour of a rising China. Some analysts argued 

that China reversed its “smile diplomacy” in Southeast Asia prior to 2008, replacing it with 

“frown diplomacy”.190 As a result, the Philippines and Vietnam turned to the US for “a 

solution to Chinese aggression”.191 In the view of Beijing, US involvement meant regional 

disputes were internationalised so as to require multilateral solutions, while Beijing 

preferred bilateral negotiations. As Chinese Vice Foreign Minister Cui Tiankai said, “the 

United States is not a claimant state to the dispute in the South China Sea and so it is better 

for the United States to leave the dispute to be sorted out between claimant states”.192  

Due to the complexity of the dispute and US involvement, how to deal with ASEAN 

claimants and compete with the US in a positive way in the region presented China with 

long-term challenges.193 Despite these challenges, Professor Su Hao believed that Sino-

ASEAN cooperation did not have to be overshadowed by territorial disputes, because a solid 

foundation for bilateral cooperation was laid over the previous two decades.194 At the 
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China-ASEAN Foreign Ministers meeting in July 2011, guidelines for implementing the DOC 

were endorsed, encouraging dispute resolution through cooperation and negotiation.195 

It was not in the interest of the US to see tensions escalate out of control into armed 

conflict. It also faced a strategic dilemma. In the words of Jian Junbo from Fudan University, 

Washington pursued a “two track” strategy. 196  The US wanted China to take more 

responsibility in dealing with global issues such as terrorism, climate change and, in 

particular, strengthening economic relations, yet the US was wary of China’s strategic 

intentions in the Asia Pacific.197 If this is the case, the US was unlikely to side with the 

Philippines against China in a military confrontation, even though the 1951 mutual defence 

treaty remained in place. In this sense, the US faced the same situation as it did with 

Taiwan. It was in the US’s best interests for the status quo to continue, because of the high 

costs of potential conflict. 

US secretary of Defence Robert Gates stressed during his Philippines visit that the US had 

"no position” on the competing Spratly claims.198 In a meeting with Philippine Foreign 

Secretary Albert del Rosario on 23 June 2011, Secretary of State Hillary Clinton stated that 

the US “is committed to the defence of the Philippines and providing it with affordable 

weaponry amid mounting tensions in the South China Sea”, but would not comment 

specifically on whether the US would provide military assistance in the event of an attack by 

China near the disputed islands, and stressed that she “want*ed+ to underscore our 

commitment to the defence of the Philippines”.199 The joint US-Philippines CARAT military 

exercises in June 2011 were part of Washington’s honouring its treaty commitments 

through collective muscle-flexing, without necessarily having any intention of backing up 

this show of force in the case of conflict. 200 Professor Su Hao told the Global Times that 
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keeping tensions manageable while avoiding conflict best served US strategic interest in the 

region. He argued that the US was intent on establishing a multilateral dialogue that would 

enable Washington to play a major role in seeking a solution to the disputes, and that this 

was aimed at constraining China’s influence.201  

A significant factor was exactly how the US planned to go about “resolving” disputes. The 

“ASEAN Way” provided claimants with a means to manage tensions through traditional 

mechanisms of dialogue, consultation and consensus seeking. Its non-coercive nature 

clearly suited China and, as noted in Chapter 4, was the reason for its willing engagement in 

regional groupings from the 1990s. ASEAN itself was comfortable with this regional 

approach. The US had little international experience of dealing with matters in this way, so 

it was possible that its approach to “resolving” tensions would seek formal and binding 

treaties and “outcomes” rather than consensus and the ”status quo”. To the extent that the 

US attempted to impose Western-style processes of dispute resolution on top of the 

“ASEAN Way”, it was conceivable that it faced opposition from ASEAN, which welcomed US 

interest in the region to balance China, but not a US takeover of the regional agenda and 

processes.  

8.4 Conclusion  

China faced a difficult strategic situation in the South China Sea, due to conflicting national 

interests and efforts to assert its claim. The Spratly and Paracel islands, with their 

strategically important location and potential oil and gas reserves, were of great potential 

value. Nevertheless, China could not overplay its hand for fear of damaging “good 

neighbourly relations” and disturbing regional stability. In this way, China’s rise did not 

produce, as a strict realist view would predict, greater danger of conflict, but rather a 

situation in which the economic costs of armed conflict outweighed the possible gains. 

China attempted to avert conflict while still reaping at least some of the rewards of pushing 

its claims under the principle of “shelving disputes, carrying out joint development”. As with 

Taiwan, the expectations of liberal commentators were borne out by China’s approach. 
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In 2009 the US declared that its national interests were also implicated in the South China 

Sea disputes, giving implicit support to the claims of China’s neighbours, complicating the 

issue for China and bringing stronger pressure to bear towards a resolution of the disputes. I 

argued that this initiative may be understood as the US attempting to restrain the growing 

influence of China and increase its own stature, by casting itself in the role of “fair 

mediator”. Because a similar set of calculations of strategic interest applied to the US as 

China, I argued that US shows of support in Southeast Asia were unlikely to translate into 

military support in open conflict. I suggested also that US attempts to foist a Western, non-

ASEAN approach to dispute resolution on the region were likely to meet with resistance 

from ASEAN as well as China. 

The next chapter considers the third of China’s significant territorial disputes, with Japan 

over the Diaoyu Islands in the East China Sea. Here again, we see that the dispute intensified 

in the wake of China’s rise, and that the status quo appeared strategically to be the most 

opportune solution for China and Japan. 
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9 China’s East China Sea dilemma: a sea of conflict or cooperation? 

China and Japan could not come to terms with respective sovereignty claims over a small 

group of islands in the East China Sea, which the Chinese call Diaoyu and the Japanese 

Senkaku, or how maritime boundaries should be delimited according to international law. 

Competition flared regularly, intensifying after the 1990s. As noted in Section 6.4, 

nationalism brought emotionally-laden history to the fore. The islands’ economic and 

strategic significance grew also because of potentially rich oil and gas reserves at a time 

when China’s energy demands were increasing. One repercussion of its increased 

assertiveness was the potential for US involvement because of the security treaty with 

Japan. As was the case in the South China Sea, I argue that the US was ambiguous over how 

to respond to Sino-Japanese tensions, trying to “contain” China’s influence, but unwilling to 

be involved directly. 

The first section assesses competing sovereignty claims from a legal and historical 

perspective. Section 2 places the Sino-Japanese dispute over gas and oil resources in the 

context of worsening political relations. Section 3 considers the role played by the US and 

Section 4 the prospects for a settlement as opposed to stalemate. 

9.1 The Sino-Japanese dispute over the East China Sea 

The East China Sea dispute involved two specific but inter-related aspects: ownership of the 

Diaoyu/Senkaku Islands and demarcation of maritime boundaries. Though the islands did 

not sustain human activities, states exercising sovereignty claimed a vast area of 

surrounding waters as their continental shelf/economic exclusion zone according to 

international law. This is of great importance not only for extending national territory but 

also because of the undersea resources. When the quest for territory was entangled with 

national identity and pride, as well as economic benefit, disputes over contested area were 

understandably intense. In this section, I analyse the background to the dispute and the 

claimants’ contested arguments.  
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9.1.1 Sovereignty dispute over Diaoyu/Senkaku Islands  

The uninhabited Diaoyu/Senkaku Islands lie at the edge of the continental shelf of the East 

China Sea, with a total land area of only about seven square kilometres.1 They were 

incorporated by Japan in 1895 under the terms of the Shimonoseki Treaty after China’s 

defeat in the Sino-Japanese War (1894-5), along with Taiwan and the Penghu Island group 

(Pescadores), and administrated subsequently by the US from 1945 until the islands were 

returned to Japan in 1972.2 At this point, China began to contest Japan’s sovereignty. The 

controversy focused on two points: whether the Islands were terra nullius (vacant territory) 

and should have been returned to China.  

