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U.S.-CHINA RELATIONS: MAXIMIZING THE EF-
FECTIVENESS OF THE STRATEGIC AND
ECONOMIC DIALOGUE

THURSDAY, SEPTEMBER 10, 2009

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON ASIA, THE PACIFIC
AND THE GLOBAL ENVIRONMENT,
COMMITTEE ON FOREIGN AFFAIRS,
Washington, DC.

The subcommittee met, pursuant to notice, at 1:09 p.m. in room
2172, Rayburn House Office Building, Hon. Eni F.H. Faleomavaega
(chairman of the subcommittee) presiding.

Mr. FALEOMAVAEGA. The subcommittee hearing will come to
order. This is a hearing by the Foreign Affairs Subcommittee on
Asia, Pacific and the Global Environment. The general theme of
our discussion this afternoon is “U.S.-China Relations: Maximizing
the Effectiveness of the Strategic and Economic Dialogue.”

I will get to introducing some of our fantastic witnesses that we
have today for this afternoon’s hearing. In place of our ranking
member, the gentleman from Illinois, Mr. Manzullo, we have one
of our senior members of not only the subcommittee, but the full
committee, my good friend, the Congressman from California, Mr.
Rohrabacher, as acting ranking member this afternoon.

I will begin with my opening statement and then give time for
the ranking member for his opening statement. There may be other
members who will be coming in, and I will give them the oppor-
tunity to do the same. After that I will introduce our witnesses.

At a bilateral meeting on the sidelines of the G-20 Financial
Summit in London in April of this year, President Obama and Chi-
nese President Hu agreed that the United States and China would
work together to build a positive, cooperative and comprehensive
U.S.-China relationship for the twenty-first century.

Central to building that relationship would be the United States-
China Strategic and Economic Dialogue, or S&ED, composed of a
strategic track led by Secretary of State Hillary Clinton and Chi-
nese State Councilor Dai Bingguo and an economic track led by
Secretary of the Treasury Timothy Geithner and Chinese Vice Pre-
mier Wang Qishan.

The S&ED would aim to deepen mutually beneficial cooperation
on a range of bilateral, regional and global matters from economics,
trade and the global financial system to law enforcement, science
and technology, education, culture and health.
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In addition, the S&ED would bring together senior officials to
work cooperatively in settling conflicts and reducing tensions con-
tributing to regional and global instability, including the nuclear
programs of North Korea and Iran, problems in Afghanistan and
Pakistan and humanitarian issues in other parts of the world.

Finally, President Obama and President Hu agreed that the new
dialogue would intensify cooperation on energy, the environment
and climate change, with a specific focus on energy efficiency, re-
newable and clean energy technologies and the achievement of a
successful international climate change agreement.

The broad scope of topics to be covered by the S&ED was to be
matched by a wide breadth of participation across government
agencies. The S&ED was thus an expansion of the strategic eco-
nomic dialogue initiated by the previous administration and orga-
nized under the Department of the Treasury, which had focused
primarily on economic and environmental matters.

The S&ED would also provide a comprehensive framework for
the more than 50 ongoing United States-China governmental dia-
logues and working groups that covered issues ranging from avia-
tion and nonproliferation to food safety.

The first round of the S&ED was held in July of this year in
Washington, DC, and included senior officials from the State De-
partment, the Treasury, the White House and 12 other depart-
ments and agencies of the U.S. Government, as well as senior coun-
terparts from 15 Chinese Government agencies.

President Obama opened the meeting by noting that, and I
quote, “The relationship between the United States and China will
shape the twenty-first century, which makes it as important as any
bilateral relationship in the world.”

The Chinese clearly viewed the initial meeting of the S&ED as
a great success. In meetings I participated in last month in Beijing,
a number of senior Chinese officials all gave very positive assess-
ments of the first dialogue. Vice Premier Wang Qishan said the
meeting allowed the two sides to better define further steps they
needed to take in responding to the global financial crisis. He
called it a huge success.

Mr. Wu Bangguo, the chairman of the Standing Committee of
the National People’s Congress, noted the unprecedented depth,
scope and representation on the two sides, and said the positive
work of the first S&ED would allow China and the United States
to move forward more effectively on a wide range of issues.

Our Secretary of State, Hillary Clinton, also pointed to a number
of positive achievements resulting from the S&ED. In her closing
remarks at the Dialogue she noted the United States and China
agreed to promote stability in northeast Asia, resume the Six-Party
Talks and implement U.N. Security Resolution 1874, address ongo-
ing threats of violent extremism and nuclear proliferation, encour-
age Iran to live up to its international obligations and work toward
peace and stability in Afghanistan, Pakistan and the Middle East.

Secretary Clinton also noted that as a result of the S&ED, bilat-
eral talks on counterterrorism would be held, military-to-military
relations would be expanded, and progress was made on a global
nuclear summit that President Obama plans to convene early next
year.
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In addition, the two countries signed an MOU to enhance co-
operation on climate change, energy and the environment, which
commits both sides to achieving a successful international climate
change agreement, cooperating on adaptation strategies and devel-
oping practical solutions for both countries.

On the economic track, Secretary Geithner announced agreement
on a framework for cooperation on macroeconomic and structural
policies designed to ensure more balanced and sustainable global
growth, the building of more resilient financial and regulatory sys-
tems, the reaffirmation of the two countries’ commitment to an
open, rules-based trade and investment regime and a pledge to
work together in ensuring that international financial institutions
are provided the necessary tools and resources to respond ade-
quately to international financial challenges.

Beyond the issues themselves, the Congressional Research Serv-
ice notes that the S&ED is one of the few venues in which the Chi-
nese Ministers interact with one another across departmental juris-
dictions, which is a major benefit. Chinese Government bureauc-
racies traditionally have been stove piped, with little interdepart-
mental interaction or coordination.

The interdepartmental nature of the S&ED is important as Chi-
na’s own policy making process has become more complicated now
that the bureaucracy does not speak with a single voice and the
government must take some account of the views of the media and
the public.

Clearly the Strategic and Economic Dialogue covers an impres-
sive array of issues and challenges, and it now stands at the very
center of the bilateral relationship.

The United States is now the world’s largest economy, while
China will soon be second. We are the world’s two biggest trading
nations and the two leading emitters of greenhouses gases. China
is the top surplus country, while the United States, unfortunately,
is the largest deficit country. We thus represent the opposite sides
of the global imbalances that contributed significantly to the worst
financial crisis in generations.

While our two countries may have differences, including a petty
dispute over tire imports from China, I believe that Washington
and Beijing share interests on most of the important regional and
global issues. More to the point, there is no problem in the world
that can be addressed adequately without bilateral cooperation,
whether it be achieving lasting economic recovery and financial
stability or overcoming the substantial threat of climate change
and achieving a clean and secure energy future. These are the
problems we must address cooperatively.

Fortunately, the bilateral relationship today is in excellent
shape. In my view, the first meeting of the S&ED has laid the
groundwork for the sort of positive, cooperative and comprehensive
relationship both sides seek, and from which both countries, as well
as the region and the whole world, will benefit.

Maintaining open channels of dialogue between the United
States and China, which the S&ED does, is essential. At the same
time, since the S&ED covers such a wide range of topics and in-
volves so many government agencies, unless the process is well
managed, it may fail to achieve its promise.



4

The purpose of today’s hearing is to review the results of the first
meeting of the S&ED and to examine how the Dialogue can best
achieve its worthy goals on the many issues that are currently
under discussion between the United States and China.

I would like to turn the time now to my colleague for his opening
statement, Mr. Rohrabacher.

[The prepared statement of Mr. Faleomavaega follows:]
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At a bilateral meeting on the sidelines of the G-20 Financial Summit in London
on April 1, 2009, President Obama and Chinese President Hu agreed that the United
States and China would “work together to build a positive, cooperative and
comprehensive U.S.-China relationship for the 21% century.”

Central to building that relationship would be the U.S.-China Strategic and
Economic Dialogue, or S&ED, composed of a Strategic Track led by Secretary of State
Hillary Clinton and Chinese State Councillor Dai Bingguo, and an Economic Track led
by Secretary of the Treasury Timothy Geithner and Chinese Vice Premier Wang Qishan.
S&ED would aim to deepen mutually beneficial cooperation on a range of bilateral,
regional and global matters, from economics, trade and the global financial system to law
enforcement, science and technology, education, culture and health.

In addition, S&ED would bring together senior officials to work cooperatively in
settling conflicts and reducing tensions contributing to regional and global instability,
including the nuclear programs of North Korea and Iran, the problems in Afghanistan and
Pakistan, and humanitarian issues in other parts of the world.

Finally, Presidents Obama and Hu agreed that the new Dialogue would intensify
cooperation on energy, the environment and climate change, with a specific focus on
energy efficiency, renewable and clean energy technologies, and the achievement of a
successful international climate change agreement.

The broad scope of topics to be covered by the S& ED was to be matched by a
wide breadth of participation across governmental agencies. The S&ED was thus an
expansion of the Strategic Economic Dialogue initiated by the previous Administration



and organized under the Treasury, which had focused primarily on economic and
environmental matters. The S&ED would also provide a comprehensive framework for
the more than 50 ongoing U.S -China governmental dialogues and working groups that
covered issues ranging from aviation and non-proliferation to food safety.

The first round of the S&ED was held on July 27-28, 2009 in Washington and
included senior officials from the State Department, Treasury, the White House and
twelve other departments and agencies of the U.S. government, as well as senior
counterparts from fifteen Chinese government entities.

President Obama opened the meeting by noting that, “The relationship between
the United States and China will shape the 21* century, which makes it as important as
any bilateral relationship in the world.”

The Chinese clearly view the initial meeting of the S&ED as a great success. In
meetings I participated in last month in Beijing with a number of senior Chinese officials,
all gave very positive assessments of the first Dialogue. Wang Qishan, Vice Premier and
Chair of the Economic Track for China, said the meeting allowed the two sides to better
define further steps they needed to take in responding to the global financial crisis. He
called it a “huge success.” Wu Bangguo, Chairman of the Standing Committee of the
National People's Congress, noted the unprecedented depth, scope and representation on
the two sides, and said that the positive work at the first S&ED would allow China and
the United States to move forward more effectively on a range of issues.

Secretary Clinton also pointed to a number of positive developments resulting
from the S&ED. In her closing remarks at the Dialogue, she noted that United States and
China agreed to “promote stability in Northeast Asia, resume the Six-Party Talks, and
implement UN Security Resolution 1874, to address ongoing threats of violent extremism
and nuclear proliferation, to encourage Iran to live up to its international obligations, and
to work toward peace and stability in Afghanistan, Pakistan and the Middle East.”

She also stated that as a result of the S&ED, bilateral talks on counterterrorism
would be held, military-to-military relations would be expanded and progress was made
on a global nuclear security summit that President Obama plans to convene early next
year. In addition, the two countries signed a “Memorandum of Understanding to
Enhance Cooperation on Climate Change, Energy and the Environment,” which commits
both sides to achieving a successtul international climate change agreement, cooperating
on adaptation strategies, and developing practical solutions for both countries’ transitions
to low-carbon economies.

On the Economic Track, Secretary Geithner announced agreement on a
framework for cooperation on macroeconomic and structural policies designed to ensure
more balanced and sustainable global growth, the building of more resilient financial and
regulatory systems, a reaffirmation of the two countries” commitment to an open and
rules-based trade and investment regime, and a pledge to work together in ensuring that



international financial institutions are provided the necessary tools and resources to
respond adequately to international financial challenges.

Beyond the issues themselves, as the Congressional Research Service has noted,
the S&ED, “is one of the few venues in which PRC ministers interact... with each other
across departmental jurisdictions,” which is a major benefit as China’s “government
bureaucracies traditionally have been ‘stove-piped’ with little inter-departmental
interaction or coordination.” The interdepartmental nature of S&ED is important as
China’s own policymaking process has become more complicated now that the
bureaucracy does not speak with a single voice, and the government must take some
account of the views of the media and public.

Clearly, the Strategic and Economic Dialogue covers an impressive array of
issues and challenges, and it now stands at the very center of the bilateral relationship.
After all, the United States and China are more dependent upon one another than ever
before as trade, investment and mutual exchange have skyrocketed since normalization
30 years ago.

The United States is now the world’s largest economy while China will soon be
second. We are the world’s two biggest trading nations and the two leading emitters of
greenhouse gases. China is the top surplus country while the United States,
unfortunately, is the largest deficit country. We thus represent the opposite sides of the
global imbalances that contributed significantly to the worst financial crisis in
generations.

While our two countries may have differences — including a pending dispute over
tire imports from China — I believe that Washington and Beijing share interests on most
of the important regional and global issues. More to the point, there is no major problem
in the world that can be addressed adequately without bilateral cooperation, whether it be
achieving lasting economic recovery and financial stability, overcoming the existential
threat of climate change and achieving a clean and secure energy future.

These are the problems we must address cooperatively. Fortunately, the bilateral
relationship is today in excellent shape. And in my view, the first meeting of the S&ED
has laid the groundwork for the sort of positive, cooperative and comprehensive
relationship both sides seek, and from which both countries — as well as the region and
the whole world — will benefit.

Maintaining open channels of dialogue between the United States and China,
which the S&ED does, is essential. At the same time, since the S&ED covers such a vast
range of topics, and involves so many government agencies, unless the process is well
managed, it may fail to achieve its promise. The purpose of today’s hearing is to review
the results of first meeting of the S&ED, and to examine how the Dialogue can best
achieve its worthy goals on the many issues it covers.
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Mr. ROHRABACHER. Thank you very much, Mr. Chairman. Before
I move forward, let me just note that I believe that the people of
China are America’s greatest hope for a better world and the com-
ments that I have about the government that controls them has
nothing to do with the people of China.

The people of China, we need to see those people as our very im-
portant allies against the authoritarian government that controls
them, which I believe that government, the dictatorship in Beijing,
represents the greatest threat to America and to the western de-
mocracy’s security and prosperity in the future.

Mr. Chairman, China is playing a rogue’s role in the world. It
has become the ally of criminal governments and criminal gangs
that control various controls on various parts of the planet, wheth-
er we are talking about Burma, whether we are talking about
Sudan, Cambodia or any list of the other rogue states of the world.

They are all buddies of China, and you will find that the Chinese
are arming their friends and they are robbing the resources of peo-
ple like the people of Burma where they are letting that regime de-
stroy and dissipate the natural resources in exchange for weapons
that are then used to suppress the people, and the profits from
those natural resource rip offs are going into the pockets of a very
corrupt few.

This is a pattern throughout the world, whether it is Sudan or
Cambodia or Burma. It shows that the Chinese Government does
not reflect the values that we would expect from a country that
would have a place that we would talk to them as equals among
nations.

China continues to be the world’s greatest human rights abuser,
whether we are talking about suppression of the Uighurs and this
slow motion genocide that the Chinese have put in place to try to
destroy the Uighur nation or whether it is the people of Tibet, the
same slow motion genocide operation against the people of Tibet.

Or whether we are talking about the Falun Gong who are still
being arrested by the hundreds at times, perhaps at times by the
thousands, and thrown into prison with no due process. People just
disappear and, worse, we find that the prisons which they are
thrown into have an unexplainable source of body parts and which
they are then selling to western buyers.

This ghoulish regime needs to be recognized for what it is and
not be given the status that some people would like to give it sim-
ply because it is powerful and simply because it is a force to be
reckoned with. No, that does not mean you give someone who runs
the government like that, you don’t give gangsters, just because
they are powerful, the same respect that you would pay to demo-
cratic nations.

We need to look at China as potentially America’s worst enemy.
It is not an enemy today, it is an adversary, but it is building itself
to the point where it could be the most threatening enemy that we
have ever faced.

First of all, when we look at the economic relationship that has
been established with China it has been a disaster for the people
of the United States and a boon for those people who control the
levers of power in Beijing. What we have had is an unfair trade
relationship that we have winked and nodded and permitted, a
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partnership between America’s corporate elite and the gangsters
that run China for the benefit of our corporate elite and the benefit
of those gangsters, to the detriment of the American people.