Figure 9-1. Map of East China Sea, showing Japanese- and 
Chinese-claimed boundaries 

 
Source: http://www.china-
briefing.com/news/2011/05/31/chinas-territorial-disputes-
in-the-south-china-sea-and-east-china-sea.html. 
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On the first point, Japan insisted that the Islands were uninhabited when discovered and 

occupied, and controlled by Japan until its surrender in 1945.3 The Japanese government 

asserted sovereignty in the following official statement:  

From 1885 on, surveys of the Senkaku Islands had been thoroughly made by the 
Government of Japan through the agencies of Okinawa Prefecture and by way of other 
methods. Through these surveys, it was confirmed that the Senkaku Islands had been 
uninhabited and showed no trace of having been under the control of China. Based on 
this confirmation, the Government of Japan made a Cabinet Decision on 14 January 
1895 to erect a marker on the Islands to formally incorporate the Senkaku Islands into 
the territory of Japan.4 

China contested Japan’s terra nullius argument using historical records and maps of 

discovery which showed that sovereignty over the Islands was established by China long 

before 1895. According to the Chinese historian Ju Deyuan, the Diaoyu Islands were 

discovered and named by the Chinese as early as the Warring States Period. A very detailed 

map from the Ming dynasty indicates that the Islands and surrounding waters were in 

China’s coastal defence system.5 They were used as navigational aids by investiture missions 

to the Ryukyu Islands during the Ming and Qing dynasties.6 As supporting evidence, the 

islands, as the source of a rare herb, were granted to the supplier of herbal medicine by the 

Empress Dowager Ci Xi in 1893.7 

Chinese scholars and official media cite studies by Japanese historians in support. Xinhua 

News Agency reported that Kiyoshi Inoue, a renowned Japanese historian, confirmed in 

chapter 3 of his book The Diaoyu Islands and their Adjacent Islands that, as early as the 16th 

century, they were an intrinsic part of China’s territory.8 According to Inoue, the islands 
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were only given the Japanese name “Senkaku” in 1900. Their correct historical name was 

Tiaoyu Islands, or Diaoyutai,9 a view shared by another Japanese scholar, Murata Tadayoshi, 

from Tokyo Metropolitan University.10 According to Gavan McCormack, though, this view, 

“today appears to have little support among Japanese scholars” who “unite in declaring the 

appropriation of the islands legitimate and in accord with international law, dismissing as 

irrelevant the circumstances under which Japan made its claim and (with few exceptions) 

expressing outrage that China has not accepted their reading of law or history”.11 Hiromichi 

Moteki, Director of the Society for the Dissemination of Historical Fact, declared that the 

Senkaku Islands were an intrinsic part of Japanese territory.12  

Japan also argued that its claim in 1895 met with no objection from China, and that the 

return of the Islands in 1971 proved its sovereignty. According to the official statement: 

The fact that China expressed no objection to the status of the Islands being under the 
administration of the United States under Article III of the San Francisco Peace Treaty 
clearly indicates that China did not consider the Senkaku Islands as part of Taiwan. It 
was not until the latter half of 1970, when the question of the development of 
petroleum resources on the continental shelf of the East China Sea came to the surface, 
that the Government of China and Taiwan authorities began to raise questions 
regarding the Senkaku Islands.13 

China contended that its silence in 1895 should be seen in terms of the Qing Dynasty’s 

defeat in Sino-Japanese War.14 It did not have sufficient bargaining leverage to hold on to 

Taiwan, let alone to maintain the much smaller and less important Diaoyu Islands. As one 

Chinese scholar asked: how could a weak China express its objection to Japan’s control 

under such circumstances? 15  
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Though China acquiesced in the declared status of the Islands in the San Francisco Peace 

Treaty, it objected officially to the Treaty as legally binding. On 16 August 1951, Zhou Enlai, 

Minister of Foreign Affairs, issued a statement. The treaty, it stated, violated the United 

Nations Declaration of 1 January 1942, the Cairo Declaration, the Yalta Agreements, the 

Potsdam Declaration and Agreement, and the Basic Post-Surrender Policy of the Far Eastern 

Commission.16 For China, sovereignty over the Islands was a bilateral issue to be settled with 

Japan. As the Treaty between the US and Japan excluded China, it was illegal.17  

Japan cited the US-Japan Ryukyu Reversion Agreement in 1971 to validate its sovereignty:  

The Senkaku Islands have been placed under the administration of the United States of 
America as part of the Nansei Shoto Islands, in accordance with Article III of the said 
treaty, and are included in the area, the administrative rights over which were reverted 
to Japan in accordance with the Agreement Between Japan and the United States of 
America Concerning the Ryukyu Islands and the Daito Islands signed on 17 June 1971. 
The facts outlined herein clearly indicate the status of the Senkaku Islands being part of 
the territory of Japan.18 

This argument, too, was unacceptable because it was based on the San Francisco Treaty, 

with China lodging a formal protest.19 Reversion did not, in its view, change the Islands’ 

sovereignty. Though the US position was neutral,20 quoting the Okinawa (Ryukyu) Reversion 

Treaty meant, as James Hsiung argued, that “Japan would have to prove beyond reasonable 

doubt that the United States had sovereign title to Diaoyutai before turning it over to Japan. 

It is plain that Japan could not have gotten something that the United States did not have in 

the first place”.21  

On the second point of controversy, China and Japan, not surprisingly, disagreed strongly. 

Japan insisted that the Islands were terra nullius when incorporated in January 1895, and 
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“[s]ince then, the Senkaku Islands have continuously remained as an integral part of the 

Nansei Shoto Islands which are the territory of Japan. These islands were neither part of 

Taiwan nor part of the Pescadores Islands which were ceded to Japan from the Qing Dynasty 

of China in accordance with Article II of the Treaty of Shimonoseki which came into effect in 

May of 1895”.22 Therefore, it was right to return the Islands to Japan in 1971.  

China contended that the Islands were only ceded, along with Taiwan, after China lost the 

Sino-Japanese War.23 Their geographic location suggested that they belonged to the Penghu 

(Pescadores) Islands appertaining to Taiwan, not the Ryukyu Islands. China argued that the 

Diaoyu Islands, along with other ceded territory, should have returned to China under the 

terms of the Cairo and Potsdam Declarations signed in 1943 and 1945 respectively.24 

To summarise, both China and Japan argued that their respective sovereignty was inviolable 

and non-negotiable. China asserted that the Diaoyu Islands were part of its territory until 

1895 when they were ceded to Japan and should have been returned after 1945. Japan 

argued that it had continuous and effective control of the islands with the exception of US 

occupation between 1945 and 1971. What happened before 1895 did not refute Japan’s 

claim.  