The American people have lost millions upon millions of jobs, of
manufacturing jobs, that have been sent off to China in order to
be done by slave labor by people who have no right to form a union
and people who would be thrown in jail or murdered if they tried
to form a union in the company, not to mention the environmental
things that you have mentioned today.

China, of course, there is no democratic process in which the peo-
ple of China will try through their government to limit the exploi-
tation of the environment, unlike in other democratic societies, so
the gangsters who run that country can simply do what they please
in terms of the environment. We have had a one-way free trade
policy with them, which again has cost us millions.

We have the theft of American intellectual property rights on a
huge scale being conducted by the Chinese Government. They are
using our own technology to put us out of work and put America
into a position where our safety and security is being jeopardized.
We now see that in the expansion of the Chinese military and we
see that in the expansion of the Chinese military’s insistence on
building rockets and missiles which are demonstrably aimed at
taking out America’s satellites.

Mr. Chairman, what we need to do is face reality when it comes
to this potential threat and this potential enemy in Beijing and we
must side—we must make sure that the people of China know that
in their endeavors against this tyranny the American people are on
their side and that those corporate leaders in the United States
who have made their alliance do not represent the values and the
policies of the people of the United States.

Thank you very much.

Mr. FALEOMAVAEGA. I just want to make sure that it is corrected
in the record for my good friend from California. You don’t mean
small business owners. It is the big, corporate multinationals that
are the ones.

Mr. ROHRABACHER. Certainly. If I said small business owners 1
meant big, corporate nationals.

Mr. FALEOMAVAEGA. Okay. Very good. I thank the gentleman
from California for his statement. This is what makes America
such a beautiful democracy where you can openly dissent or dis-
agree on any given issues that you want.

MI‘.1 ROHRABACHER. Unlike in China where they will throw you
in jail.

Mr. FALEOMAVAEGA. I do thank the gentleman nevertheless.

We have two distinguished members representing the adminis-
tration at our hearing this afternoon. Mr. David Shear is currently
the deputy assistant secretary for East Asia and Pacific affairs at
the Department of State. He formerly worked as director of Chi-
nese and Mongolian affairs in the East Asia and Pacific Affairs Bu-
reau, has been a Foreign Service officer since 1982, and served in
postings in Tokyo, Beijing, Kuala Lumpur and Sapporo, Japan.

Mr. Shear was also deputy chief of mission at our Embassy in
Kuala Lumpur. He was a minister counselor at our Embassy in
Tokyo and deputy director of Korean affairs. An excellent gen-
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tleman by career. He is fluent in both Chinese and Japanese. I only
wish I could be as well.

We also have with us Mr. David Loevinger. He is currently the
executive secretary and senior coordinator for China Affairs and
the Strategic and Economic Dialogue at the United States Treasury
Department. Previous to that Mr. Loevinger served as a U.S. min-
iCs}tler counselor for financial affairs to the People’s Republic of

ina.

Also at the Treasury Department, he was the first permanent
representative in China. He was responsible for deepening United
States-China engagement on financial and macroeconomic issues,
including monetary, fiscal and exchange rate policies.

He played a leading role in the establishment of the United
States-China strategic economic dialogue, the precursor of the cur-
rent U.S.-China Strategic and Economic Dialogue. This is all se-
mantics it seems to me. He worked closely with Chinese regulators
to open new markets for United States financial service firms. The
list goes on.

Prior to his service in Beijing the gentleman was also deputy as-
sistant secretary at the Treasury for Africa, Middle East and Asia
where he advised the Secretary of the Treasury and other senior
Treasury officials on United States policies regarding the IMF, the
World Bank and regional development banks.

Prior to that position he served as a staff economist, including
also as a special assistant. My gosh. The list goes on forever on this
guy. Mr. Loevinger, we are indeed very happy that you are able to
come and join us. He worked with the IMF and is a graduate of
Dartmouth University. He completed his master’s at Harvard in
public policy at the Kennedy School.

Very, very distinguished careers for both of these gentlemen. I
look forward to hearing your testimony. Mr. Shear?

STATEMENT OF MR. DAVID SHEAR, DEPUTY ASSISTANT SEC-
RETARY, BUREAU OF EAST ASIAN AND PACIFIC AFFAIRS,
U.S. DEPARTMENT OF STATE

Mr. SHEAR. Thank you very much for the nice introduction, Mr.
Chairman, and thank you, Mr. Rohrabacher, and thank you also
for inviting me today to appear before you to discuss the first
United States-China Strategic and Economic Dialogue held at the
end of July.

I would like to provide an overview of the role of the S&ED as
we call it in our bilateral relations with China, the primary goals
of the first S&ED and the issues discussed in the S&ED strategic
track, which was chaired by Secretary Clinton.

My colleague from the Treasury Department, David Loevinger,
will speak to the economic track, and my colleague from the State
Department Bureau of Oceans, Environment and Science, Jeff
Miotke, will be prepared to take questions regarding the Memo-
randum of Understanding (MOU) on climate change discussed dur-
ing the S&ED.

The Strategic and Economic Dialogue establishes the framework
for the United States-China relationship under the Obama admin-
istration. We recognize the importance of engaging China as an im-
portant partner in addressing complicated global challenges, in-
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cluding the recent economic crisis, climate change and threats to
international security. It is critical that China meets its respon-
sibilities as a global stakeholder and contributes to the solution to
these problems.

The S&ED brings together top United States and Chinese polit-
ical and economic leaders to outline opportunities for cooperation
and engage in frank discussions of priorities for our bilateral rela-
tionship. The dialogue enables us to work together to build trust,
strengthen cooperation and resolve our differences. And we have no
illusions about our differences; all of these activities serve our com-
mon interests.

The S&ED is not the beginning of a G—2 structure. Both coun-
tries recognize that we can’t solve the world’s problems bilaterally.
What the Dialogue does is provide a framework for the United
States and China to deal with these challenges as responsible glob-
al cooperators and open up paths of communication on global issues
of common concern.

We had three primary goals for the first S&ED, all of which I
think we achieved. First, the S&ED served as a prime opportunity
for our senior officials to get to know their Chinese counterparts,
a necessary first meeting that will lay the foundation for effective
cooperation for the next 4 years.

The first dialogue allowed face-to-face interaction among not only
the four co-chairs—Secretary Clinton, Secretary Geithner, Vice Pre-
mier Wang Qishan and State Councilor Dai Bingguo, but also over
20 officials of cabinet rank from each side. We held frank discus-
sions on a variety of issues, including those sensitive to the Chi-
nese such as human rights, Xinjiang and Tibet.

Secondly, by mobilizing the whole of government on each side,
the S&ED enabled discussions on issues that cut across agencies,
including the full range of economic, regional, global and environ-
mental challenges

Third, the S&ED set the agenda for our future engagement with
China by giving our senior officials the opportunity to convey prior-
ities of the Obama administration. The S&ED set the tone and
framework for our major bilateral initiative with China, including
a number of subdialogues.

With regard to the strategic track, it basically consisted of four
areas. We discussed bilateral relations; international security
issues such as nonproliferation and counterterrorism; global issues,
including health, development, energy and global institutions; and
regional security issues in North Korea, Afghanistan, Pakistan and
Iran. Climate change, clean energy and the environment were ad-
dressed in separate special sessions.

Some of the key highlights of the strategic track include first, the
climate change, energy and environment MOU which elevates the
importance of climate change in our bilateral relationship.

Second, both sides agreed to enhance efforts in promoting re-
gional stability. On North Korea, we affirmed the importance of the
Six-Party talks and continuing efforts to achieve denuclearization
of the Korean Peninsula. On Afghanistan and Pakistan, the two
sides pledged to increase coordination to jointly promote stability
and development in the region. On Sudan, both sides expressed our
willingness to increase coordination and consultation to jointly seek
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an early and enduring comprehensive political settlement of the
Darfur issue and promote the north/south peace process.

In discussions on international security issues, both sides noted
their shared opposition to terrorism and agreed to hold the next
counterterrorism subdialogue this week actually, September 14 and
15. We discussed the upcoming 2010 Nuclear Nonproliferation
Treaty Review Conference and the Conference on Disarmament
and exchanged views on the Global Nuclear Security Summit pro-
posed by the United States for March of next year.

On other global issues of common concern, both sides agreed to
further dialogue in cooperation on promoting global sustainable de-
velopment, including strengthening global institutions and govern-
ment, addressing public health challenges and future discussion of
cooperation on poverty alleviation around the world.

The two sides held frank discussions on human rights. Secretary
Clinton raised U.S. concerns about recent violence in Xinjiang and
discussed ways to enhance mutual understanding and positive co-
operation on human rights issues. Both sides agreed to reconvene
the U.S.-China legal experts dialogue and will seek to hold the next
human rights dialogue before the end of the year.

We have no illusions about how the Chinese treat their people.
We have a strong interest in improvement of human rights in
China, and we make our views crystal clear—absolutely clear—to
the Chinese at every possible opportunity, and we took that oppor-
tunity during the S&ED to do so this time around and will do so
in the future as well.

On bilateral military-to-military relations, the two sides wel-
comed recent improvements in military-to-military relations and
agreed that the two militaries would expand exchanges at all lev-
els.

Over the next year, U.S. senior officials will take full advantage
of a packed bilateral political calendar to follow through on S&ED
objectives. High level bilateral engagements over the next few
months include the President’s visit to Beijing in November, sev-
eral energy and environment meetings leading up to Copenhagen
and technical consultations on counterterrorism and human rights.

The Strategic and Economic Dialogue has created both a stra-
tegic guideline and a catalyst for the United States and China to
address complex global challenges. I would like to conclude my re-
marks here, Mr. Chairman, and thank you again for the oppor-
tunity to testify today on this important topic.

[The prepared statement of Mr. Shear follows:]
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U.S.-CHINA RELATIONS: MAXIMIZING THE EFFECTIVENESS OF THE
STRATEGIC AND ECONOMIC DIALOGUE

Chairman Faleomavaega, Mr. Manzullo, and Members of the Subcommittee,
thank you for inviting me to appear before you today to discuss the first U.S.-
China Strategic and Economic Dialogue (S&ED) held in Washington on July
27and 28. 1 will provide an overview of the role of the S&ED in our bilateral
relations with China, the primary goals of the first S&ED, the issues discussed and
achievements of the S&ED Strategic Track, and next steps. Dave Loevinger,
Treasury’s Executive Secretary and Senior Coordinator for China and the S&ED
will speak to the Economic Track. Iam also joined by State Department Deputy
Assistant Secretary Jeff Miotke, who is prepared to take questions regarding the
Memorandum of Understanding on climate change signed during the S&ED.

The Role of the S&ED

The Strategic and Economic Dialogue establishes the framework for the
U.S.-China relationship under the new Administration. We recognize the
importance of engaging China as an important partner in meeting the complex
global challenges our two countries face. It is critical that we reinforce the
message to China that with its increased influence comes increased responsibility.
China must meet its responsibilities as a global stakeholder and contribute to the
solutions to global challenges, such as the recent economic crisis, climate change,
and threats to international security--challenges that cannot be met without
cooperation between our two countries. During a discussion of U.S.-China
relations and global issues of common interest at a bilateral meeting in April,
President Barack Obama and President Hu Jintao agreed to work toward a positive,
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cooperative, and comprehensive U.S .-China relationship for the 21st century.
They established the U.S.-China Strategic and Economic Dialogue as the
mechanism to advance that relationship.

The S&ED brings together top political and economic leaders from both
sides to outline opportunities for cooperation and engage in frank discussions of
priorities for our bilateral relationship. Our two countries are already cooperating
in a number of areas by promoting global economic recovery and international
financial reforms, combating piracy in the Gulf of Aden, working to curb nuclear
proliferation by North Korea and Iran, seeking clean energy solutions that can curb
CO2 emissions, and cooperating on regional stability in South Asia. While we will
not always agree on all issues, the Dialogue enables us to work together to resolve
our differences, to build trust, and to strengthen cooperation, all of which serves
our common interest.

T would like to emphasize at the outset that the S&ED is not the beginning of
a G2 structure. Both countries recognize that we cannot solve the world’s
problems bilaterally. What the Strategic and Economic Dialogue does is to
provide a framework for the U.S. and China to deal with these challenges as
responsible global stakeholders and open up paths of communication on global
issues of common concern.

Goals of the S&ED

We had three primary goals for the first S&ED, all of which were
accomplished:

First, the S&ED served as a prime opportunity for our senior officials to get
to know their Chinese counterparts, a necessary first meeting that allows for more
effective engagement on issues over the next four years. Having our Chinese
counterparts understand the Administration’s positions and priorities was one of
the most valuable results of the Dialogue. The presence of President Obama at the
opening and in the leaders’ meetings further highlighted to the Chinese the
significance of the Strategic and Economic Dialogue for the new Administration.
The first Dialogue also provided an opportunity not only for the four co-chairs,
Secretary of State Clinton and Secretary of the Treasury Geithner, Vice Premier
Wang Qishan, and State Councilor Dai, but also for over 20 officials of cabinet-
rank from each side to meet face-to-face and to discuss a range of substantive
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issues. By bringing these senior officials together in one location in both formal
and informal settings, the S&ED enabled frank and candid discussions on a
number of issues, including those sensitive to the Chinese such as human rights
and Xinjiang.

Second, the Strategic and Economic Dialogue mobilized the whole of
government on each side by incorporating the full range of economic, regional,
global, and environmental challenges that require action by both countries in order
to attain progress. By employing a whole-of-government approach, the S&ED
allowed us to discuss with Chinese officials issues that cut across agencies, such as
climate change and international security. With the right people at the table,
discussions at the S&ED served to energize sub-dialogues by bringing issues to the
attention of senior officials from multiple agencies.

The Strategic and Economic Dialogue complements and adds additional
force to the many existing bilateral dialogues that we have with China. The
S&ED sets the tone and framework for these sub-dialogues, which incorporate the
priorities developed at the S&ED. It was designed to meet once a year to give
room for these sub-dialogues to grow. Also, holding the S&ED once a year allows
us to get away from an event-planning mentality and move toward building a
regular process of robust engagement and consideration of broader topics of long-
term, strategic concern.

Third, the S&ED set the agenda for our future engagement with China by
giving our senior officials the opportunity to voice the priorities of the new
Administration. Climate change, for example, was addressed at a senior level
unprecedented in U.S.-China discussions and resulted in the signing of an MOU
that lays a solid foundation for cooperation on climate change as we move toward
Copenhagen.

Overview and Achievements of the Strategic Track

The Strategic Track of the S&ED consists of four pillars: 1) bilateral
relations (people-to-people exchanges); 2) international security issues (non-
proliferation, counterterrorism); 3) global issues (health, development, energy,
global institutions); and 4) regional security and stability issues
(Afghanistan/Pakistan, Iran, DPRK). As part of the Strategic Track, we also
discussed climate change, clean energy, and the environment in separate special
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sessions. The Joint Press Release on the U.S .-China Strategic and Economic
Dialogue documents the wide range of issues discussed and is located on the State
Department website at www.state.gov.

Some key highlights from the Strategic Track include:

o Climate Change, Iinergy, and Environment MOU. The Memorandum of
Understanding (MOU) signed during the S&ED elevates the importance of
climate change in our bilateral relationship, recommits the United States and
China to reach a successful international agreement, and expands
cooperation to accelerate the transition to a sustainable low-carbon global
economy. The MOU establishes an ongoing dialogue on what both
countries are doing to reduce emissions and to advance international climate
negotiations ahead of the UN climate change conference in Copenhagen. In
addition, the MOU expands and enhances cooperation between the United
States and China on clean and efficient energy and environmental protection.
Discussion of specific emissions reduction targets are not a part of this
agreement, nor were they meant to be. In the MOU the U.S. and China
commit to respond vigorously to the challenges of energy security, climate
change and environmental protection through ambitious domestic action and
international cooperation.

e North Korea. The two sides affirmed the importance of the Six-Party Talks
and continuing efforts to achieve denuclearization of the Korean Peninsula.
They emphasized the importance of implementing UN Security Council
Resolution 1874 and resolving the nuclear issue on the Peninsula through
peaceful means. Both sides agreed to increase their efforts for the early
realization of these goals.

o South Asia. The two sides pledged to increase coordination to jointly
promote stability and development in Afghanistan and Pakistan.

o Sudan. The two sides expressed their willingness to increase coordination
and consultation on the issue of Sudan to jointly seek an early and enduring
comprehensive political settlement of the Darfur issue and promote the
peace process between the north and the south of Sudan.
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Counter-Terrorism. Both sides noted their shared opposition to terrorism.
The United States proposed dates to hold the next round of the U.S.-China
Counter-Terrorism Sub-Dialogue this year, and China expressed interest in
holding the Sub-Dialogue in that timeframe. The Sub-Dialogue has been
scheduled for September 14-15, 2009.

Non-Proliferation. The two sides pledged to work collaboratively to
strengthen global non-proliferation and arms control regimes. They
discussed the upcoming 2010 Nuclear Nonproliferation Treaty (NPT)
Review Conference and the Conference on Disarmament (CD) and
exchanged views on the Global Nuclear Security Summit proposed by the
United States.

Military-to-Military Relations. The two sides welcomed recent
improvements in military-to-military relations and agreed that the two
militaries would expand exchanges at all levels. The dialogue included the
participation of a People’s Liberation Army (PLA) representative who, on
behalf of PLA General Xu Caihou, Vice Chairman of the Central Military
Commission, accepted Secretary of Defense Gates’ invitation to visit the
United States during the last week of October. There is a set of official
military-to-military exchanges that is separate from the S&ED.

Human Rights. The two sides also discussed ways to enhance mutual
understanding and positive cooperation on human rights issues through our
Human Rights Dialogue and other initiatives on the basis of equality and
mutual respect. In light of the importance of the rule of law to our two
countries, the United States and China decided to reconvene the U.S.-China
Legal Experts Dialogue and will seek to hold the next Human Rights
Dialogue before the end of the year.

Energy Security. We agreed to future dialogue on strategic petroleum
reserve cooperation and increased transparency in energy markets.

Global Issues. The two sides agreed to further dialogue and cooperation on
promoting global sustainable development, including strengthening global
institutions and governance, addressing public health challenges, and future
discussion of cooperation on poverty alleviation around the world.
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Next Steps

Over the next year, we will be working on priority issues identified at the
S&ED in our various bilateral initiatives with China, including several sub-
dialogues and meetings between cabinet and sub-cabinet level officials. The
results of these meetings will feed into the planning for the second S&ED next
year in Beijing. High-level bilateral engagements over the next few months
including the President’s visit to Beijing in November, several energy and
environment meetings leading up to Copenhagen, a sub-dialogue on
counterterrorism, and a human rights dialogue. The messages and priorities from
the S&ED will help to guide these interactions, and vice versa.

Thank you, again, for the opportunity to testify today on this important topic.
I welcome your questions.

Mr. FALEOMAVAEGA. Thank you, Mr. Shear.
Mr. Loevinger, for your testimony?

STATEMENT OF MR. DAVID LOEVINGER, EXECUTIVE SEC-
RETARY AND SENIOR COORDINATOR FOR CHINA AFFAIRS,
AND THE STRATEGIC AND ECONOMIC DIALOGUE, U.S. DE-
PARTMENT OF TREASURY

Mr. LOEVINGER. Thank you, Mr. Chairman, Congressman Rohr-
abacher. I want to thank you for the invitation to come and speak
to you today about the United States-China Strategic and Eco-
nomic Dialogue and more broadly our bilateral economic relation-
ship.

The S&ED that President Obama and President Hu initiated in
April recognizes that cooperation between China and the United
States is vital not only for the well being and prosperity of our two
nations, but also for the health and stability of the global economy.

Given that my colleague, David Shear, has talked about the stra-
tegic dialogue, I am going to focus my remarks on the economic
track of the S&ED. The economic track provides a framework for
promoting productive bilateral economic engagement in core U.S.
interests. As Secretary Geithner told the Chinese at the S&ED, the
United States and China may not always agree on economic issues,
but the S&ED provides a platform for narrowing our differences
and reinforcing our common interests, both bilaterally and in set-
ting the multilateral economic agenda.

The first meeting of the economic track of the S&ED was one of
the largest delegations from any foreign country in the history of
our foreign relations, involving 12 United States cabinet officials
and agency heads and 15 Chinese ministers, vice ministers and
agency heads. Both sides agreed on a framework for cooperation on
economic issues based on four pillars: First, promoting a strong re-
covery and achieving more sustainable and balanced growth; sec-
ond, promoting more resilient, open and market oriented financial
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systems; third, strengthening trade and investment; and, fourth,
strengthening the international financial architecture.

On the first item, promoting a strong recovery and achieving
more sustainable and balanced growth, both sides agreed to under-
take macroeconomic and structural policies to ensure a more sus-
tainable and balanced trajectory of global growth.

China committed to policies to adjust its demand and relative
prices that will lead to more balanced trade and growth. To achieve
this, it will promote more domestic demand led growth and pursue
policies to increase the share of consumption in its GDP. It also
committed to greater development of its services sector, which will
reduce its dependence on exports in heavy industry and support its
transition to a greener economy.

Second, we focused on building more resilient and market ori-
ented financial and regulatory systems. China agreed to a range of
measures, including promoting consumer finance, allowing for-
eigners to invest more in China’s capital markets, increasing the
number of foreign joint venture securities companies and allowing
foreign banks incorporated in China to underwrite corporate bonds
on China’s interbank bond market.

This will not only create market opportunities for United States
financial services firms, but by creating a more developed and mar-
ket oriented financial system it will boost the incomes of Chinese
households and contribute to more consumption led growth.

The two sides also agreed to strengthen their cooperation on
anti-money laundering and countering the financing of terrorism,
and we will continue to encourage the Chinese to strengthen their
efforts to counter the threat of North Korea and Iran’s nuclear
weapons programs through their financial sector.

The third item was strengthening trade and investment, and the
United States and China each reaffirmed their commitment to open
and rules-based trade and investment. China committed to a range
of measures that over time will create new opportunities for United
States firms and workers.

This includes further opening of its services markets to private
investment, decentralizing its foreign investment reviews, and
China also clarified that products produced in China by foreign in-
vested enterprises will be treated the same under China’s Govern-
ment procurement regulations as products produced by Chinese
producers. China also agreed to intensify its effort to join the WTO
Government Procurement Code.

Lastly, the United States and China recognized the critical role
that the international financial institutions play in preventing and
responding to crises and ensuring more balanced global growth.
The global economy has changed fundamentally since the historic
gathering of Bretton Woods and so too must the global architecture
that bears its name.

Both sides committed to work together to ensure that the inter-
national financial institutions have the requisite resources and
tools to address today’s challenges, and we will work together with
China to ensure China’s full engagement and representation in the
design of key multilateral arrangements and groupings, including
the G-20, the Financial Stability Board and the international fi-
nancial institutions.
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As Mr. Shear said, while the S&ED is going to meet annually,
having agreed on priorities and broad policy commitments, the
word of the S&ED is going to continue throughout the year. On the
economic side we will work closely with our colleagues at Com-
merce and USTR on the Joint Committee on Commerce and Trade
and through a range of other deputy level and staff level groupings.

Throughout the year we intend to consult with and seek the ad-
vice of Congress, including members of this committee and your
staff, U.S. businesses, labor and other groups affected by United
States-China relations. Thank you.

[The prepared statement of Mr. Loevinger follows:]
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Chairman Faleomavaega, Ranking Member Manzullo, thank you for the invitation to
speak to you today about the U.S.-China Strategic and Economic Dialogue, and the
United States economic relationship with China.

Framework for the U.S.-China Economic Relationship

Building upon President Obama’s call for a positive, cooperative, and comprehensive
relationship, the U.S.-China Strategic and Economic Dialogue (S&ED) that President
Obama and President Hu initiated in April recognizes that cooperation between China
and the United States is vital not only to the well being of our two nations but also the
health of the global economy. Today 1 will speak mainly about the Economic Track of
the S&D and leave discussion of the Strategic Track to my colleague, David Shear.

In my testimony, T will provide a brief overview of the Economic Track of the S&ED, its
objectives and achievements, and discuss how the S&ED fits into the overall
management of U.S.-China economic relations.

S&ED Economic Track Overview

In the last few years the frequency, intensity, and importance of U.S.-China economic
engagements have multiplied. China and the United States individually, and together, are
important enough in the global economy that what we do has a direct impact on the
stability and strength of the intemational economic system. Both nations have an
obligation to ensure that our policies and actions promote balanced, sustainable global
growth going forward.

The Economic Track of the S&ED provides a framework for promoting productive
bilateral economic engagement and core U.S. interests. As Secretary Geithner said to the
Chinese at the S&ED, “the United States and China may not always agree on economic
issues, but the S&ED provides a platform for narrowing our differences and reinforcing
our common interests, both bilaterally and in setting the multilateral economic agenda.”



22

1I’d like to discuss the first meeting of the Economic Track of the U.S.-China Strategic
and Economic Dialogue, held on July 27 and 28, in which one of the largest delegations
in the history of our bilateral relations met for two days, involving twelve U.S. economic
Cabinet officials and agency heads and 15 Chinese Ministers, Vice Ministers and agency
heads.

Both sides agreed on a framework for cooperation on economic issues based on four
pillars: 1) promoting a strong recovery and achieving more sustainable, balanced growth,
i) promoting more resilient, open, and market-oriented financial systems, iii)
strengthening trade and investment, and iv) strengthening the international financial
architecture.

Promoting a Strong Recovery and Achieving More Sustainable, Balanced Growth

First, we will undertake macroeconomic and structural policies to ensure a more
sustainable and balanced trajectory of global growth.

In the United States, the current account has fallen and private savings rates have risen to
historical average levels, and we will take steps to sustain and reinforce these

trends. President Obama has committed to lowering the federal deficit to sustainable
levels once recovery is firmly established. The Administration is committed to
investments in energy, education and health care that will rebuild the American economy
on a firmer foundation going forward.

China will rebalance towards domestic demand-led growth and increase the share of
consumption in GDP. Policies to enable adjustment of demand and relative prices will
lead to more balanced trade and growth. Greater development of China’s services sector
and the shift away from dependence on exports and heavy industry will have a powerful
effect not only on rebalancing but also supporting the transition to a green economy.

Promoting More Resilient, Open, and Market Oriented Financial Systems

Second, we focused on the importance of building more resilient and market-oriented
financial and regulatory systems. The United States underlined its commitment to
stronger regulation and supervision of the financial system. China agreed to undertake
specific measures, including promoting consumer finance; allowing foreigners to invest
more in China’s capital markets; increasing the number of foreign joint-venture securities
companies that can participate in brokerage, proprietary trading and advisory services;
allowing foreign banks incorporated in China to underwrite corporate bonds on China’s
inter-bank market on the same basis as Chinese banks; and allowing qualified overseas
companies to list on Chinese stock markets and promote the listing of Chinese companies
on U.S. stock markets.

This will not only create market opportunities for U.S. financial services firms, but creating a
more developed and market-oriented Chinese financial sector through such measures as
liberalizing interest rates and creating a wider variety of financial products and services, will
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help boost the incomes of Chinese households and contribute to more consumption-led
growth.

The two sides also agreed to strengthen their cooperation on anti-money laundering and
countering the financing of terrorism, and we will continue to encourage the Chinese to
strengthen efforts to counter the threat of North Korea and Iran’s nuclear weapons
program.

Strengthening Trade and Investment

Third, the U.S. and China each reaffirmed their commitment to open and rules-based
trade and investment. China committed to a range of measures that over time will create
new opportunities for U.S. firms and workers through increased trade and investment.
China announced its intention to further open its service markets to private investment,
and decentralize its foreign investment reviews, including by raising the dollar threshold
of foreign investments that requires central government review. Chinese authorities also
clarified that products produced in China by foreign-invested enterprises will be treated
the same under China’s government procurement regulations as products produced by
Chinese producers, and also agreed to intensify efforts to join the WTO Government
Procurement Agreement.

Strengthening the International Financial Architecture

Fourth, the United States and China recognized the critical role of the international
financial institutions in preventing and responding to crisis and ensuring balanced global
growth. The global economy has fundamentally changed since the historic gathering at
Bretton Woods and so too must the global architecture that bears its name. We
committed to work together to ensure the international financial institutions have the
requisite resources and tools to address today’s challenges. We will work together to
ensure China’s full engagement and representation in the design of key multilateral
agreements and groupings, such as the G20, the Financial Stability Board, and the
international financial institutions.

How the S&ED Fits into the Management of U.S.-China Economic Relations

While the S&ED will meet annually, having agreed on priorities and broad policy
commitments, the work of the S&ED will continue throughout the year, through
coordination with other bilateral economic fora such as the JCCT and Deputy and staff’
led working-groups. Treasury will lead efforts to promote reforms of macroeconomic
and financial policies, and the international financial institutions, through the Joint
Economic Committee (JEC) and the Financial Stability Working Group (FSWG). The
Investment Forum, co-led by Treasury, State, Commerce, and USTR, will promote open
investment policies. Frequent and constructive interactions with Chinese finance and
economic officials in multilateral settings such as the G20, IMF and World Bank annual
meetings, and Asia Pacific Economic Cooperation (APEC) meetings, provide further
opportunities to enhance our cooperation. At the S&ED, the U.S. and China also agreed
to continue a range of other bilateral economic dialogue mechanisms on banking

3
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supervision, transportation, communications, postal reform, health, agriculture and labor
issues.

And throughout the year we intend to consult with and seek the advice of Congress,
including members of this Committee and your stafts, U.S. businesses, labor, and other
groups affected by U.S.-China relations.

Thank you again for the opportunity to appear before you on this important topic and 1
would be happy to take any questions you have.
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Mr. FALEOMAVAEGA. Thank you, Mr. Loevinger.

We are joined this afternoon also by one of our distinguished
members, Mr. Inglis. I wanted to ask him if he has an opening
statement he would like to share with us?

All right. We are going to open now with questions, and I will
defer to my good friend, the gentleman from California. At a later
time I will ask my series of questions.

Mr. ROHRABACHER. Thank you very much, Mr. Chairman.

Mr. Shear, and I appreciate your addressing my specific points
on human rights in your opening statement, and you seemed rath-
er adamant about that we are actually serious about human rights
in the complaints we make to China. Can you tell me what con-
sequences the regime in Beijing suffers?

What have we put forward to say you know, these are human
rights abuses and because you are doing that you are paying this
consequence for it? What have we offered them as a suggestion
that we really are serious about it rather than just using words?

Mr. SHEAR. Thank you, Congressman. We made it clear to the
Chinese that, for example, in the case with regard to religious free-
dom that all modern, civilized countries implement religious free-
dom vigorously and that countries that do not suffer in terms of
opeﬁlness and the vitality of their society and their economies as
well.

We have made it clear to the Chinese that the restriction of in-
formation on the internet, for example, not only results in a society
which is less well informed, but in an economy that is less efficient.

Mr. ROHRABACHER. But we haven’t said there is no direct cor-
relation between the Chinese regime continuing to commit these
human rights abuses and any specific policy of the United States
Government. There is no correlation there at all. Is that correct?

Mr. SHEAR. My understanding, Congressman, is that, for exam-
ple, the Chinese still remain under the Tiananmen Sanctions Act,
which limits a variety of exchanges with the Chinese, including
some exports of United States law enforcement equipment and
commercial space cooperation as well, so in that regard the Chinese
have seen some consequences with regard to their treatment of
human rights.