9.1.2 Dispute over delimitation of East China Sea  

The dispute over maritime boundary delimitation arose from different principles applied to 

China and Japan’s continental shelves25  and EEZs.26  According to UNCLOS, either the 

continental shelf or EEZ extends 200 nautical miles from the baseline. In the East China Sea, 
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the Continental Shelf ranges from 167 to a maximum of 325 nautical miles, while the 

average breadth is 216 nautical miles, resulting in overlapping claims. Under UNCLOS, 

ownership of the Diaoyu Islands was a factor that significantly influenced the location of the 

maritime boundary.27 Sovereignty over the Islands affected 40,000 sq km of surrounding 

continental shelf/EEZ.28     

According to Peter Dutton, since UNCLOS provided no unified guidance as to maritime 

delimitation standards, signatories tended to use different principles to support their 

claims.29 China used the principle of natural prolongation of the land territory and argued 

that this adhered to the principle of fairness. 30  According to Zhu, “the median or 

equidistance line is only one method of demarcation, and should not be the compulsory 

one, let alone be the principle of delimitation, therefore, it shall only be applied under the 

condition of equitable principles”.31 China advocated that delimitation should be agreed to 

through consultation, 32 arguing that the Okinawa Trough just off the Ryukyu Islands was a 

natural, geomorphologic boundary between the two Continental Shelves.33  Moreover, 

because Taiwan was closer to the Diaoyu Islands than Japan it was reasonable to see them 

as an extension of Taiwan rather than Okinawa.34  

In 1998, China passed the Law on the Exclusive Economic Zone and the Continental Shelf of 

the People's Republic of China, 35 which stipulated that  

the exclusive economic zone of the People's Republic of China covers the area beyond 
and adjacent to the territorial sea of the People's Republic of China, extending to 200 

                                                           
27

 Su, Steven Wei. "The Tiaoyu Islands and Their Possible Effect on the Maritime Boundary Delimitation 
between China and Japan." Chinese Journal of International Law 3 (2004), pp. 385-420; Su, Steven Wei. “The 
territorial dispute over the Tiaoyu/Senkaku islands: An update.” Ocean Development & International Law 36, 
no. 1 (2005), pp. 45-46. 
28

 Dzurek, Daniel. "The Senkaku/Diaoyu Islands Dispute." (1996),  
http://www-ibru.dur.ac.uk/resources/docs/senkaku.html. Accessed 11/09/2010. 
29

 Dutton, Peter. "Carving up the East China Sea." Naval War College Review 60, no. 2 (2007), pp. 45–50. 
30

 Zhang, Dongjiang, and Wu, Weili. "The Discussion of the Issue of Sino-Japanese Delimitation in the East 
China Sea and Its Settlements.” World Economics and Politics, no. 4 (2006), pp. 35-42. 
31

 Zhu, Fenglan. “Sino-Japanese dispute over East China Sea and Prospect of solutions.” Contemporary Asia-
Pacific Studies, no. 7 (2005), http://iaps.cass.cn/xueshuwz/showcontent.asp?id=363. 
32

 Zhang, Yaoxian, Zenglin Han, and Xiaopeng An. "The Study on the Maritime Delimitation between China and 
Its Neighbouring Countries." Geography Science 20, no. 6 (2000), pp. 494-502. 
33

 Cai, Penghong. "Sino-Japanese Dispute in the East China Sea and the Prospect of Joint Development." 
Contemporary International Relations, no. 3 (2008), pp. 43-49. 
34

 "History Proves Diaoyu Islands Are China's Territory." Beijing Review 39, no. 39 (1996), p. 10. 
35

 It was adopted at the 3rd Meeting of the Standing Committee of the Ninth National People's Congress on 
June 26, 1998.  

http://www-ibru.dur.ac.uk/resources/docs/senkaku.html
http://iaps.cass.cn/xueshuwz/showcontent.asp?id=363


311 

 

nautical miles from the baselines from which the breadth of the territorial sea is 
measured……the continental shelf of the People's Republic of China comprises the sea-
bed and subsoil of the submarine areas that extend beyond its territorial sea 
throughout the natural prolongation of its land territory to the outer edge of the 
continental margin, or to a distance of 200 nautical miles from the baselines from which 
the breadth of the territorial sea is measured where the outer edge of the continental 

margin does not extend up to that distance. 36  

Japan favoured the “median line principle”, arguing that the continental shelf extended 200 

nautical miles using the Diaoyudao/Senkaku Islands rather than the Okinawa Trough as the 

base point. It contended that the Trough was “just an incidental depression in a continuous 

continental margin between the two countries” and did not form the basis for maritime 

delimitation,37 which should be by drawing an equidistant line.38  

Determination to secure sovereignty over the Diaoyu/Senkaku Islands left the dispute 

unsettled and more complicated to manage. UNCLOS, with its ambiguity, did not help any 

agreement but rather generated bitter competition,39 which is why the Diaoyu/Senkaku 

Islands dispute intensified after the 1990s.  

9.1.3 The background of the Sino-Japanese dispute over the East China Sea  

The Diaoyu/Senkaku Islands dispute first emerged following a 1968 report by the United 

Nations Economic Commission for Asia and the Far East suggesting the presence of 

substantial energy deposits under the East China Sea.40 According to Zhu Fenglan, Japan 

negotiated with the US soon after its release and “took the islands back” in 1971.41 A 

“protect the Diaoyu Islands” campaign was launched among Taiwanese students, while anti-

Japanese protests erupted in North America followed by protests among overseas Chinese 
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communities in 1970.42 China declared that the Diaoyu Islands were its “sacred territory” 

and that foreign exploitation of the area would not be tolerated.43 The inclusion of the 

Diaoyu Islands into the Okinawa Reversion Treaty between the US and Japan led to 

increased popular protests, though it was not included in the agreement to “normalise” 

Sino-Japanese relations.44  

The dispute flared again in 1978 when the right-wing Japanese Youth Federation (Nihon 

Seinensha) erected a lighthouse on the Islands to symbolise Japan’s sovereignty.45 A group 

of right-wing Diet members urged the government to include the Diaoyu Islands in 

negotiations over the Peace and Friendship Treaty.46 In response, China dispatched more 

than 80 fishing boats which repeatedly circled the islands. 47  Though Sino-Japanese 

negotiations were disrupted, the sovereignty issue was shelved again and “left to future 

generations” in the 1978 treaty, in exchange for Japan’s support for the Treaty’s “anti-

hegemony” clause.48 

In contrast to the intensification of Sino-Japanese tensions after the 1990s, which nearly 

froze political relations, the 1970 and 1978 flare-ups were relatively low key affairs. Both 

geopolitical and economic factors were at play. Geopolitically, the dispute was not a big 

issue. Faced with a common adversary in the Soviet Union, it was outweighed by the 

political and strategic benefits of normalising relations in 1972, when Japan endorsed the 

one-China policy and terminated official connections with Taiwan. In addition to growing 

economic power, Japan sought to expand its political influence in East Asia.  
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The de-escalation of the dispute was also influenced by economic factors, especially after 

1978. Japan provided low-interest loans in the form of ODA while foreign investment and 

technology contributed to China’s economic growth. Min Gyo Koo concluded that growing 

economic interdependence was a pacifying force.49  

9.2 The re-ignition of the Sino-Japanese dispute over the East China Sea 

In Chapter 6 I discussed how changes in domestic politics and rising nationalism in China and 

Japan from the 1990s led to growing tensions. A number of sensitive issues shelved in 

favour of cultivating relations came to the surface. The highly emotional history/textbook 

and territorial issues in particular became entangled. At the same time, China’s energy 

demand was growing rapidly; the end result was competition over the natural resources of 

the East China Sea. These factors re-ignited the territorial dispute, which is discussed in 

more detail below. 