On the general question

Mr. ROHRABACHER. Right.

Mr. SHEAR [continuing]. We are very strong in making represen-
tations on these subjects to the Chinese. I think that we have
achieved some successes.

Mr. ROHRABACHER. Pardon me. I only have a very short period
of time to ask questions, and I have to go to——

Mr. SHEAR. Understood.

Mr. ROHRABACHER. I would suggest that talking strong and not
following up with a specific consequence has exactly the opposite
impact that diplomats would like us to believe.

Unless there is something that backs up somebody’s words, if we
continue to talk tough but there are no further consequences other
than what happened right after Tiananmen Square and at the
same time Americans are stumbling over themselves to invest cap-
ital in and build an economy in China, don’t you think that basi-
cally gives the Chinese the opposite impression that really Ameri-
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cans are just using a bunch of words when in reality all they care
about is making money?

Mr. SHEAR. We don’t let up on the Chinese on human rights
issues, Congressman. The Chinese understand very clearly what
we think on these issues, and I think our exchanges with them on
this subject have had positive effects.

I think Chinese rule of law has improved over the past several
decades. They have a long way to go in this regard.

Mr. ROHRABACHER. Right. Are there any opposition parties in
China?

Mr. SHEAR. There are no legitimate opposition parties.

Mr. ROHRABACHER. Is there a free press in China?

Mr. SHEAR. The press is highly restricted.

Mr. ROHRABACHER. Okay. Is the Falun Gong free to have their
organization without having their members thrown in jail?

Mr. SHEAR. No, it is not.

Mr. ROHRABACHER. All right. So I don’t think we have seen very
much, and yet at the same time we have seen massive increases
and exchanges of money, of people investing money from the
United States in building a manufacturing base which puts our
people out of work and enriches that regime. That is kind of a big-
ger message than all the words we can use.

Let me ask you about that. The President last night said that we
have been losing 750,000 jobs a month in our current economic sit-
uation. How many of those jobs have been going to China?

Mr. SHEAR. I can’t answer that question, Congressman, but I
know that the $73 billion in exports we sent to China last year also
accounted for thousands of American jobs.

Mr. ROHRABACHER. Sure. And what was the offset there? It was
$73 billion or $43 billion we are exporting, and how much is it we
importing?

Mr. SHEAR. I think we imported $256 billion in Chinese goods
last year.

Mr. ROHRABACHER. All right. And you think that didn’t cost any
American jobs? Well, I think that we could suggest that.

Why is it that they have gotten away with that so long? Why is
it that for so long we have had a one-way free trade policy that has
permitted, from what you just described, a five to one ratio—it may
be even more than that—of exports or imports to exports?

Mr. SHEAR. Just a general point, Congressman, and then I would
like to turn the microphone over to Mr. Loevinger, but this admin-
istration is committed to doing everything we can to foster Amer-
ican industry and help the American worker.

We have taken action both within the WTO and bilaterally on
trade issues with China, and, as I say, we have had some suc-
cesses.

Mr. ROHRABACHER. You will have my support at that point. My
last question

Mr. FALEOMAVAEGA. Will the gentleman yield?

Mr. ROHRABACHER. Certainly.

Mr. FALEOMAVAEGA. I recall that it was in 2007 China exported
to the United States over $340 billion worth of goods.

And I am curious. Mr. Loevinger will help us. Out of those goods
that were manufactured in China, how many United States multi-
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nationals were involved in the manufacturing process in terms of
the number of jobs that were sent overseas, sponsored heavily by
our own multinationals?

I am curious. Of that $340 billion of Chinese imports, how much
was that percentage produced by our own American corporate enti-
ties that are doing business in China because of cheap labor and
all this other stuff that comes with it?

Mr. LOEVINGER. Thank you, Mr. Chairman. Roughly about 60
percent of China’s exports are produced by multinational corpora-
tions. My impression is the biggest foreign investors are from Tai-
wan, Japan and Korea, but also the United States is a very impor-
tant foreign investor in China.

But more broadly to the point you made and the point that Con-
gressman Rohrabacher made, we are concerned about these very
big trade imbalances, and this was the focus of the economic track
of the S&ED. The message to China is that its growth model is
going to have to change because there are changes going on in the
United States.

U.S. households are changing their savings behavior—we have
seen savings going up—and that if China wants to grow it is not
going to be able to depend on the United States consumer in the
way it has in the past. It is going to have to produce its own home
grown growth model. Very simply, China is going to have to con-
sume more and save less because the United States consumer is
saving more.

So how are we going to bring that about? The S&ED talked
about, and it wasn’t just talk. We got commitments from China
over the course of the next several years. That was our intent going
in was to build a framework for engagement for the rest of the ad-
ministration on ways China can bring down its very large trade im-
balances.

The exchange rate is an important part of that equation, and we
had serious and frank discussions on the exchange rate, but the ex-
change rate is only one tool. We also talked about things China can
do in the financial sector creating what we call a social safety net.

China has to establish its own health care reform, its own unem-
ployment insurance, its own way of financing education so Chinese
households feel more secure so they can save less and consume
more.

Mr. ROHRABACHER. I am very happy to hear that we have had
so much talk, and I would hope that the administration, unlike the
past administration and the administration before that and the ad-
ministration before that who also talked about many of the very
same issues, will decide to do something specific in which the Chi-
nese will feel a consequence if they are not, for example, giving us
the type of reform on currency reform that we are talking about
and the same type of trade restrictions that we face and they them-
selves are engaged, the government itself is engaged.

Let me ask that as a basic question. Is not the Chinese Govern-
ment engaged in a great effort in the United States to steal Amer-
ican technology? We are talking about espionage, economic espio-
nage. I mean, I understand there have been about 50 such situa-
tions in the last few years that we have uncovered from China
where you have
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Mr. FALEOMAVAEGA. The gentleman has one more question.

Mr. ROHRABACHER. Am I incorrect in that?

Mr. LOEVINGER. Okay. What I can tell you is we had frank dis-
cussions. There are policies that we have concerns about in China.
There are issues that the Chinese raise with us.

They think our export control policies are too tough. They think
our Sisyphus process is too tough, and we were very frank with
them that in Sisyphus we are going to protect our national secu-
rity. In our export control policies that are implemented both by
the Commerce Department and by the State Department we are
going to ensure that militarily critical technologies and dual use
technologies are protected.

Mr. ROHRABACHER. Well, to the degree that you guys are doing
that more than talking you will have my support. I wish you luck,
and we will be watching real closely, won’t we, Mr. Chairman?

Mr. FALEOMAVAEGA. Yes. I find it somewhat ironic that here we
have a country that is basically Socialist Marxist ideology in apply-
ing free market systems since Deng Xiaoping made that announce-
ment in 1978, and yet somehow they do a better job in working
their economy in a free market system when we are supposed to
be the better ones to understand how capitalism, how a free mar-
ket, should work in such a way that we find ourselves in a worse
situation than the Chinese.

Am I missing something here? Because it seems that the Chinese
are telling us how to properly implement a free market system be-
cause, apparently, despite all this world crisis, economic crisis, Chi-
na’s economy seems to be the most stable. Yet it is a not a capital-
istic society. Could you help me reconcile this irony?

Mr. LOEVINGER. I would be happy to. Without a doubt the growth
that China has achieved since Deng Xiaoping instituted the re-
forms 30 years ago has been one of the most notable economic suc-
cess stories in history. Without a doubt, the Chinese people, their
lot has been improving. More people now are richer in China than
they have ever been.

At the same time, I respectfully disagree that I don’t think when
you compare the United States to China we have to give anything
to the Chinese. The big imbalances we see in China are as much
an indication of their weaknesses that Chinese households can’t
consume. They feel they have to save because they don’t have the
whole set of systems that we have set up in the U.S.

Mr. FALEOMAVAEGA. What I meant, Mr. Loevinger, is that I am
not an economist, but the financial crisis that we find ourselves in,
something happened on Wall Street. The derivatives and all this
came about, lack of regulatory authority on the part of government
to enforce what was supposed to be to keep an eye on greed, if that
is a better way of saying it. I suppose the extreme of capitalism,
you become greedy and you forget the rules and that is how we
ended up where we are.

Now, I may be wrong in my laymen’s terms of defining that. I
mean, you have to give some credit to the Chinese for their success
in doing whatever they have done in making their economy now
second or near second now only to our economy, so that is what I
am trying to say here.
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They seem to have done a better job in not only controlling the
economic situation with the annual growth rate now at 8 percent,
and we are suffering right now in terms of all the jobs lost, the re-
cession and all of that, so I was just trying to dig into that.

Mr. LOEVINGER. Yes. Let me make three quick points.

Mr. FALEOMAVAEGA. Yes.

Mr. LOEVINGER. Obviously a lot of mistakes were made in the
U.S. and Secretary Geithner is going to work very closely with Con-
gress on reforming our financial supervision and regulation to
make sure those mistakes don’t happen again.

Secondly, China did not have the financial crisis, but part of the
reason is China’s financial sector is much less developed than ours,
and that has its own problems for Chinese households. It is much
harder to go to a store and pay with a credit card. It is much hard-
er to get a loan to buy a home or finance schooling in China than
it is in the United States.

Mr. FALEOMAVAEGA. I think that is understandable. I think our
overall GDP right now is about $19 trillion to China’s what, $3 tril-
lion or $4 trillion, so understandably, our economy is still number
one in the world.

On the S&ED, it sounded more like a G-2 that we are taking all
the world’s issues it seems. Are you sensing any sense of resent-
ment maybe from some of our closest allies? Do they ask, “How
come we are not part of the team?”

Is there a sense of exclusivity involved here where now only
China and the United States are solving the world’s problems and
without consultations with our allies or the other forums that may
have similar problems?

Are we taking too much into this or are we streamlining it bet-
ter, defining our priorities? Not just for China. We are talking
about regional issues. We are talking about world issues. Shouldn’t
others also be active participants in the process?

Mr. SHEAR. Mr. Chairman?

Mr. FALEOMAVAEGA. Mr. Shear?

Mr. SHEAR. Secretary Clinton has said that we are not in a
multipolar world now; we are in a multipartner world. And China,
as one of the world’s great powers, one of the world’s great trading
nations, is one of those essential partners in our efforts to address
issues like climate and the global financial crisis.

But it is not the only partner. We will be working together close-
ly particularly with our allies in Europe and in East Asia to ad-
dress these issues as well. In East Asia we will be working closely
with our Japanese, our South Korean and our other allies, particu-
larly as the new Japanese Government comes in.

We will be consulting with them closely. We will be cooperating
with them intensively, and we will be keeping them fully informed
of what we are doing with our other partners, including China.

Mr. FALEOMAVAEGA. I was in Korea recently, and I noticed with
interest the fact that there is no other country that has more influ-
ence on the situation in North Korea than China. There is no other
country in the world that has more influence on the situation in
South Korea than the United States.

So my question: Where does it say in the Bible that there must
be Six-Party Talks? Why not just China and the United States and
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two Koreas? Where does Russia have an interest in the process?
Japan now is introducing a collateral issue that has nothing to do
with denuclearization, which to me kind of puts a puncture there
on the process of Six-Party Talks. Do you care to comment on that?

Mr. SHEAR. All members of the Six-Party Talks——

Mr. FALEOMAVAEGA. And by the way, how do you denuclearize a
country that already has in its possession 10 nuclear bombs like
North Korea? Did we do that to Pakistan? Did we do that to India?
Why are we singling out North Korea to denuclearize when it al-
ready has the nuclear bomb, may I ask?

Mr. SHEAR. On your first question with regard to Six-Party
Talks, we think that all parties with a vital interest in peace and
stability and denuclearization on the Korean Peninsula should be
involved in this process. The six parties are the countries closest
to the Korean Peninsula and with the strongest interest in these
issues.

I think we have worked closely through the Six-Party process.
We want the Six-Party process to continue. The Chinese do as well.
The Chinese have a variety of interests on the Korean Peninsula,
including the denuclearization of North Korea, but also including
stability and avoiding a large flow of North Korean refugees across
the border.

We have addressed all these issues within the context of the Six-
Party process. We hope the North Koreans will come back to the
Six-Party table as soon as possible as we rigorously implement the
sanctions under Security Council Resolution 1874.

Mr. FALEOMAVAEGA. My apologies. My time is up.

Mr. Royce?

Mr. ROYCE. Thank you, Mr. Chairman. Let us stick on that issue
for a minute with respect to North Korea because China is North
Korea’s gateway to the outside world, right? I mean, China props
up North Korea. That is the reality.

Now, you say that China recognizes the latest U.N. Security
Council resolution. I am trying to figure out what that means. Does
that mean that China is giving us adequate assistance on North
Korean financial activity? Because it doesn’t look that way.

Mr. SHEAR. I will defer to Mr. Loevinger on the subject of finan-
cial activity, but in general terms China worked with us in the Se-
curity Council to produce one of the strongest sanctions resolutions
on North Korea yet. That is the result of lengthy cooperation and
consultation with the Chinese within the Security Council on a suc-
cession of Security Council resolutions on this subject.

With regard to implementation, we have consulted closely with
the Chinese on this. We have urged them to implement the sanc-
tions vigorously. I think the Chinese have done that, and we are
working with them on other measures they can take.

Mr. Royck. They are with us right up to pulling back on eco-
nomic support and propping up North Korea.

Mr. SHEAR. The Chinese have restricted energy to North Korea
in the past.

Mr. Royck. But for very short periods of time, and we had some
success for a very short period of time in terms of the Banco Delta
Asia. That was an example of how you get North Korea’s attention,
but that requires the cooperation of China.
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The only point I am going to make is that your report was light
in terms of how we have tried to leverage China on North Korea.
What I would suggest to you is you spent a lot of time on these
issues with China, a whole host of them. I think we are missing
the big picture right now, which is proliferation. Once it reaches
the Euphrates River and North Korea is building reactors in Syria
virle have a proliferation problem. China is sort of the linchpin of
this.

But that takes me to another concern that I have, and I will go
to David’s testimony here. Mr. Loevinger, you said in your testi-
mony that China and the United States each reaffirmed their com-
mitment to open and rule-based trade in investment. That seems
to me a stretch because I don’t see China—I can see them reaffirm-
ing its commitment. I just don’t see any practice of it.

One of the reasons I say that, I am from California and have met
with many Chinese, Vietnamese-American, American investors,
people all over the map who are trying to do business in China,
and it is always the same story about corruption.

So after so many of these cases and reading so many of them in
the press as well, it is clear that American investors get used and
abused in China and you have officially sanctioned corruption
there. So what is the United States going to do about that? We
have got American investors basically being pifiatas, you know, and
Chinese corruption just takes a whack at them.

And what is more bothersome is that the U.S. Government, more
specifically, the Commerce Department, very deceptively promotes
China. I can’t tell you how many complaints I get from investors.
So you go to one of the many conferences they hold, and you would
think China was nirvana as they pitch this, an investor’s paradise.
That it is ripe for the picking.

These conferences are a real shame because they give
disinformation, and our commercial advocacy at the embassies and
the consulates, which are then absolutely necessary once anybody
invests, that is very, very feeble. For those of us who have worked
on constituents’ cases to try to get any justice done, you and I know
there is no justice in that system.

So I would like to hear from you what this trade and investment
dialogue was like with the Chinese, given the fact that some of us
know what the process is really like for those involved in trade and
investment. You know, did it deal with the reality that thousands
of American investors are getting wronged in China, or was it just
happy talk, or what happened during that dialogue?

Mr. LOEVINGER. Thank you, Congressman Royce. Frankly, you
bring up a lot of good points.

I just spent 3V2 years at the embassy in Beijing, and every week
I heard from U.S. companies, a lot of U.S. financial services firms,
talking about how tough it is to do business, so I can tell you it
is no nirvana. On the other hand, frankly, as you guys mentioned,
there is a lot of United States investment going into China because
even though it is not a nirvana businesses are making money and
they are growing their business.

When we say we want to promote rule-based investment in trade
and we want a Chinese commitment to rule-based investment in
trade, we are going to start with the WTO. You have seen this ad-
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ministration and the previous administration bring several WTO
cases to China, and we have won several WTO cases and we are
going to continue to bring cases to the WTO when China is not ad-
hering to its commitment.

Secondly, we want to expand the international commitments on
trading investment that China is part of, so we spent a lot of time
talking about the WTO government procurement agreement and
how it didn’t matter in the 1980s when the agreement was signed
whether China was in or out because who cared because China was
a small purchaser and a small supplier. Now it matters a lot.

And we also talked about when the administration finishes its
review of policies toward bilateral investment treaties moving for-
ward on a bilateral investment treaty with China again to put our
trade and investment relations under more of a rule-based frame-
work.

Mr. ROYCE. Thank you, Mr. Chairman.

Mr. FALEOMAVAEGA. Thank you. I wondered if the gentleman
from California desires to do a second round. We have another
panel pending.

Mr. ROHRABACHER. No.

Mr. FALEOMAVAEGA. Okay. I do want to say thank you both, gen-
tlemen, for coming. My subcommittee looks forward to working
with you both in the coming weeks and months as we try to un-
ravel a lot of the fundamental issues affecting the Asia-Pacific re-
gion, over which it has jurisdiction. I sincerely want to thank you
both for being here this afternoon.

Mr. SHEAR. Thank you, Mr. Chairman.

Mr. FALEOMAVAEGA. Thank you.

We have in our next panel my dear friend, a distinguished gen-
tleman in his own right, Mr. John Podesta. Here with us also are
Mr. Fred Bergsten and Mr. Randall Schriver.

Mr. Podesta is currently president and CEO of the Center for
American Progress. Under his leadership, the Center has become
a notable leader in development of and advocacy for progressive
policies. In 2003, Mr. Podesta served as White House chief of staff
to President Bill Clinton and served on the President’s Cabinet and
was a principal on the National Security Council. While in the
White House, he also served as both assistant to the President and
deputy chief of staff.

Recently, Mr. Podesta served as co-chair of President Obama’s
transition team, where he coordinated the priorities of the incom-
ing administration, oversaw the development of policy and spear-
headed the appointment of major Cabinet secretaries.

Additionally, he has held numerous positions on Capitol Hill as
an aide to the former Democratic leader, Senator Thomas Daschle,
and as counsel to the Senate Agriculture Committee and Judiciary
Committee.

A Chicago native and a graduate of Knox College and George-
town Law School, he currently is a visiting professor of law, au-
thored several books, and the list goes on and on. John, welcome.
Very glad to have you.

Mr. PODESTA. Thank you, Mr. Chairman.

Mr. FALEOMAVAEGA. Dr. Fred Bergsten is currently the director
of the Peterson Institute of International Economics, formerly
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known as the Institute for International Economics in its creation
in 1981. The Institute is the only major research institution in the
United States devoted solely to international economic issues.

It has been called the most influential think tank on the planet.
The first comprehensive survey of some 5,465 think tanks around
the world recently concluded that the Peterson Institute was tied
for top-rated think tank in the world with the Brookings Institu-
tion, I understand. It has a staff of about 60 and has moved to an
award winning new building right now. Dr. Bergsten was the most
widely quoted think tank economist in the world in 1997 and 2005,
and his tremendous work continues on.

Also he was assistant secretary for international affairs at the
U.S. Department of Treasury from 1977 to 1981, also as a major
economic assistant to Dr. Henry Kissinger at the National Security
Council. Dr. Bergsten has authored, co-authored and edited over 40
books and hundreds of articles. My gosh, the list goes on and on.
I could spend the whole day here listening to this gentleman.

Dr. Bergsten received his doctorate and his master’s from the
Fletcher School of Law and Diplomacy and graduated magna cum
laude from Central Methodist College. He has contributed tremen-
dously to U.S. and international economic policy, analyses of a wide
range of global economic issues, and provided a vision for a G-2,
now known as the Strategic and Economic Dialogue.

Mr. Randall Schriver is one of the founding partners of Armitage
International, a consulting firm that specializes in international
business development and strategies. Mr. Schriver served as dep-
uty assistant secretary of State for East Asia and Pacific affairs
where he was responsible for the People’s Republic of China, Tai-
wan, Mongolia, Hong Kong, Australia, New Zealand and the Pacific
Islands.

Prior to that, he served as chief of staff and policy advisor to
then Deputy Secretary of State Richard Armitage. He formerly
served for 4 years in the Office of the Secretary of Defense, was an
active Naval intelligence officer for 3 years, foreign policy advisor
on the McCain Campaign for President last year and was on the
Bush-Cheney defense transition team.

Mr. Schriver has won numerous military and civilian awards. He
hails from the state of Oregon. He holds a master’s degree from
Harvard and a bachelor’s from Williams College.

Gentlemen, this committee is truly honored to have all three of
you for taking your precious time to come and testify before the
subcommittee on this issue, which I think is very, very important
not only to me, but also to my colleagues on the Foreign Affairs
Committee.

I would like to start with Mr. Podesta, if you would, and see
where we can go from there.

STATEMENT OF MR. JOHN PODESTA, PRESIDENT AND CHIEF
EXECUTIVE OFFICER, CENTER FOR AMERICAN PROGRESS

Mr. PoDESTA. Thank you, Mr. Chairman. You have an extensive
written statement, so let me try to summarize.

Mr. FALEOMAVAEGA. Without objection. All your statements will
be made part of the record, as well as any other materials you
want to add.
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Mr. PODESTA. I will just try to hit some key points. I am honored
to be here with you, Mr. Chairman, Mr. Rohrabacher. I just re-
turned from China where I led a high level delegation that in-
cluded former leader of the Senate, Tom Daschle, John Deutch and
former Ambassador Wendy Sherman, and I just came back last
week so my observations are at least fresh, if not accurate, but
they are at least fresh.

Our conversations with very senior members of the Chinese Gov-
ernment convinced me that the relations between China and the
United States are on a solid footing. For example, State Councilor
Dai Bingguo told us that the government hoped President Obama’s
visit in November would rival the significance of President Nixon’s
visit and introduce an era in which the United States and China
could build a positive, cooperative and comprehensive relationship,
which you quoted in your opening statement, Mr. Chairman.

Look, I am not naive about China. I understand the human
rights issues, the issues around support for states like Sudan and
Burma, but I think that we don’t have the luxury of either ignoring
or not getting along with China at this moment in history.

We have pressing global challenges that need to be addressed
with China, so I think it is time to move beyond what has been
usually referred to as engaging in hedge framework of China policy
and take an approach that is openly premised on a strategy that
maximizes opportunity and tries to manage the risk.

The new format of the Strategic and Economic Dialogue will be
instrumental to shaping our relationships going forward, as well as
making progress on a number of global challenges. I thought I
might comment based on again our conversations recently in China
on some aspects of the national security relationship and then talk
a little bit about climate change and clean energy.

On North Korea, you may know, Mr Chairman, I recently accom-
panied President Clinton to Pyongyang, making me I guess one of
the few Americans who have been there in recent years, and our
discussion in Beijing I think suggests that China remains com-
mitted to a denuclearized Korean Peninsula, and they will work to
reengage the DPRK in multiparty communications.

China’s recent enforcement, as Mr. Royce was suggesting, of U.N.
sanctions against Pyongyang I think is actually an encouraging
sign of their position. They view this as a strategic I think threat
in the region, and I think they are being cooperative on that ques-
tion.

On Iran, China has acknowledged that Iran should not possess
nuclear capabilities, but it has declined to use its leverage on the
issue. The United States Government I think needs to continue to
press China on Iran, given our mutual interest in avoiding a re-
gional arms race and promoting long-term stability. I think in that
regard, the Chinese investments, particularly with respect to devel-
oping the Iranian capacity to develop gasoline, I think are trou-
bling. I think we need to keep pressing on that front.

With respect to military cooperation, we met with General Ma,
who is the vice chairman of their Joint Chiefs. Cooperation and
confidence between China and the United States militaries I think
has lagged behind that of other state apparatuses. I think both



35

sides view this as being marked by a kind of stop/start/restart qual-
ity that has not always been helpful to either side.

I think both sides actually, both the United States military and
the Chinese military, are looking to bring cooperation and con-
fidence to levels consistent with other areas of the United States-
China relations, and senior leaders of our two militaries need to
continue to engage in regular and candid dialogue on issues of mu-
tual concern.

The resumption of our formal bilateral defense dialogue is an im-
portant first step, and there are a number of other activities I
think that could follow on. For example, our ships are battling pi-
rates side-by-side right now off the coast of Somalia, and I think
that is symbolic of the way we can develop a stronger mil-to-mil
relationship.

We also discussed pandemics. I think China learned its lesson
from SARS and are actively cooperating with the World Health Or-
ganization particularly with respect to HIN1. While they have
made some mistakes in that regard, I think they are basically in
a cooperative mode and a positive mode.

Let me just say a word about climate change. During our meet-
ings in Beijing, we were assured that China will do its part with
respect to addressing its skyrocketing emissions rates. As my testi-
mony goes over, they have very, very significant investments in
clean energy, very major investments in solar and wind, developing
the clean energy technologies and industries of the future. I think
they will be a competitive player in that regard. In fact, I think we
are at risk of falling behind.

The MOU that was referenced in the first panel I think is a sig-
nificant movement whereby we can begin to understand and move
forward to demonstrate that their energy policy will indeed result
in emissions reductions capabilities in a measurable, reportable
and verifiable way, so I think it is a very important part of the Dia-
logue and has been made central under this administration to the
Dialogue.

We, along with the Asia Society, have developed a kind of road
map on how we can cooperate on CCS, carbon capture and seques-
tration, which I think they are quite interested in, our own Govern-
ment is quite interested in, and it may be a way of carrying out
demonstration of that vital technology to both countries in a way
that is cost effective and will result in reduced emissions again in
both countries.

My time is up, and I will turn back the microphone.

[The prepared statement of Mr. Podesta follows:]
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Eni F. H. Faleomavaega (D- American Samoa), Chairman
on
“The Strategic and Economic Dialogue: Setting the Agenda, Achieving Results”
by
lohn D. Podesta
President and CEO

The Center for American Progress

1:00pm, September 10, 2009

Mr. Chairman and members of the committee, thank you for inviting me to
testify before you this afternoon. | am very pleased to have this time to share my
thoughts on U.S.-China relations and the Strategic and Economic Dialogue, along with

some specific ideas for increasing cooperation between the U.S. and China.

This opportunity comes at a timely moment. | returned from China last Thursday,
where | led a small American delegation that included Senator Tom Daschle,
Ambassador Wendy Sherman, Professor John Deutch, former Deputy Secretary of
Defense Rudy deleon, and SEIU President Andy Stern to Beijing. Our group spent three

full days speaking with some of the senior-most government officials, leading



37

academics, and members of the financial industry about a range of issues of utmost

importance between our two countries.

On the whole, our conversations convinced me that relations between China and
the U.S. are on solid footing. Although many areas of difference remain —lead among
them those that touch on China’s sense of territorial integrity — the Chinese seem eager
to keep bilateral relations on an upward trajectory. They demonstrated a willingness to
increase cooperation with the United States on a range of pressing global problems,

spanning national security, economic, and environmental challenges.

Dai Bingguo, China’s State Councilor, expressed his support for closer ties in
extremely strong terms that I’'m sure this committee will appreciate: he told us the
government hoped President Obama’s upcoming visit in November would rival the
historical significance of President Nixon’s 1972 visit. Just as Nixon’s groundbreaking
visit to China marked the beginning of normalization, the Chinese hope that President
Obama’s trip will introduce an era in which the United States and China can build a
“positive, cooperative, and comprehensive relationship.” This was the description that
Presidents Obama and Hu agreed upon when they met in April at the G20 summit, and

we heard it repeated like a mantra during our three days of meetings.

Indeed, we no longer have the luxury of not getting along with China. We cannot

meet today’s most pressing global challenges, be they climate change, nuclear
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proliferation, grinding poverty or deadly viruses, without its pivotal participation—not
only in implementing solutions, but also in devising them. We should move beyond the
“engage and hedge” framework for China policy — an approach openly premised on
mistrust and suspicion — to a strategy that maximizes opportunity but also manages risk.
Building a relationship will accelerate China’s development into a responsible
stakeholder and increase our ability to solve today’s most difficult global problems. The
touchstone for a successful U.S.-China relationship should be effective collaboration
against global challenges and strengthening the global architectures we need to battle

them.

We are off to a positive start. Despite initial apprehension among Chinese
leaders about President Obama’s position towards China given their lack of familiarity
with him, they seem reassured by what they see to be an unusually smooth transition
with clearly stated policy priorities, even though strong points of difference cut across a
range of issues. The restructuring of the Strategic and Economic Dialogue, and the fact
that the first full meeting under the new format was held after President Obama had
been in office only six months, played a large role in dispelling the uncertainty that has
marked previous transitions and could have hindered progress on a number of issues
critical to U.S. interests. Continuing to engage in frequent dialogue is integral to
maintaining a relationship with China that encourages their constructive participation in

the international system.
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Today, | would like to offer my impressions on two broad aspects of our
relationship: national security and climate change. Both areas contain major challenges,
but both also present unique opportunities to move bilateral relations in a stable,
constructive direction. The new format of the S&ED, which now includes a security
track led by the State Department alongside the existing economic track led by Treasury,

will be instrumental to progress in these areas.

On the national security front, China’s active engagement continues to be
necessary to constrain North Korea’s nuclear ambitions. Our discussions in Beijing
suggest that China remains firmly committed to a denuclearized Korean peninsula and
will work to reengage the DPRK in multiparty communication. China’s recent
enforcement of UN sanctions against Pyongyang is a new and encouraging sign of their

position.

Iran’s nuclear program is another major national security concern that requires
China’s cooperation. Here, however, we have a longer and rockier road ahead. China
has acknowledged that Iran should not possess nuclear weapons, and has been engaged
in the diplomatic process to find a solution. However, Beijing has declined to use its
leverage on this issue. And while the international community has been trying to
increase the pressure on Tehran, China's energy companies continue to sign multibillion
dollar contracts with the regime. China, like the U.S., has a profound interest in

ensuring Iran does not achieve nuclear armament, which could trigger a regional arms
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race. Thisis an issue that the U.S. government should continue to press with China,

given our mutual interest in promoting long-term regional stability.

In order to improve cooperation on issues of mutual concern as well as to
discourage any potential tensions or misunderstandings between our two countries in
the future, we need to improve our military to military ties with China. Historically, our
militaries have generally comprised the most conservative elements of state policy.
U.S.-China military to military relations have been marked by a start-stop-restart quality

that has not always been helpful.

To bring cooperation and confidence to levels consistent with other areas of U.S.-
China relations, senior leaders of our two militaries should continue to engage in a
regular and candid dialogue on issues of mutual concern. The resumption of our formal
bilateral defense dialogue is an important first step. There are a number of other
activities that could follow: additional exchange among senior levels of military
leadership, including continued coordination on maritime operational procedures, or
jointly addressing security issues in weak or failing states. These could provide valuable
opportunities for strengthening U.S.-China military to military relations. Our ships that
are battling pirates side by side off the coast of Somalia are symbolic of how American

and Chinese national security interests are not a zero sum game.
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Let me just say a few words on the swine flu pandemic, which is also a national
security issue. China has learned its lesson from SARS and is actively cooperating with
the World Health Organization. In fact, the WHO is now under the leadership of Dr.
Margaret Chan, a Chinese national, and China held a major international conference last
August to discuss strategies for fighting the virus. While some Chinese officials have
been overzealous in quarantining potential victims, including American visitors who

were not sick, overall China is showing real responsibility in this area.

| would like to use the rest of my time to discuss the Strategic and Economic
Dialogue in the context of clean energy and climate change, issues that have the
greatest potential both to drive and to benefit from a new kind of U.S.-China
relationship. Although it is still uncertain what steps China will take in advance of the
UN Summit in Copenhagen this December (as it is still unclear what steps the United
States will take over the next few months), last week we were told by China’s top
climate negotiator, Xie Zhenhua, that we would find China’s commitments in the next
Five Year Plan positively surprising. As expected, the Chinese government is not likely to
abandon its self-understanding as a developing country that requires assistance to catch
up to OECD countries, but we were assured at every stage that China will “do its part” to

address its skyrocketing emissions rates.