9.2.1 The escalation of the sovereignty dispute over Diaoyu Islands 

The flare-up in the 1990s began, from the Chinese perspective, when Japan reportedly was 

preparing to recognise the lighthouse built on the Diaoyu Islands by right-wing nationalists 

in 1978 as “an official navigation mark”.50 The move invited a strong reaction from Taiwan, 

which dispatched two fishing boats full of athletes who attempted to ascend the rocks with 

an Olympic torch, but were prevented from doing so by the Japanese Coast Guard and 

Maritime Self Defence Forces.51 Anti-Japanese demonstrations erupted in Taiwan and Hong 

Kong, though they were banned in China.52 After condemning recognition of the lighthouse 

as a violation of sovereignty, demanding that the activities of right-wing organisations be 

curtailed,53 both governments downplayed the incident and agreed to shelve the issue, 

preventing further escalation.54 
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Nonetheless, the situation did not substantially improve. In 1992, China asserted its 

sovereignty claim by adopting the Law on the Territorial Sea and Contiguous Zone, which 

was discussed in Chapters 7 and 8 in the context of Taiwan and the South China Sea 

respectively. The Law included the Diaoyu Islands as China’s territory,55 which was regarded 

by Japan as a “clear infringement of its sovereignty”:  

There is no doubt that Senkaku Shoto are uniquely Japanese territory, both historically 
and from the point of view of international law, and our country actually controls these 
islands effectively. The present Chinese Act is very regrettable and we demand 
correction. 56 

When Prime Minister Miyazawa raised the assertion of sovereignty with President Jiang 

Zemin in April 1992, he declared that China’s stance towards the Diaoyu Islands remained 

unchanged.57 According to Drifte, the PLA insisted on specifying the Diaoyu Islands in the 

new Law, along with the South China Sea, 58 but Jiang Zemin took a more conciliatory 

approach for two reasons. First, to end western sanctions as quickly as possible after the 

1989 Tiananmen Square Incident, China pushed for better relations with Japan as a first 

step,59 inviting the Emperor to visit in 1992 for the 20th anniversary of normalisation of 

relations. Second, the Chinese government did not want the dispute to damage bilateral 

economic relations. In 1990, the Japanese government ended sanctions and resumed Yen 

loans, followed by the resumption of leaders’ visits in 1991. 

Japan’s declaration of a 200-nautical mile EEZ around the Diaoyu Islands in June 1996, after 

ratifying UNCLOS, was another flashpoint. Right-wing Japanese activists erected yet another 

lighthouse and requested the government to recognise it as an official beacon.60 This 

“provocation” resulted once again in large-scale anti-Japanese protests in Hong Kong and 
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Taiwan,61 which widened when a Hong Kong activist drowned after being prevented from 

landing on the islands by Japan’s maritime authority, and flags raised by the activists were 

removed.62 The Chinese government lodged a formal protest and the Party and Army 

newspapers adopted a strong anti-Japanese tone. Liberation Army Daily (Jiefangjun Bao), 

declared that China “would rather sustain a heavy economic cost than lose an inch of soil”.63 

Still, the Chinese government wanted to downplay the dispute, which ended with a 

commitment by the Japanese government to handle outstanding issues in Sino-Japanese 

relations cautiously,64 though some stress that China was unwilling to jeopardise Japanese 

ODA.65 Others note that China was concerned about the reconfirmation of the US-Japan 

alliance, viewing the erection of the lighthouse and Prime Minister Hashimoto’s 1996 visit to 

the Yasukuni Shrine as “part of a plot” to revive militarism.66 

After 1996, diplomatic rows and clashes between Japanese right-wing groups and Chinese 

protesters occurred on a regular basis. Five incidents are of note. First, in 1997 a Japanese 

legislator landed on one of the Islands, which was denounced by China as “illegal” and a 

“serious violation of its territory sovereignty”. 67  Japan, in response, restated its 

“fundamental position”, declaring that the government was not behind such activities and 

did not offer any support.68 Secondly, in 2000, a right-wing group landed and built a shrine. 

Beijing demanded “that Japan honours its commitment, restricts the right-wing activists, 
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and prevents similar incidents from recurring”. 69 It replied by restating that the Islands 

were Japanese territory. 

Thirdly, in March 2004, a group of seven Chinese activists landed on the islands, the first 

successful attempt after an earlier failure. After 10 hours they were arrested and detained 

by the Japanese Coast Guard.70 The Chinese government protested and called the arrests a 

serious violation of sovereignty. The diplomatic row ended when Japan deported the 

activists.71 Fourthly, in February 2005, the Japanese government decided to place the 

second lighthouse erected in 1988 under state control and protection. 72  This was 

denounced by China’s Foreign Ministry as “a serious provocation and violation of Chinese 

territorial sovereignty” and “the Chinese will never accept this”.73  

The fifth and most serious diplomatic incident began on 7 September 2010, when a Chinese 

fishing trawler collided with Japanese coast guard vessels in the vicinity of the Diaoyu 

Islands, resulting in the detention of the trawler’s captain.74 The crisis intensified after Tokyo 

decided to hold the captain and charge him according to Japanese law. Beijing protested 

and on 21 September Premier Wen Jiabao, attending the UN Development Summit in New 

York, called on Japan to release the Chinese captain unconditionally, which it did.75 Some 

analysts saw this as Japan’s “humiliating defeat” against “China’s victory”. 76  Beijing 
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requested an apology as well as compensation, but Japan refused, demanding instead 

compensation for repairs to the damaged coast guard boats.77 Many western observers 

viewed China’s actions as confirmation of assertive and aggressive behaviour in the East 

China Sea.78  

In Jiang Wenran’s view, Beijing was reacting to what it regarded as “Japan’s unilateral break 

from the status quo” in handling such incidents and “an escalation of Tokyo’s assertion of 

sovereignty”.79  Previously, Japan deported Chinese violators, as in the 2004 incident 

discussed above. Moreover, Tang Chongnan from CASS argued that Japan had not only 

apologised but also paid compensation when a Taiwan fishing boat collided with a Japanese 

coast guard vessel in 2008.80 According to Mike Mochizuki, a leading academic on Japanese 

politics and foreign policy at George Washington University, “from Beijing’s perspective, to 

have a Taiwanese government stand up to Tokyo and get an apology, and for Beijing not to 

do the same would lead to criticisms among nationalists in China”.81 Others point out that 

China’s response was cautious because the incident occurred just before the 79th 

anniversary of the Japanese invasion of Northeast China on 18 September. The government 

discouraged public protests.82  

9.2.2 The dispute over gas and oil in the East China Sea 

The Diaoyu/Senkaku Islands are just a group of uninhibited islets and barren rocks, but 

sovereignty gave exclusive rights to explore and exploit natural resources in and below the 

surrounding waters. The prospect of gas and oil brought tensions to the surface in the 

1970s, yet they did not spin out of control until China became an oil importer in 1993.  
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In August 2003 the state-owned China National Offshore Oil Corporation and China 

Petroleum and Chemical Corporation concluded contracts worth billions of dollars with two 

foreign oil companies, Royal Dutch/Shell and the US company Unocal, for exploration and 

production in the area of the East China Sea called the Xi Hu Trough.83 This caused Japan 

great concern, and Beijing was asked for data on the location of the oil fields, which was not 

forthcoming. 