Although China was originally slow to acknowledge the threat of climate change,

it is now moving quickly to capitalize on the economic advantages a robust clean energy
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industry offers. While debate over climate legislation rages in the United States, Beijing
is keenly aware that investing in the building blocks of a low-carbon economy will drive
job growth and innovation in the years to come. China’s leaders frame the
development of clean energy as an opportunity to stimulate consumption, increase
investments, achieve stable export opportunities, and adjust their energy structure, all

while increasing international economic competitiveness.

A rapid change in policy priorities has accompanied Beijing’s change in attitude.
China has ramped up national targets for energy efficiency and renewable energy
development, and its recent stimulus package spends around 3 percent of China’s
annual GDP in 2009 and 2010 on clean energy investments — considerably more than
U.S. clean energy stimulus funding as a percentage of our respective economies. These
measures have driven China’s leadership in solar and wind component manufacturing,
grid transmission technology, and electric vehicles, and helped Chinese clean energy

companies leapfrog competitors within only a few years.

As Beijing forges ahead with its aggressive clean energy agenda, U.S.-China
climate developments have also been on an upward tick. At the inaugural Strategic and
Economic Dialogue in July, China and the U.S. signed a new “Memorandum of
Understanding” to improve cooperation on climate change, energy and the
environment. The MOU sets up a platform for cooperation between our two countries

while opening the door to the initial steps of a solution to one of the main obstacles to a
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global climate change agreement: uneven acceptance among developing countries that
their emissions reductions should be “measurable, reportable, and verifiable.” China,
despite large investments in clean energy over the last several years, ambitious targets
for energy intensity, and new efficiency standards, does not currently quantify resultant
emissions reductions in a way that is measurable, reportable, and verifiable within the
international climate change framework.

The Chinese are anxious to move beyond broad guidelines for cooperation to
initiate joint clean energy projects with the United States, and the MOU establishes a
format whereby such projects must demonstrate their emissions reductions capabilities
in a measurable, reportable, and verifiable way. Implementation of renewable energy
or smart grid technologies, for example, only works if we can actually see the results
and make sure these technologies achieve the emissions reductions they are designed
to do. By holding discussions regarding technology cooperation and emissions
reductions with China, as opposed to working with the entire block of developing
countries at once, we now have a pragmatic forum in which measuring, reporting, and
verifying emissions reductions in China can be initiated. In short, this MOU has moved
us from the principles laid out in the 2007 Bali Action Plan at 30,000 feet down to an
approach position where we can enter Chinese airspace and see the runway.

Given the influence China and the U.S. have over the success or failure of the UN

climate summit in Copenhagen, there is little time to waste in making the most of recent
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climate progress between our two countries. To capitalize on the opportunities the
MOU facilitates, the Center for American Progress has recently partnered with the Asia
Society’s Center on U.S.-China Relations to propose a series of programs to advance
U.S.-China cooperation, focusing on carbon capture and sequestration (CCS) technology.
The U.S. and China’s continued reliance on coal-fired power for electricity
generation — 50 percent and 80 percent, respectively — must be addressed in any
comprehensive climate change policy. CCS offers a potential pathway for achieving
swift and sustained reductions in global greenhouse gas emissions from coal-fired
power generation, and should be part of a portfolio that includes dramatic gains in
efficiency, conservation, and renewable generation. But before we commit ourselves to
this technological pathway, it is critical to conduct more CCS demonstration projects to
generate accurate cost and environmental safety assessments, develop accepted
practices and standards for sequestration, and establish a market for private sector
investment. The Center for American Progress and the Asia Society’s proposal
identifies opportunities for immediate collaboration that will produce quick results,
while simultaneously focusing on the longer term goals of retrofitting existing plants and

developing financing infrastructure.

First, the proposal lays out a blueprint for rapid cooperation on large
demonstrations of geological sequestration of available pure CO2 streams that exist

today in China. China has installed over 100 coal gasifiers that produce pure (“pre-
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captured”) CO2 streams that currently vent into the atmosphere from a variety of heavy
industrial plants, such as chemical and cement facilities. We recommend a set of large
projects at multiple sites within China with substantial U.S. contributions in practice,
equipment, and science. Such collaborations could serve as templates to not only test
various sequestration technologies, which we will eventually want to deploy in the U.S.,
but also to build regulatory and financial infrastructures at less cost than would be
possible with unilateral development in the U.S. (We estimate $50-100 million for each
project with a U.S. contribution of $20-30 million.) Such a project is highly likely to
succeed and, in addition to providing assistance to the Chinese in an area where they
lack capacity and opening a new market to U.S. suppliers, would build confidence for

future cooperation.

The proposal also provides a framework for enabling collaborative research,
development, and demonstration of CCS technology (such as post-combustion capture)
to retrofit existing coal-fired plants over short, medium and long-term timeframes. This
would first and foremost identify plants in both countries for large-scale retrofit
demonstrations and establish commitments for doing so. It would also test new
technologies to improve effectiveness and lower costs, along with outlining a long-term
strategy for retrofitting coal-fired power plants in both the U.S. and China that respects
the political, industrial and financial dispositions of each. Retrofitting older coal-fired

plants is a key component to a low-carbon future if, and only if, the technology can be

10
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demonstrated. Most public investments in the U.S., such as the Futuregen project, are
aimed at building new integrated “pre-combustion” plants. But even if this technology
succeeds, it will be difficult to encourage power generators from giving up older plants
that may be more profitable. Attending to these older coal-fired plants is essential to

avoiding a global rise in temperature of more than 2 degrees Celsius.

Additionally, the report discusses the creation of a global capital fund designed to
distribute funds to private actors that innovate or invest in CCS endeavors and the
development of public finance structures (price guarantees or other market value
substitutions) such as those proposed in the American Clean Energy and Security Act to

provide guaranteed returns in the short term.

In sum, both the United States and China stand to gain more through
collaboration than through independent pursuit of CCS technology. Furthermore, by
conducting sequestration projects in China, rather than in the U.S., both sides benefit
from lower costs and faster execution. The experience gained by cooperating with
China will accelerate the deployment of CCS facilities in the U.S., with benefits to job
growth, utility and energy companies, and technology firms. We estimate that
cooperation with China on this suite of programs could accelerate large-scale
deployment of CCS technology in the U.S. by 5 to 10 years. Our initial assessment is that
this could result in billions of dollars in savings if we can accelerate full scale deployment
of CCS before the anticipated execution date of 2030. Just as important, in a few years,

11
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nearly 10 million tons of CO2 that would otherwise have entered the atmosphere will
instead be stored indefinitely.

If we are to achieve a best-case climate scenario, the U.S. and China must turn
the seeds of good will into genuine cooperation. This holds true not only for climate
change, but also for many other tough global challenges. In many cases, genuine
strategic collaboration with China will be necessary, which won’t always be easy for the
U.S. It will take some adjusting on our part to work toward solutions that are not always
entirely of our crafting. But while the U.S. and China do not constitute a “G2,” as some
have said—we need a whole community of nations working together to address the
serious problems that plague us—both countries” commitment to solving global threats
is pivotal. The Strategic and Economic Dialogue, therefore, is a critical framework for
facilitating deeper understanding and cooperation between our two countries. The U.S.
and China should move forward with efforts to build the “positive, cooperative, and

comprehensive” relationship that our presidents have called for.

12
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Mr. FALEOMAVAEGA. Thank you, Mr. Podesta.
Dr. Bergsten?

STATEMENT OF MR. FRED BERGSTEN, DIRECTOR, PETERSON
INSTITUTE FOR INTERNATIONAL ECONOMICS

Mr. BERGSTEN. Thank you, Mr. Chairman. I appreciate the op-
portunity to testify. I will make five basic points and try to do so
quickly.

First, as you have already indicated, the United States and
China are clearly the two most important national economies in the
world. It is therefore clear that effective international policy coordi-
nation requires the closest possible cooperation between the United
States and China.

The two countries do not have to agree on every issue, let alone
pursue identical policies, but they must be willing and able to work
constructively together if enough agreement is to ensue to permit
progress across the entire range of crucial international issues
ranging from recovery from the current crisis to creating a new
global regime to counter global warming.

The punch line of that dual leadership is that the United States-
China relationship must focus increasingly in the future on the
wide range of global economic issues rather than the narrow bilat-
eral frictions that we have traditionally emphasized in the past.

Second, in anticipation of those conditions, and as you indicated,
I proposed 5 years ago that the United States and China work to-
ward creating an informal G—2 that could provide effective leader-
ship of the world economy. The idea is to develop a close working
relationship that would supplement, not supplant, the other Gs—
G-7, G-20—and the IMF and WTO.

Somebody mentioned that other countries are miffed that the
United States and China might be working on these issues to-
gether. If the U.S. plays it right, all the other countries will be con-
solidated and engaged too, and if the United States and China can
agree, and they have to agree to make progress, the outcomes will
be superior and the other countries ought to welcome it. The idea
is not to supplant but to supplement and make the system work
better. And without these two, whether we like it or not, there has
to be agreement or we won’t get much progress.

My assessment of the initial meeting of the Strategic and Eco-
nomic Dialogue and its future prospects is governed largely by an
assessment of whether it is helping to create such a G-2. I think
it is moving clearly in that direction, despite the denials of the Sec-
retary of State earlier on, and holds considerable promise for so
doing. I thus strongly endorse the initiative, praise the Chinese for
participating so actively in it, and offer a few suggestions for how
it can best proceed.

Third, to create and sustain an effective G-2, and to have an
S&ED that works, the United States and China have to engage in
a wide ranging and continuing conversation on their respective
roles in the world economy and the global economic system.

As you mentioned, Mr. Chairman, they weren’t even in it until
30 years ago. The whole system was created before they were even
engaged. They were not present at the creation. They had nothing
to do with the rules and institutions. So it is not a shock that as
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they become the second largest economy in the world they might
raise some questions about what they are getting into.

Therefore, we have to talk with them very seriously on world
views about the global economy, the same way my old boss, Henry
Kissinger, and President Nixon talked to Zhou Enlai and Mao
Zedong back almost 30 years ago in opening up the United States-
China relationship. And in a way that is even more important in
the economic sphere because, as I say, they weren’t involved in the
system when it was created and developed, yet it is critically im-
portant to bring them into it.

So that would be point 3. The S&ED, by providing a full day or
two of intensive interaction between key ministers of the two coun-
tries, can and should play an active role in that process.

Point 4. Heads of government and top officials will become impa-
tient with lengthy discussions of world views and such unless there
are some deliverables on issues of immediate concern. And I think
it is therefore imperative the S&ED tackle the media topics. There
are at least two issues where I think they did so effectively, and
you heard about it early from the government representatives.

On the world economy, China and the United States have led the
global recovery with fiscal and monetary stimulus. China in fact
grew at an annual rate of 15 percent in the second quarter of this
year, clearly was the first country to recover, clearly is leading the
global recovery. The U.S. has not bottomed out. Our recovery has
probably begun, and so I think we are on the way to a joint leader-
ship of the recovery process.

What is critically important, however, and David Loevinger from
Treasury emphasized it, is not only recovery of growth, but reshap-
ing the composition of that growth and therefore the direction of
both countries’ strategies. China has been running huge, and in my
view, unacceptable and unsustainably large trade surpluses, over
10 percent of its GDP. They have manipulated the exchange rate.

Mr. Rohrabacher didn’t even mention that one, which I think is
the most important problem. The Chinese have manipulated their
exchange rate aggressively and massively. That has given them a
huge competitive advantage and built up these trade surpluses.
That just can’t continue.

As Loevinger said, you have to put that in the context of a re-
structured growth strategy. Already, and this is not widely real-
ized, China’s trade surplus this year will be cut in half from where
it was just 2 years ago.

The U.S. trade deficit is already cut in half from where it was
3 years ago so there is good progress, but the issue is to keep that
going, build on it, use the S&ED and other devices in order to re-
structure the growth pattern in the way that Loevinger was dis-
cussing. I can elaborate on that if you wish.

The other big issue is global warming, and I do believe that this
Memorandum of Understanding, which was the most tangible re-
sult from this S&ED meeting 6 weeks ago, could turn out to be a
breakthrough in terms of United States-China cooperation and Chi-
na’s commitment to deal with that global problem.

Fifth and finally, there are some things they did not do and have
to do in the future. China has expressed great anxiety about its
dollar holdings. Well, they didn’t really talk about that. The United
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States is very concerned, rightly, about a seeming revival of indus-
trial policy initiatives in China. I am not aware that they talked
about that very much either, and the Chinese have this very ag-
gressive policy of keeping the exchange rate undervalued. That
boosts their trade surpluses and enhances their competitiveness
unfairly.

Loevinger said they had long talks about it, but the truth is both
Treasury and the IMF have backed away from any effective
counter to that Chinese policy, which is very adverse not just to
our economic interest, but to the stability of the whole global sys-
tem.

So I think the S&ED is a good step down the line toward a G—
2 to talk about global issues, and they made good progress on two
of the big ones. But there are several others that remain to be ad-
dressed so they have a big agenda for the future that I hope they
will continue to address.

[The prepared statement of Mr. Bergsten follows:]
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THE UNITED STATES — CHINA ECONOMIC RELATIONSLIIP
AND THE
STRATREGIC AND ECONOMIC DIALOGUE

C. Fred Bergstenl
Director, Peterson Institute for Internaticnal Economics

before the
Subcommittee on Asia, the Pacific and the Global Environment
Committee on Foreign A fTairs
US House of Representatives

September 10, 2009

The Policy Context
The United States and China are the two tnost important national economies in the world:

- China will shortly pass Japan 1o becone the world’s second largest economy behind
the United States;

- the two together accounted for almost one half of all global growth during the four-
year boom prior to the crisis;

- they are the two largest trading nations;
- they are the two largest polluters;

- they are on opposite ends of the world’s largest trade and finuncial imbalance: the
United States is the largest deficit and debtor country while China is the largest
surplus country and holder of dollar reserves; and

- they are the leaders of the two groups, the high-income industrialized countries and
the emerging markets/developing nations, that each now account for about one half of
global output.

It is clear that effective international policy coordination requires the closest possible
cooperation between the United States and China. The two countries do not have to agree on
every issue let alone pursue identical policies. But they must be willing and able to work

! ¢. Y'red Bergsten has been Dircetor o e Peterson Institute for Tntemational Feonomics sinee its ereation in 1981,
He was formerly Assistant Secretary of the Treasury for International Affairs (1977-81) and Assistant for
International Economic Affairs to the National Security Council (1969-713, His 40 books include The Long-Term
International Econontic Position of the United States (2009), China’s Rise: Challenges and Qpportunities (2008),
China: The Balance Sheet - TWhat the WWorld Needs fo Know Now about the Emerging Superpower (2006), and The
Dilemmas of the Dollar: The Economics and Politics of United States International Monefary Policy {2 edition,
1996).
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constructively together, in terms of the domestic polities of each as well as their dircet diplomatic
contacts, if enough agreement is to ensue to permit progress across the entire spectrum of crucial
inlernational cconomic issues — ranging from recovery from the current crisis to creating a new
global regime to counter global warming. Their relationship must therefore focus increasingly
on the wide range of global economic issues for which they bear systemic responsibility rather
than the bilateral frictions that have traditionally been its centerpiece.