In mid-2004, Japanese media reported that gas exploitation had started within China’s EEZ, 

and claimed that this might harm Japanese maritime interests, because the closest gas field 

was only 5 kilometres away from Japan’s claimed median line.84 Beijing argued that the gas 

fields were, indisputably, within China’s EEZ85  and proposed joint development as a 

compromise, but this offer was rejected. Shoichi Nakagawa, Head of the Ministry of 

Economy, Trade and Industry, made an aerial inspection to confirm the existence of the 

project. In July, Japan chartered a Norwegian ship and started an intensive seismic survey 

east of the “median line” opposite Chunxiao to prevent possible infringement on its 

resources.86 

The “tit-for-tat” reactions continued in 2005. Tokyo gave Japanese names to the Chinese oil 

and gas fields87 and, mid-year, Teikoku Oil Company was granted the right to explore for oil 

and gas. With government approval, Teikoku drafted plans to develop three fields along the 

Japanese side of the median line but on China’s continental shelf. China responded strongly 

that “Japan’s action constitutes a severe provocation to the interests of China as well as the 

norms governing international relations. China has lodged a protest to the Japanese side, 

and reserves the right to further reaction”.88 As Sino-Japanese tensions escalated, Teikoku 

refrained from exploration for “safety reasons”.89 
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9.2.3 Deng’s dictum: shelving the dispute, conducting joint development--nothing but 

rhetoric?  

The intense war of words erupted with hardly any attempt at a negotiated solution, despite 

thirty years of “normal” relations. The idea of “shelving the dispute” tactically avoided a 

political stalemate in 1972 and 1978 90 and again in 1990, when the Chief Cabinet Secretary 

Sakamoto Misuji acknowledged Deng Xiaoping’s 1978 pronouncements, calming Chinese 

protests.91 The cost though, as Drifte pointed out, was “sweeping explosive issues under the 

carpet by agreeing to disagree for the time being”.92  

In 1990 the Japanese government changed its position and claimed that “there does not 

exist any territorial problem with China”. 93 Bilateral talks only seriously addressed the 

maritime demarcation issue after both sides ratified UNCLOS and declared EEZs. 94 

Cooperation was limited to the 1997 Fisheries Agreement and the Prior Notification 

Agreement of 2000, which was intended to stop repeated incursions of Chinese maritime 

research vessels into Japan’s claimed EEZ.95 

According to Drifte, China made various proposals for joint development of the continental 

shelf and/or the Senkaku Islands, beginning in 1978, with Deng Xiaoping’s proposed joint 

exploration of resources,96 followed two years later by Deputy Premier Yao Yilin’s proposal 

for a joint oil development.97 In October 1996, Chinese Foreign Minister Qian Qichen 

suggested to a Japanese media group in Beijing that the sovereignty issue over the Diaoyu 
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Islands should be shelved and the area jointly developed.98 In response, Japan demanded 

settlement of the maritime border or recognition of its title to the Senkaku Islands as a 

precondition.99  

As far as Chinese oil and gas exploration, which started in 1974, and scientific research 

vessels in the disputed area were concerned, the Japanese government did not raise 

concerns until the end of the 1990s.100 China initially conducted sporadic seismic surveys on 

the Japanese-claimed side of the median line between 1995 and 1997 without any 

response, but Japan finally reacted by chartering the Norwegian seismic survey ship.101  

From October 2004 to the end of 2007, 11 rounds of director-level negotiations were 

conducted, but no substantive progress was made due to more-than-usually uncomfortable 

relations during the Koizumi Administration.102 Janet Xuanli Liao argued that negotiations 

were almost doomed to fail because of this “cold” political environment.103 China insisted 

on “joint development” while the Japanese simply repeated their demand for data and a 

halt to China’s activities.104 Yomiuri Shimbun reported that, on the first day of the first round 

of negotiations, and expecting a quick solution, Minister of Economy, Trade and Industry 

Shoichi Nakagawa stated that the dispute was about Japan’s “national interests and 

sovereignty” but was also relevant to its energy security,105 After negotiations ended with 

little progress, he stated angrily that: “I don’t know why these discussions were even held… I 
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don’t plan to get involved in further talks that end without resolution”. 106 The Chinese 

argued that competition was inevitable given “energy scarcity” and the “surprising 

convergence of supply sources”.107 

The next five rounds of talks proceeded during Koizumi’s tenure and, again, little progress 

was made.108 During the second round of talks, 30-31 May 2005, Beijing proposed two 

specific areas for joint development located on the Japanese side of the median line. This 

was, not surprisingly, unacceptable to Tokyo which insisted on the provision of geological 

data and demanded that China stop work in the Chunxiao field.109 In the third round, 30 

September-1 October 2005, the Japanese proposed a joint development area divided 

equally by Japan’s proposed median line, including the Chunxiao, Duanqiao and Tianwaitian 

oil and gas fields.110 This was unacceptable to the Chinese. 

Talks were suspended for a few months after exploration rights were granted to the Teikoku 

Oil Company in July 2005 and Koizumi’s fifth visit to the Yasukuni Shrine three months later. 

According to Liao, this ruled out certain compromises that Beijing purportedly was prepared 

to make in the third round.111 When bilateral talks resumed on 6-7 March 2006, the Chinese 

offered to jointly explore two areas, one to the south on the Japanese side near the Diaoyu 

Islands, the other to the north of the Longjing field on the Chinese side of the median line.112 

Because Tokyo believed that the proposal gave Beijing an advantage in the Diaoyu Islands 

sovereignty issue the offer was rejected.113 Foreign Minister Taro Aso commented bluntly 
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that “the Senkaku (Diaoyu) Islands are Japanese territory historically and in the eyes of 

international law. Japan won’t jointly develop the gas fields”.114 China responded by 

reaffirming its “indisputable sovereignty” stating that it “will not discuss joint development 

with the precondition of accepting the median line”.115 Inclusion of the Diaoyu Islands 

complicated negotiations. The fifth and sixth rounds were fruitless.116 

After Prime Minister Shinzo Abe’s Beijing visit in late 2006, relations improved, facilitating 

subsequent consultations. The technical experts’ meeting, an ancillary to the seventh round, 

on 29 March 2007, boosted confidence before Prime Minister Wen Jiabao’s visit to Japan in 

2007.117 At the Wen-Abe summit, the two leaders vowed “to make the East China Sea a ‘Sea 

of Peace, Cooperation and Friendship’”.118 Although there was no “breaking news”, four 

rounds were held in the second half of 2007 demonstrating the willingness of both sides to 

accelerate negotiations.119 

9.2.4 Toward joint development? 

Spurred by improving relations following the Fukuda-Hu Summit in May 2008, an in-

principle consensus on joint development in the East China Sea was reached on 18 June. 