In anlicipation of these conditions, T proposed five years ago that the United States wmd
China work toward the creation of an informal G-2 that could provide effective joint leadership
of the world economy,? The idca was, and is, to develop a close working relationship between
them that would supplement (not supplant) the existing steering committees, including the G-7/8
and the newly dominant G-20, and the multilateral institutions (notably the IMF and WTO). The
ovetriding goal is to make those institutions [unction more cifectively and thus strengthen the
world economy.

My assessment of the initial meeting of the Strategic and Economic Dialogue (S&ED),
and of its future prospects, is thus governed largely by an assessment of whether it is helping to
create such a G-2. Viewed as a [urther extension of the earlier Senior Dialogue and Sirategic
Economic Dialogue (SEDY), I believe that the S&ED is indeed moving in that direction and holds
considerable promise for continuing to dao so, 1 thus sirongly endorse the Administration’s
initiative, and praise the Chinese for their active participation in the process, and would offer a
few suggestions for how it can best be used to achieve the desired outcome.

The Conceptual Framework

To create and sustain an effective G-2, the United States and China must catry on a wide-
ranging and continuing conversation on their respective views of the world economy and the
global economic system, They must do so in the same way that Richard Nixon and, especially,
Henry Kissinger discussed their global geopolitical concepts at great length and depth with Mao
Zcdong and Zhou Enlai in re-opening rclations between the two countries in the early 1970s.
Such exchanges are perhaps even more important in the economic sphere because China is a
late-eomer to today®s global arrangements and institutions, having opened to the world only in
1978 after the postwar rules and architecture had already been in place for three decades.

As a new economic superpower, along with the United States and the Liuropean Union
(which, however, speaks with a single voice on only a foew issues and thus cannot form a G-3
with the other two), China understandably asks why il should conform to a sct of rules and
institutional arrangements that it had no role in creating, This is of course the historical problem
of the powerful newcomer crashing the {sometimes cozy) club of incumbent systemic leaders,
which has had disastrous effects on some occasions — Germany in the lale 19" century and again

2. Fred Bergsten. 2005. A New Foreign Economic Policy for the United States. In The United States and the
World Economy: Foreign Economic Policy for the Next Decade, eds. C. Fred Bergsten and the Institute for
International Feonomics. Washington: [nstitute for International Feonomics. Tdeveloped the idea further in C. Fred
Bergsten, Charles Freeman, Nicholas R. Lardy, and Derek J. Mitchell. China’s Rise: Challenges and Opportunities.
Washington: Tnstitute for International Economiics, 2008 and C. Fred Bergsten. 2008. A Partnership of Equals: How
Washington $hould Respond 1o China’s Economic Challenge. Foreign Affuirs 97, no. 4 (July/August): 57-69,
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in the interwar period, Japan as well in the latter — though has been handled relatively smoothly
in others (the United States in the late 19" century, Germany and Japan after the Second World
War).

A central goal of the S&ED must therefore be to encourage the countries to seriously
discuss their worldviews, at least on economic issues. It is of course difficult to do so with
dozens of people sitting around a fable in a formal setting so the Dialogue should provide
maximum scope for smaller subgroups, particularly for the top officials, to carry on more
informal and candid conversations. Those conversations can of course also take place during
bhilateral events, as when President Obama visits Beijing in November, and on the margins of the
many multilateral meetings where leaders and top officials of the two countries frequently come
together (G-20, G-7/8 “outreach sessions,” UN General Assembly, APEC, etc.), and the
cvolution of the G-2 relationship of course occurs through thesc interactions as well as the
S&ED. By providing a full day or two of intensive interaction between key ministers of the two
governments, however, the S&EID can and should play an important role in this process.

The Current Agenda and Deliverables

Heads of government and top officials, however, will become impatient with lengthy
meetings of this type if they do nol also address issucs of current concern and deliver results that
will attract support at home. Thus it is imperative that the S&ED tackle topics of immediate
salicnce and at least set broad policy directions that will help resolve them. There arc at lcast
three such issues on the global, and hence the United States ~ China, agenda at present:

- recovery from the global economic and financial crisis;

- reform of the international economic architecture, fo help prevent future crises bul
also for long-standing structural reasons; and

- creation of a new intornational regime to save the planet from global warming,

I believe that the S&ED, building on the last year or so of the previous SED, has made
substantial progress on at least the first and third of these topics.

On the world economy, China and the United States have led the way on fiscal and
monetary stimulus. As a result, China recorded growth at an astounding annual rate of 15
percent in the second quarker to lead the global recovery, The US reeession has bottomed out
and renewed expansion, 3perhaps at a more robust rate than most forecasters now expect, has
probably alrcady begun.

Surplus China and deficit America also seem to have reached a meeting of the minds on
the shape ol the recovery and future growth patterns. They appear to recognize that it would be a
huge mistake, and indeed again unsustainable, for China to resume its reliance on export-led

3 Michael Mussa. “Glabal Economic Prospects as of Sepiember 2009: Onward to Global Recavery.” Paper to be
presented at Sixteenth Semi-Annual Meeting on Global Feonomic Prospects at the Peterson Institute for
Intermational Economics, Washington, DC, September 17, 2009.
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growth and ever-rising trade surpluses or for the United States to again become the “global
consumer of last resort” and run huge current account deficits. Instead, China must expand
domestic (especially consumer) demand and the United States must re-orient toward exports and
productive investment.

It is too soon to judge whether the public pronouncements of the two govermments in the
direction of achieving these restruetured growth paths will be fully realized. The carly signs are
promising, however:

- the US external deficit in 2009 will be about half its peak in 2006, and improvemients
in the real trade balance kept the economy growing through much of 2008 and
sharply reduced the depth of the recession in the first haif of 2009;

- China’s rapid growth in the second quarter occurred despite a sharp fall in its external
surplus, and my colleaguc and top China expert Nicholas Luvdy forccasts that surplus
will decline to 5-6 percent of China’s GDP this year from its peak of 11 percent in
2007 (though that is at least partly due to their early and strong recovery from
recession and could be reversed as their exports again cxpand when the rest of the
world picks up).

The two governments will need to take further policy steps to sustain and build on this
progress even as the recovery is still taking place, Tn particular, China has hlocked further
appreciation of its exchange rate against the dollar over the past year and indeed intervened in
the currency markets at record levels in the second quarter to keep the renminbi from rising.4
For its part, the United States must substantially reduce its budget deficits as soon as the
recovery permits if it is to avoid a renewed escalation of its external imbalances.” Ifit can foster
these additional measures, the G-2 will have been highly successful in correcting one of the
major global economic problems of recent years and indeed an important cause of the current
crisis. That could mark a major achievement for the S&ED.

The G-2 must likewise lead on global warming and there is similar evidence that the
latest $&ED may have taken an important step down that read. The most tangible result ol the
July 2009 meeting was in fact a Memorandum of Understanding (MOU) that, while wholly
procedural, committed the two governments to work intensively together toward the installation
of national energy and environmental policies that will significantly cut their carbon emissions.”
Two experts on US-China relations, Banning Garrett and J onathan Adams, betieve that this
agrcement has potentially game-changing implications and “could catalyze a global trausition to
low-carbon sustainable economic development”7:

4Goldstein, Morris, and Nicholas R. Lardy. The Future of China'’s Exchange Raie Policy. Policy Analyses in
Intemational Feonomics 87. Washington; Peterson Insiitute for Tnternational Heogomics, Tuly 2009,

5 Bergsten, C. Fred, ed. The Long-Term International Economic Positios of the United States. Special Report 20.
Washington: Peterson Institute for International Econorsics, May 2009.

6 The two meetings of the former SED in 2008 had already agrecd on a Ven Year Energy and Environment
Cooperation Framework that provided a foundation for the new MOU.

7 Banning Garrett and Jonathan Adams, “Do We Know Change When We See 1t?” chinadialogue.net. August 27,
2009, Available at: hiyp//www chinadisfopuc. pevarticlefshowssingle/en/323 1 -Tho-we-lknow change- when-we-see-it
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- the leadership of the two countries at the highest level now endorse climate-change
science and take climate change seriously as a strafegic threat to both nations und the
world,;

- the two are committed to scaled-up domestic actions to implement policies aimed at
transitioning their economies to clean-energy systems and low-carbon development;
and

- ihe strong and public commitments by the two leaders to both meet the climate-
change challenge and to engage in unprecedented US-China cooperation is a new and
essential ingredient to energize the two governments at all levels and the two business
communities to vastly scale up their collaboration as well as national cfforts.

Here too serious and sustained follow-through will be essential to realize the potential
payoff. But there is now a common understanding of the strategic threat faced by the two
countries, and agrecement on both the essentiality and feasibility of China-US cooperation,
Garrett and Adams conclude that the “humble MOU may be pointed to as a historic turning point
that marked a strategic shift as important in its global impact as the US-China opening nearly 40
years ago.”

The Future Agenda

Hence there is substantial evidence that the initial S&ED, building on other United
States — China contacts and its own predecessor forums, has made an important contribution to
resolving two of the central problems now confronting the world economy. Future meetings of
the group will obvicusly need to cxpand this cooperation further but the startup has been
impressive and deserves strong support.

‘There is much less indication that the two counlrics have been able {o usc the S&ED to
address some of the other systemic issues that confront them. China has expressed great anxiety
over the stability of its huge official dollar hotdings (probably now above §1.5 tritlion). It
worties about possible restrictions on its future direct investients in the United States, as in the
infamous CNOOC: case and more recent instances involving Huawei and others,® The United
States is concerned that China is resuming an industrial policy strategy that encompasscs
selection of “national champions” and wide-ranging subsidies for preferred sectors, as well as
maintaining its currency intervention policy to preserve u substantiaily undervalued exchange
rate for the renminbi.

There are additional important opportunities for G-2 leadership on key global economic
issues. China and the United States need to gei together on the related topics of stronger IMF

The underlying analysis is in A Roadmap for US-China Caoperation on Energy and Climate Change, a January
2009 report prepared by the Pew Partnership on Global Climate Change and The Asia Society.

8 Daniel H. Rosen. 2009. China’s Changing Outbound Foreign Direct Investment Profile: Drivers and Policy
Implications. Peterson Tnstitute for International Feonomics Policy Brief 09-14, Washington: Peterson Institute for
Interuational Liconomics,
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surveillance of national economic policies (which China needs to embrace) and reform of the
govemnance of the international financial institutions (where the United States needs to give up its
veto over major decisions in both the IMF and World Rank and its “right” to selcot the President
of the Bank). Both countries have a major(and frequently articulated) interest in preserving an
opcn globul trading system but they still appear at loggetheads over ihe Doha Round in the WTO,
which their frontal disagreement brought to a screeching halt over a year ago. They have barked
at each other’s discrimination against foreign suppliers under their respective fiscal stimulus
programs rather than joining together to renounce all such protectionism themselves and leading
the way toward a new compact on government procurement policies that would proscribe such
behavior everywhere. :

It is particularly important that the two countries’ new understanding on common
strategic priorities to collaboratively address climate change be followed by sustained, scaled-up
efforts. To be effective, the MOU’s statement of common strategic interests must be translated
to real projects on the ground, Tangible projects with clearly articulated goals must include a
wide range of players in the public and private sectors. This collaboration will make it possible
to create stronger constituencies which both contribute toward stated goals on climate change
and foster greater transparency of domestic action and policies.

The United States and China will of conrse continue o have bilateral problems that must
be addressed along with these systemic topics. Any two countries with such a large and growing
volume of trade and investment will inevitably encounter periodic disputes; the largest number
of trade conflicts arises between the United States and Canada, or sometimes the United States
and the European Union, simply because they enjoy such extensive commercial ties. Even these
more traditional problems will be casior to resolve constructively, however, ina G-2 contexl in
which the United States and China have developed much more far-reaching mutual
understandings and can place those issucs in a broader systemic framework. *

The S&ED, at this carly stage of its evolution, has both a positive record of achievement
and a rich agenda for future action at both the broad conceptual and very practical policy levels,
The two governments should be encouraged to continue, broaden and deepen the approach over
the months and years ahcad. 1 hope that the Congress will continuc to monitor the process to
make sure that it realizes its full potential.

9 In fiis trade policy context, it is also important that President Obama reject the 1TC recommendation to erect new
barriers to import of tires from China. The low-grade tires that we impost from China are no longer made in the
United States, and are not going to be made in the United States, so the imposition of controls on imports from
China would simply shift the sourcing of those imports to other countries rather than increase production and
employment in the United States. Such a step just prior to the upcoming G-20 meeting would also be a major
setback to its efforts to resist the spread of protectionism,

6
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Mr. FALEOMAVAEGA. Thank you very much, Dr. Bergsten.
Mr. Schriver?

STATEMENT OF MR. RANDALL G. SCHRIVER, PARTNER,
ARMITAGE INTERNATIONAL, L.C. (FORMER DEPUTY ASSIST-
ANT SECRETARY FOR EAST ASIAN AND PACIFIC AFFAIRS,
U.S. DEPARTMENT OF STATE)

Mr. SCHRIVER. Thank you very much, Mr. Chairman. Thank you
for the invitation and thank you also for seating me along side peo-
ple I respect and admire so much. I know we are somewhat judged
by the company we keep, and I know my reputation is enhanced
today. Thank you for giving me that opportunity.

Talking about a particular format or dialogue, I think it is impor-
tant that we ground this in our impressions of the overall relation-
ship because even the best modalities won’t produce results if the
fundamentals aren’t there in the relationship. And the reverse is
true as well. If the fundamentals are in place the form of dialogue
will only marginally affect the outcomes.

I guess I would take a bit more of I don’t want to be pessimistic,
but maybe in my view at least a sober minded view of where things
stand. I think although it is undeniable that our interests are con-
verging in many ways, there are still very profound differences be-
tween the United States and China. Many of those issues have al-
ready been mentioned—human rights, the security of Taiwan, pro-
liferation and so forth.

So I think even if we are extremely creative and come up with
the best modalities, I think these profound differences will mean
that the outcomes and the deliverables and the products I think
will necessarily be modest, and I think that was frankly borne out
in the first round of the S&ED. That doesn’t mean the Dialogue
shouldn’t take place, but we should think carefully about how we
characterize this dialogue and what our expectations are.

In fact, when the Chinese raised the prospects of holding a stra-
tegic dialogue, my boss at the time, then Deputy Secretary
Armitage, agreed to a senior dialogue only. He said we reserve
strategic dialogue for allies and people who share our views and
share our interests, and I think that is an important point to keep
in mind.

I think many of the advantages of this forum have already been
discussed. I would underscore several of them. I do think it is use-
ful to the interagencies on both sides. People have noted the Chi-
nese interagencies are stove piped. I might hasten to add that is
a problem on our side as well at times, and this format with so
many cross-cutting issues does help interagencies on both sides
interact and deal constructively on a range of these issues.

Obviously having a flagship dialogue of this magnitude can be an
important action forcing event that can incentivize governments
into action, and obviously having a format of this nature when
things are said they are almost by definition authentic, authori-
tative and it is a great platform for communicating clear messages.

I think between the United States and China that single goal of
clear communication to the extent it helps us avoid differences and
conflicts and miscommunications, that in and of itself is important,
but let me focus on what I think are a few of the potential



58

downsides, and I do so at the risk of sounding overly negative, but
I want to use the time to be constructive and talk about what I
think some of the potential pitfalls are.

Number one, I think we have inadvertently placed China in a
place of priority or predominance that they haven’t quite earned.
I would note that Japan still has the second largest economy in the
world. We have other major trading partners in Asia.

We have trading partners around the world who are more closely
aligned to the United States, share our values, share our views, but
yet, as was noted earlier, there has never been anything like this
in terms of high level engagement with any of these countries, so
I think inadvertently we have given the impression that China has
a place of priority, which I don’t think they quite frankly have
earned through their actions and through their policies.