China refers to this as the “6.18 Consensus”.120 Though only a provisional agreement which 

did not prejudice their respective legal positions, it was the first substantive step towards 

working out concrete measures for joint development. From the perspective of Chinese 

scholars, the “Consensus” itself was a milestone irrespective of its transitional and “under-

specified nature”.121 In the view of Western scholars, the significance of the agreement was 
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more political than economic or legal because it did not resolve the East China Sea 

dispute.122  

Professor Gao Hong, a CASS Japan specialist, made two observations.123 First, the “6.18 

Consensus” revealed China and Japan’s pragmatism, with no mention of the 

Diaoyu/Senkaku Islands sovereignty issue. Secondly, it demonstrated that compromises 

could be made on a reciprocal basis. Compared with previous rounds, the “Consensus” 

offered a potential way forward in negotiations over delineating the maritime boundary. 

Allowing Japanese enterprises to participate in the development of the Chunxiao field was a 

concession because they are located in undisputed territory west of the median line. Gao 

Hong concluded that joint development was a “win-win situation” and conducive to regional 

stability.124 

Reinhard Drifte argued that the agreement marked a post-Koizumi improvement in bilateral 

relations but did not present any substantive progress in determining the East China Sea’s 

maritime boundaries.125 The concession to Japanese companies signalled “cooperative” as 

opposed to “joint” development,126 indicating that sovereign rights over the field belonged 

to China. He concluded that further negotiations were difficult as both sides faced domestic 

opposition.127 Chinese civic action groups staged a protest in front of the Japanese embassy 

and internet opposition to the deal was apparent.128  

By the end of 2011 further negotiations on implementing the agreement had not 

commenced. After the diplomatic row over the “boat collision incident” in September 2010, 

Chinese Foreign Minister Yang Jiechi emphasised the need to prepare “the appropriate 
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conditions and atmosphere”, when he was urged to resume negotiations by his Japanese 

counterpart Maehara in October 2010.129 

9.3 The role of the US in the Sino-Japanese dispute over the Diaoyu Islands 

It will be recalled that from 1945 to 1972, the Diaoyu/Ryukyu Islands were administrated by 

the US as part of their occupation of Okinawa. In 1971, the US and Japan signed the 

Okinawa Reversion Treaty, returning the Islands to Japan. The State Department declared 

that the US had returned “administrative rights” to Japan, and adopted a neutral position 

with regard to the competing sovereignty claims. 130  However, according to a study 

conducted by Jean-Marc F Blanchard, “the US favoured in both word and deed Japanese 

claims to the Islands” until its public retreat in 1971.131 During negotiations for the San 

Francisco Peace Treaty in 1951, John Foster Dulles, Chief US delegate and later Secretary of 

State in the Eisenhower Administration, stated that the Japanese had only “residual 

sovereignty” over the Ryukyu Islands, including the Senkakus. Thus, the US, he continued, 

“will not transfer its sovereign powers over the Ryukyu Islands to any nation other than 

Japan”.132 In 1962, President Kennedy also recognised “the Ryukyus to be a part of the 

Japanese homeland and look forward to the day when the security interests of the Free 

World will permit their restoration to full Japanese sovereignty”.133 US neutrality was 

restated by all Administrations after 1971.134  

Whether the US-Japan security treaty of 1996 applied to the Islands was a question of major 

significance. Under the 1971 Okinawa Reversion Treaty, the US agreed that the treaty 

covered the Diaoyu/Senkaku Islands.135 Both Secretary of State William Rogers and Deputy 
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Secretary of Defence David Packard stressed, in testimony before the Foreign Relations 

Committee in 1971, that the Security Treaty was relevant.136 In 1996 the New York Times 

quoted a number of Japanese officials as saying that the US was obliged to use military force 

if conflict with China erupted.137 Though Ambassador Walter Mondale remarked that US 

forces were not compelled by the treaty to intervene,138 the US Secretary of Defence stated 

in a press conference in Tokyo in December 1996 that “the US will honour its security 

agreement to Japan”.139 The Chinese government responded that the US-Japan Security 

Treaty “must not exceed the bilateral category, and there is no reason for any third country 

to intervene in the Sino-Japanese dispute over the Diaoyu Islands”.140 

When the Chinese finishing vessel clashed with the Japanese Coast Guard in 2010, Maehara 

Seiji, Minister of Land, Infrastructure, Transport and Tourism, who became Foreign Minister 

soon after, declared that US Secretary of State Hillary Clinton had assured him on 23 

September that the Senkakus/Diaoyu Islands were subject to the US-Japan Security 

Treaty.141 This was after Premier Wen Jiabao stated at the 65th UN General Assembly in New 

York that “when it comes to sovereignty, national unity and territorial integrity, China will 

not yield or compromise”.142 Only a few weeks earlier, the Obama Administration “ha[d] 

decided not to state explicitly that the Senkaku Islands are subject to the Japan-US security 

treaty”, and “Washington’s stance towards the issue”, as the report said, “is believed to 

avoid irritating Beijing amid efforts to ensure continued cooperation with China to keep the 

US economy's recovery on track from the financial crisis”.143 
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Washington’s position appeared to have shifted.144 Other analysts, such as Sakai Tanaka, 

argued that the heavy-handed approach was intended for Japan, South Korea and Vietnam 

“to construct a net encircling China”.145 His argument was echoed by a number of Western 

scholars who argued that the dispute functioned as “a wedge of containment”, making 

Japan more dependent on the US military presence in Okinawa.146  

The US had no interest in allowing the dispute to spin out of control, though it faced a 

dilemma, as in the South China Sea. The US was historically unwilling to become involved in 

a military confrontation, which was why, according to a Congressional Research Service 

report, the Nixon Administration removed the Senkakus from the concept of Japanese 

“residual sovereignty”147 during rapprochement with China in 1971-1972.148  

In 1996 the Japanese government received an ambiguous response to whether the US-

Japan Security Treaty applied, due to a policy disagreement between the State Department 

and Ministry of Defence.149 Internal differences aside, the question of whether the US would 

use force was dismissed as a “hypothetic situation” by a State Department spokesman who 

refused to make further comment.150  

As argued in the previous chapter, the US was anxious about China’s challenge to its 

primacy, yet the US needed China’s cooperation on many issues, not least as a purchaser of 

treasury bonds. As Peter Lee argued, “the US is happy to have its allies foment politically 
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useful confrontation with China, but unwilling to alienate China by backing its proxies with 

determined diplomatic and military escalation when things get tough”.151 

9.4 Toward a settlement, or maintaining the status quo?  

China’s Southern Weekly wrote that the sensitivity of the East China Sea lay in the islands 

presenting a powerful symbol of mutual historical glory and humiliation, an unhealed 

wound causing occasional “pain”.152 Anti-Japanese nationalism ignited and exacerbated 

bilateral tensions that went beyond the territorial issue itself. No solution was acceptable in 

the short and medium term, except maintaining the status quo.  

Effective control of the Diaoyu/Senkaku Islands gave Japan leverage to manoeuvre on both 

legal and diplomatic fronts.153 By contrast, the Chinese government could not take any 

action other than lodge diplomatic protests and assert “indisputable sovereign rights” when 

a “provocation” occurred. As Wen Jiabao told Prime Minister Naoto Kan during the Asia-

Europe Meeting in October 2010, “the Islands have been Chinese territory since ancient 

times”.154 Chinese officials, moreover, stressed that “under international law it is simply not 

possible to have effective control over a territory as long as another state also claims 

sovereignty over it”.155 Neither China nor Japan was willing to compromise in order to 

resolve the dispute.  

The Diaoyu Islands and Taiwan issues were interrelated strategically. China and Japan were 

suspicious of each other’s intentions. Some Chinese analysts expressed concern that Japan, 

by enhancing its military capability and strengthening the US-Japan security alliance, was 

constraining, if not containing, a rising China.156 The view that Japan may invoke the US 
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alliance gained ground in 2010 when Hillary Clinton confirmed that the US was obliged to 

defend Japan and its surrounding areas, including the Diaoyu Islands.157  

Some Chinese analysts suggested that China should shelve the sovereignty and history 

issues, and pursue “common interests”. A peaceful international environment, conducive to 

economic growth, was served best by a good-neighbourly policy, it was argued. During his 

Japan visit in April 2007, Premier Wen Jiabao stated that “our nation’s development has 

reached a critical moment. We need to have a peaceful and conducive international 

environment. The improvement of Sino-Japanese relations is beneficial to the two 

peoples”.158 The implication was that it was not in China’s interests for relations to be 

punctuated by diplomatic spats. Whether China and Japan could move out of the shadow of 

the past, and forge an amicable bilateral relationship at a time when both were strong and 

had to learn to live as “two tigers on the same mountain”, was a formidable challenge. If 

strategic interests were maximised by Sino-Japanese cooperation and China needed “new 

thinking on Japan”, Japan also needed new thinking on China.  

9.5 Conclusion  

The dispute over the sovereignty of the Diaoyu Islands was shelved for 17 years after 

relations were normalised in 1972. However, tensions intensified during the 1990s with 

both sides viewing each other as increasingly assertive. The dispute was of particular 

importance because of the potential for military conflict. 

China and Japan faced a novel situation in which both were strong powers in East Asia. For 

Japan, keeping the dispute alive prevented China from gaining control of large oil and gas 

deposits. Similarly, US confirmation in 2010 that the Diaoyu Islands were covered by its 

Defence Treaty with Japan may also be understood as seeking to contain China.  

The Diaoyu Islands dispute was in stalemate at the end of 2011. I argued in Chapter 6 that it 

surfaced because of China’s enhanced energy requirements and domestic patriotism which 

became a potent force. Both China and Japan sought to appease respective domestic 
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patriotic pressures by intensifying the dispute as a political issue. It became a regional 

flashpoint in the 1990s because of competition for influence in East Asia, changing national 

identities, and because Japan was no longer the region’s economic leader and China was no 

longer able to appeal to communist ideology for political legitimacy. 

Given that Japan had internationally recognised control over the islands, the best outcome 

that China could have expected was continued stalemate, with the attendant opportunities 

for playing the “history card” and strengthening its position with domestic patriots. I noted 

earlier, however, that merging Northeast and Southeast Asia into an East Asian region, 

driven by China at the centre of economic integration as well as multilateral political 

engagement, brought security challenges related to China onto the regional agenda. 

Security fora, centred on Southeast Asian groupings, considered Northeast Asian tensions. 

The question was whether Japan was content with non-binding negotiation in the spirit of 

the “ASEAN Way”, or tempted to seek international support to “resolve” the Diaoyu dispute 

in its favour once and for all, given US support in 2010, and desire to reinvolve itself in East 

Asian affairs. I suggested that it is likely that the US position was political bluster and not 

backed by any intention to go to war with China. Nevertheless, misjudgements could have 

incurred the cost of war, and hence escalation of the dispute was a significant threat to 

regional peace. It was in China’s best interests to maintain a positive relationship with Japan 

and, as I suggested in the final section of this chapter, to continue to promote a peaceful 

settlement along the lines of joint development of resources. 
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10 Conclusion 

China was for centuries the undisputed dominant power in East Asia, and then for almost 

two centuries it suffered humiliation at the hands of Western powers and Japan and the 

almost complete loss of its economic and political centrality to East Asia. After 1945, US 

hegemony through “hub-and-spokes” security alliances, and Japan’s economic dominance 

after the 1960s, shaped the political economy of East Asia. Yet, following post-1978 reforms, 

subsequent emergence as the “world’s factory” and major foreign creditor of the US, China 

restored itself to a position of economic pre-eminence in the region. Many commentators 

spoke of China’s rise as a “resurgence” to some semblance of past glories.  

This thesis stressed the significance of the evolution of the political economy of East Asia in 

historical context for understanding the impact of China’s rise. China reshaped the region, 

especially after the AFC in 1997/98, via two closely related processes. First, the Overseas 

Chinese Business Sphere, in which Taiwan in particular played a crucial role, was a driving 

force surpassing the dominant Japanese flying geese model. Secondly, China, which 

preferred bilateral relations, accepted full participation in East Asian regionalism via the 

ARF, ASEAN+3 and CAFTA. In the process, China’s role in East Asia increased, but with the 

successes came new forces restraining its rise and new imperatives balancing a range of 

conflicting economic and strategic interests. I argued that though none of the dominant 

theoretical frameworks of realism, liberalism or constructivism in International Relations 

fully captured East Asia’s complexity, yet each shed some light on different aspects of 

China’s rise. 

Prominent among the drivers of China’s behaviour, in addition to bilateral relations, was 

engagement with ASEAN, which it accepted as a necessary requirement for continued 

economic growth, strengthening political ties, especially in competition with Japan, and 

reacting to disinterest in, then reassertion of, US primacy. China participated in the ARF 

from the early 1990s, and gained recognition for supporting East Asia at the height of the 

AFC.  

In apparent support of liberal perspectives in International Relations, China followed the 

route of greater involvement with the institutions of East Asia for economic and especially 
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political benefits. The thesis argued that the pursuit of CAFTA was motivated mainly by 

strategic considerations. I argued that Japan was restricted from a political leadership role 

because of the constraints the security treaty with the US placed on its foreign and defence 

policies. Though China was more favourably placed than Japan to play a leading role in East 

Asia, ASEAN supported US primacy to balance China. This did not necessarily mean, though, 

that ASEAN was “hedging”. A US presence was valuable to ASEAN but, at the same time, it 

did not wish the US to play a hegemonic role because the benefits the region gained from 

China’s rise were great and the risks of conflict arising from challenging the regional “status 

quo” great. ASEAN was formed in 1967 with the intention of providing mutual solidarity 

against the interference of external powers, and this remained its primary goal as the 

political economy of East Asia evolved into the 21st century. 

The expectation was that CAFTA, despite regional concerns, would increase trade and, 

indeed, it was, in 2010, the central agreement in the political economy of East Asia. Neither 

Japan, Korea nor the US were in a position to enter into an FTA with ASEAN. The picture of 

East Asia I sketched was one where Japan remained a major economic player, as shown by 

the extent of trade with and FDI in ASEAN, but where the Overseas Chinese Business 

Sphere, supported by state reforms, greatly increased China’s regional influence to the point 

where it surpassed Japan’s. The US reacted to the perceived threatened loss of US primacy, 

and Japan to the actual loss of its economic dominance.  

Sino-US and Sino-Japanese relations were marked by significant tensions, which trade did 

not erase. The US and China were drawn closer by economic dependence, but differences 

rather than commonalities were highlighted, which made for an increasingly difficult 

political environment, not an easier one. The thesis analysed the security dilemmas 

experienced by China and the US because of competing interests over North Korea, Taiwan 

and the South and East China Seas, mutual economic entanglement and the desire to avoid 

damaging military conflict. The oscillatory pattern of conflict and conciliation reflected the 

US’s dilemma in dealing with China, which appeared to pose a serious challenge to its 

primacy, yet at the same time was indispensable for its economic welfare. US attempts from 

2010 to stir up the anxieties of ASEAN, by declaring its interest in the peaceful resolution of 

the South China Sea disputes, was interpreted as an attempt to contain China by 

undermining its hard-gained image as a good neighbour. China’s growing importance, 
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however, restricted the US to “strategic ambiguity” over Taiwan, but with little likelihood of 

following through with military assistance in any conflict with China.  

Sino-Japanese relations were an apparent counter-example to the liberal perspective that 

strong economic ties ameliorated political relations. I argued that this is explained by 

competition for strategic influence in East Asia. China’s rise deprived Japan of its identity as 

East Asia’s dynamic economy, yet market reforms undermined the legitimacy of Communist 

Party rule. Patriotism flourished in Japan and China, fuelling mutual hostility. Sino-Japanese 

relations are amenable to analysis borrowed from a constructivist viewpoint which explains 

deeply-held antagonisms. Mutual hostility came to the fore over territorial disputes in which 

neither side was prepared to lose face by yielding to the other. Nevertheless, Japan and 

China referred regularly to the need to protect their economic ties by maintaining the 

“status quo”.  

In the first chapter, I reviewed the debate on what the rise of China held in store for East 

Asia. A key question was whether China’s rise is peaceful. I argued that the South and East 

China Seas became important as a direct consequence of China’s rise, because of the need 

to secure the sea-lanes of communication and access to energy. Taiwan and the “lost 

territories” were a means to restore what was taken during the “century of national 

humiliation” and not returned.  

Realist commentators argue that China engaged with East Asia for the sake of economic 

gain, but once the ability to project power grows, it will disengage from regional 

arrangements if necessary and pursue the national interest by whatever means necessary, 

including forcible reappropriation of claimed territories. I argued that there is no convincing 

evidence that China had plans to do so. Instead, the “good neighbour” policy was a key 

element of regional engagement. CAFTA was motivated similarly by a desire to give 

substance to the image of a benign power committed to rising peacefully and, significantly, 

to improving prospects for peaceful reunification with Taiwan.  

China was comfortable with the emphasis of the “ASEAN Way” on consensus-building and 

non-interference, and viewed the status quo as an adequate compromise given the twin 

pressures of pursuing strategic interests and maintaining “good-neighbourly” relations. 

China appeared to feel content with how ASEAN “imagined” the future of the region, 
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suggesting that it was consonant with projections of China’s peaceful development. There 

was little impetus in ASEAN for changing the status quo and no reason to welcome undue 

US interference if tensions increased. 

Through the analysis in Chapters 7-9 we gained a clearer picture of why China tried to 

behave as a responsible and restrained power. The desire to regain lost territories was 

stifled by the realisation that acting aggressively was not in its best interests. I suggested 

that this was not because the moment for military conflict had not yet arrived, or that China 

was biding its time, but because conflict would be disastrous economically. China was forced 

to concede that its sovereignty claims would not be recognised in the immediate future, and 

that supporting the status quo was an equally important imperative. 

Taiwan occupied an unusual and crucial position in East Asia. It was a major territorial 

challenge for China and the international community. A unilateral declaration of 

independence was not countenanced because it would lead to certain war, yet 

commentators usually overlooked Taiwan’s importance as a key, “non-state” player in the 

Overseas Chinese Business Sphere and the processes of economic integration in East Asia. 

China attempted to accommodate the US in relation to Taiwan, pinning hopes on a slow 

process of creeping reunification rather than a violent takeover. Unwillingly, China also 

downplayed disputes with ASEAN over the South China Sea, which was made all the more 

difficult by US declarations of interest during the Obama Administration in resolving regional 

disputes. 

The US and Chinese economies were linked sufficiently to ensure that military conflict 

would be mutually disastrous. Hence, they did not challenge each other over Taiwan, or the 

South China and East China Seas. I concluded that China and the US did not constitute a 

military “threat” to each other, as realists argue.  

In the East China Sea, matters were complicated by poor political relations between China 

and Japan, and in this context it was a zone of rivalry for the sake of domestic approval as 

much as maintaining face at the international level. At the same time, relations did not 

deteriorate to the point of armed conflict, where a state of effective stalemate obtained. 
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The thesis suggested that, from China’s point of view, there was no compelling reason to 

take military action to overturn the status quo, and strong political and economic reasons 

not to. For as long as China was able to exercise some control over events, it preferred the 

route of stability while accepting that this also meant stalemate. However, it should be 

emphasised that the situation could have changed easily if events ran beyond the control of 

the great powers and the ARF. Particularly precarious was Taiwan; if a Taiwanese 

government declared unilateral independence, with or without US support, China would 

almost certainly not accept such a turn of events, and war would be highly likely. 

The thesis pointed to the emergence of a number of salient issues in Asian security. 

Traditional “Northeast” Asian challenges were enmeshed increasingly with Southeast Asian 

regionalism. If there is to be an East Asian security community by 2015, the question posed 

by regionalisation and greater US involvement was whether the “ASEAN Way” was robust 

and resilient enough, or whether the US will pressure ASEAN to reform its ways and seek 

formal treaty solutions to the region’s security challenges. While many commentators 

criticised the “ASEAN Way” for avoiding solutions and accepting the status quo, the thesis 

concluded that ASEAN and the other regional fora will resist any moves to institutionalise 

and become a “treaty organisation”. 

The “ASEAN Way” served China and Southeast Asia well in that tensions were managed and 

prevented from escalating. The status quo in the South China Sea, attained by consensus 

building and the Declaration of Conduct, was an acceptable, though not ideal, state of 

affairs for most of the parties. Though they managed, through engagement and negotiation, 

to avoid conflict, the US signalled its intention to push the region towards “resolving 

disputes”, rather than simply “managing tensions”, by determining sovereignty and 

replacing non-binding declarations with legally-binding treaties and agreements. ASEAN, 

which welcomed US involvement in the South China Sea as a “hedge” against China, resisted 

such moves. ASEAN welcomed closer ties with China as a “hedge” against US hegemony. 

ASEAN expected all regional actors to adhere to the principles of the Treaty of Amity and 

Cooperation. 

The thesis also questioned the strategic challenges facing Japan as it dealt with a rising 

China in the context of its security treaty with the US. Japan was under pressure to pursue 
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the “ASEAN Way” and avoid direct confrontations with China for the sake of East Asian 

stability, yet there are those who argued that its security interests are served better by 

directly challenging Chinese assertiveness on the Diaoyu dispute and North Korea, 

presumably with US support. If there is to be an “Asia Pacific Century” the wrong question 

to ask was whether it will be led, and to what end, by China or the US, assuming that Japan 

cannot compete for regional leadership. It was the wrong question because any competition 

for leadership will likely end in conflict and end the “Century” before it starts. This was the 

primary challenge for East Asian regionalism, as it sought to move towards an East Asian 

Free Trade Area and East Asian “Security Community”. Such moves are the subject of the 

next thesis. 
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