I think that segues into a second concern I have. We often place
value differently on the outcomes of dialogues of this nature. China
often judges success or failure based on symbolism, status. People
say face in Asia. I think we run the risk sometimes of loading six
or seven Cabinet secretaries on a plane, touching doing in Beijing,
and the Chinese have already accomplished their objectives in the
meeting without having to actually produce.

If they perceive they are already the great strategic partner of
the United States, my feeling and based on my experience of inter-
acting with China, that may actually decrease the possibilities that
they will engage in constructive cooperation, and in fact there are
a range of things we can and should be doing with our allies that
are not only the right things to do with respect to those relation-
ships and for our United States interests, but also is the smart
thing to do in terms of engaging China.

I mentioned that it is a useful action forcing event, but the re-
verse could also be true. China often holds in abeyance initiatives
and deliverables and outcomes until the next round of a major dia-
logue, so I think there is a potential downside of this diluting many
of the other interactions we have; for example, the so-called JCCT,
the Joint Commission on Commerce and Trade.

Another downfall and potential downside I would note is a lack
of priority and a very unwieldy agenda in the S&ED format. I have
noted what the representatives of the administration have said
about prioritization. I take them at their word. I have a great deal
of respect for both of them, but it is, very frankly, hard to see from
the outside that there were clear U.S. priorities being conveyed in
the S&ED. I think that that has the potential to dilute the possi-
bility of achieving outcomes on what are truly the most important
and strategic issues for the United States.

Finally, I worry a little bit about a sense of complacency; that we
have so many ministers, so many Cabinet secretaries that we will
be under the impression we are talking to all the right people and
we have a vehicle that is sufficient for all the work that needs to
be done in the United States-China relationship.

And in this regard it certainly underscores something Mr. Pode-
sta said about the military-to-military relationship. I think if we
could get PLA operators into a room to talk about safety on the
high seas, that in and of itself would be just about equal value to
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what we are getting with all these Cabinet secretaries and min-
isters.

I know my time is running very short. Let me just quickly con-
clude with some recommendations. I don’t want to only cast asper-
sions. I think high level dialogue, senior dialogue, with China is
important. I think it can be improved.

Number one, I think we should step up our cooperation with our
allies. I think we should conclude CORUS, I think we should en-
hance our TIFA talks with Taiwan, and I think we should really
take advantage of this fiftieth anniversary of the U.S.-Japan alli-
ance coming up for a robust security declaration. Again, the right
thing to do, but I think it actually helps us to engage China.

Number two, I think we need much greater clarity on the agenda
for the S&ED so that we can really work on issues of true priority
and the number of Cabinet secretaries and ministers adjusted ac-
cordingly if we are able to do that and focus on a more concrete
and specific agenda.

Again, number three, other fora. We shouldn’t be complacent
about this S&ED as being all the right people, all the right issues.
I do think military-to-military is extremely important.

And then finally, I do think we have created an impression, and
I will only say that, that human rights is lower on the agenda than
I feel it should be with China. I take the administration and Mr.
Shear, again who I respect greatly. I take him at his word about
the vigor with which these issues are pursued, but I did note China
coming out of the S&ED almost thanking the United States for not
raising the Uighurs and Xinjiang with greater intensity and force-
fulness.

I don’t take that as a good sign when we are being congratulated
for things like that, and so I think some things should be done to
re-energize those issues in the United States-China relationship.
Thank you.

[The prepared statement of Mr. Schriver follows:]
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The U.S — China Relationship and
the Role of the Sirategic and Economic Dialogue

Testimony by Randall G, Schriver
Founding Partner, Armitage International and President of the Project 2049 Institute

Presented to the House Foreign Affairs Committcc
10 September 2009

Mr. Chairman, thank you for the invitation o address this committee on the topic
of U.S.-China relations and the role of the Sirategic and Economic Dialogue (S&ED). 1
aiso want to thank you lor sealing me along side these impressive luminaries. If we're
partly judged by the company we keep, T know my reputation is enhanced today by virtue
of the company I’'m keeping on this panel,

Mr. Chairman, I was asked specifically to offer soine thoughts on the degree to
which the S&ED is ceffective in promoting the U.8.~China bilateral agenda, as well
promoting U.8. intcrests on a range of important regional and global issues.

In trying to provide construclive commments on this topic, I think it would be
uselul to address three separate questions: what are the prospects for U.S.-China
cooperation in the near-to-medium term irrespective of the modalities for dialogue, what
are the likely henefits and the likely downsides of the S&ED format as currently
configured, and what specitic policy steps would 1 recommend to strengthen o alter the
current approach of the S&ED.

1 think it is important to begin with a gencral asscssment of the prospeets for U.S.-
China cooperation in the near-to-inedium term. To a large degree, the modalitics for
dialogue and engagement are secondary to the fundamentals of the relationship itself, 1T
our interests are aligned, and the obstacles are limited, the specific modalities chosen will
only affect outcomes on the margins. The reverse is also true — if the overall relationship
is adversarial and there is little basis for quality cooperation, even the best plan for
engagement will produce little.

This is particularly important to assess in the case of U.S.-China relations. While
it is undeniable that the United States and China are experiencing converging interests
across a broad spectrum of issues, it is also true that our interests diverge in important
ways. Woc cannot cxpect that there is some optimal formula for a dialogue format that
will alter the fundamental fact that United States and China will find cooperation difficult
in the near-lo-medium term due to the aforementioned divergence in interests. We have
profound differences over human rights, Taiwan’s security, proliferation, and the future
of U.S. military alliances in Asia,
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I think it is also important that we give careful consideration to the policy areas
where increasingly many analysis are describing common interests. [ would submit that
many of (hese issues — such as North Korea, global climate change, and peace and
stability in the Taiwan Strait — are in actuality areas where we have common aversions,
not common interests. A common aversion can be the foundation for dialogue and
limited cooperation. But a common aversion is not encugh to generate close cooperation
and coordinated joint efforts.

None of this is to say dialoguc is not worthwhile. I cndorse high-fevel dialogue
between the United Statcs and China. But our cxpectations should remain modest, and
we should be careful about treating this as a {ruly “strategic” dialogue — the official name
of this Forum notwithstanding. In fact, when Strategic Dialogue was first proposed by
the Chinese to the United States in 2004, then-Deputy Secretary of State Armitage agreed
to regular Senior Dialogue only. He made of point to convey that the United States
reserves true Strategic Dialogue for our closest allies who share our interests and our
values.

The second question to addrcss relates to the S&ED format itself. I acknowledge
there arc benefits to holding this particular forum. Specifically, I believe the S&ED
strengthens intcrageney coordination within each respective government. There are so
many cross-culting issues on the agenda, multi-agency participation in the policy
prescriptions is essential., The S&ED forces all the key players into a room, and compels
all the players to examine common agenda items. Our own system has suffered
historically from poor internal coordination. Reportedly the problem is worse in China,
The S&ED helps in this regard.

The S&ED can also be a powerful forum to communicate clear messages to one
another so as to avoid miscommunication or miscalculation. It would be difficult to
question the authority or authenticity of a message delivered in the presence of so many
Ministers and Cabinet Scerctarics. Clear communication is a helpful outcome even if
Joint cooperation does not result. Conflict avoidance is an extremely important objective
in the United States and China. However, we should add a cautionary note to this point.
1t is true that messages will be seen as more authoritative in a forum such as the S&ED —
but it is also true that omissions can inadvertently convey a lack of interest in a particular
issue. 1 fear the lost opportunity to raise the plight of the Uighers in Xinjiang during
July’s meeting of the S&ED lett the Chinese almost gleeful that the U.S. government was
not overly concerned with human rights conditions in Western China,

The S&ED can also be useful as an “action forcing event.” Having a major
flagship dialogue on the calendar every year can provide the right kind of inceatives lo
the respective bureaucracies to muke concrete proposals.

There are potential downsides to sustaining the S&ED format as currently
configured — and I'll note five. First, it seems we have inadvertently placed our Chinese
counterpatts in a place of prominence that they have yet to earn. To put a finer point on
this, we have no comparable dialogue with Japan Korea or other Asian partners, This can
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cngender feclings of insceurity among our closcst allics. Japan in particular can still
boast the second largest economy of the world — larger than China’s — on top of being a
close treaty ally, Yet our engagement with Japan lacks the same type of high-level
flagship dialogue.

The aforementioned concern segues into the second potential downside P’
mention, China often measures success not by deliverables or concrete actions agreed
upon — but on symbeolism and status. If China perceives they are being treated as
Washington’s most important relationship, accompanied by atl the symbolic trappings of
a sfrategic partner, this may actually decrease their incentive to pursuc consequential
coopceration. In other words, trcating Japan, Korca, Australia and others as valucd allics
and showing them respect befitting close allies is not only the right thing to do, it is also
the smart thing (o do in terms ol incentivizing China, The key (o a successful
engagement strategy with respect to China often has little to do with direct interactions
with China itself — and much to do with engagement of allies and others in the Asia-
Pacific region as a means of impacting China’s decision-making. ‘This can be put
differently: the way o get China right, is to get the rest of Asia right first. Attention and
meaningful engagement of our allies in Asia will best position us for meaningful
cooperation with China.

A third concern lo note is actually the opposite side of the same coin mentioned
above as a potential posilive element of the S&ED. While it may be true that an unnual
S&ED serves as an “action forcing event” for both bureaucracies, it may also be true that
little else can be accomplished in the interim, Qur Chinese interlocutors often argue
privately that movement on major initiatives and/or agreements must be held in abeyance
until the next round of major dialogue (only to disappoint when the actval dialogve does
roll around). The Administration runs the risk of structurally creating an environment
where very little can be done in between meetings of the S&ED. This could also
adversely impact “subordinate” Dialogues such as the Joint Commission on Commerce
and Trade. Even worse, the Administration may feel constrained from taking punitive
actions when neceded (c.g. a potential WTO casc or human rights resolution) in the Icad-
up to a Dialogue for fear of souring the atmospherics.

A fourth potential downside to the S&ED format as currently structured is the
very unwieldy nature of the agenda, and the lack of focus to the Dialogne. While the
Administration noted publicly that certain issues were prioritized within the S&ED, it
was quite frankly difficult to discern that watching things unfold. Admittedly, there are
parts of the S&ED that are rightly kept private and behind ctose doors. Even if those
private messages were much more pointed -- and I might add I suspect the Chinese
messages on Tibet and Taiwan were quite sharp in private — the effect can be diluted by a
public Dialogue that meanders from the Middle East to health care to regional
architecture and so on.

And finally, I will register concern that an S&ED process can breed false
confidence on the U.S. side with respect to personal relationships between U.S and
Chinese interlocutors. It is a common argument that an S&ED process can help build
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mutual trust and can create stronger personal relationships between principle actors that
can be leveraged in both good times and bad. However, history belies this theory
altogether. In fact, this is a very American trait in diplomacy to want to have personal
relationships with interlocutors, to have direct phone lines that can be called in crisis, and
to have confidence that decisions made in the private councii of the other government
will take personal relationships into account. But the Chinese do not share this trait in
diplomacy. In past times of crisis, even “old friends of China” could not get their phone
calls answered. There is no reason to believe Chinese government officials would behave
any differently i the futurc, Further, a flagship dialoguc with such high-level
participation on both sidcs could lcad to complacency in thinking that we arc linking up
with all the important actors under the auspicious of this single forum. Yet we still have
precious litile inferaction with the most important members of the People’s Liberation
Army (PLA) and virtually no crisis communication modalities in which we can have
confidence.

Let me reiterate, 1 support high levet dialogue between the United States and
China — but I think the foundation for cooperation overall is relatively weak, and the
many downsidcs cmbeddcd in the current S&ED format give me little optimism for
robust cooperation emerging, I think there is ample evidence from the first S&ED last
July to support this view. The Administration set extremely low expectations for the
Dialogue.. . then met them, But those are hardly the results on climate change, the global
cconomic crisis, and regional security cooperation worthy of the time and energy
invested by so many senior people in the U.S. government.

1 still believe we can do better. With respect to specific policy steps, 1 offer the
foliowing four specific recommendations

1) The U.S. should enhance our engagement of key allics in Asia in both form and
substance. We should have high level engagement with Japan, Korca and Australia that
conveys a place of priority for our allics. The United States should move immediately to
conclude KORUS, should enhance TIFA talks with Taiwan, and should commence
effoits to achieve a robust security declaration on the upcoming 5ot anniversary of the
U.S.-Japan alliance. These are the right policy steps for U.S, interests, In addition, these
steps with friends and allies will create the right kind of incentives for China to pursue
constructive cooperation with the United States,

2) The United States should limit the subject matter covered in the next S&ED to reflect
true priorities. Rather than an unwieldy agenda that threatens to dilute our messages of
urgency on issues critical to our national interests, we should pursue a much more
focused discussion when the S&ED resumes in China next year. We should reduce the
number of cabinet secretaries who participate accordingly. At present, the United States
should vigorously pursue greater Chinese cooperation on matters related to Pakistan and
Afghanistan. Depending on where things stand next summer, the issue could very well
be appropriate as a top agenda item for the coming S&ED.
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3) The S&ED should not become an cxcusc for missing other creative approaches to
problem-solving in the U.8.-China relationship. The United States should continuc to
press China for active participation in fora that may prove to be even more consequential
than the S&ED. For example, it is conceivable that our greatest bilateral gains could
come from active Chinese participation on the part of the PLA in an operator-to-operator
dialogue focused on safety on the high seas,

And

4) The United States should re-introduce the important topics of human rights and
religious freedom as issues of core concern to our government, our Congress and our
people, These issues should be raised by Presidenl Obama as well as by parlicipating
cabinet secretaries of the S&ED.

Mr. FALEOMAVAEGA. Thank you very much, gentlemen.

The gentleman from California for his questions.

Mr. ROHRABACHER. Thank you very much, Mr. Chairman. Let me
note in terms of a little comment on your original comment, which
was how China has had such stability, economic stability, when
there has been such economic chaos going on in the United States
and the western markets.

I think that if you live in a country where they have killed the
lawyers and jailed all the union organizers and cut off all free press
and political opposition, it would appear to be a stable regime.

Mr. FALEOMAVAEGA. Will the gentleman yield?

Mr. ROHRABACHER. And you could actually make sure the profit
is directed toward the right people. Yes, sir.

Mr. FALEOMAVAEGA. I think it was one of the great writers, a fel-
low by the name of William Shakespeare, who said the first thing
we do is kill all the lawyers.

Mr. ROHRABACHER. Well, the Chinese have certainly read that
one all right.

So let us note that that is the kind of society. There is a facade
of stability and strength, but I think that underneath that is you
have millions and millions of Chinese people who long for the same
things that we long for, and that is to be able to live in freedom
and to have better lives for our children and to express ourselves
and to be able to worship God as they see fit.

I think these are not things that only westerners want. I think
that the Chinese people, I see them as our greatest ally, and they
right now have a boot on their face and it does not do us any good
or the world any good to ignore that fact and to just talk about how
we can cooperate with the guy who has the boot on his foot and
that boot is on the face of their own people.

So with that said, let me ask a question because the first two
witnesses seemed very optimistic about cooperation. As a matter of
fact, your whole testimony was about how we cooperate with this
regime. Pardon me for being cynical here, but do either one of your
groups receive contributions or have clients from business that are
making profit from the China market?

Mr. PODESTA. I will let Mr. Bergsten answer for his group. We
take small corporate contributions at the Center for American
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Progress generally in the vicinity of $25,000, but never for any
work that we do, and so I think that we have no economic stake
in the people that

Mr. ROHRABACHER. By the way, $25,000 does not sound like a
small contribution to me.

Mr. PoDESTA. Well, we take contributions from corporations as
part

Mr. ROHRABACHER. But do you make a profit from China-to-
China trade? More than $5,000?

Mr. PODESTA. You know, we do no work on their behalf and we
take no corporate contributions to do particular studies, Mr. Rohr-
abacher.

Mr. ROHRABACHER. Okay. I understand. You do take contribu-
tions.

Mr. PoDESTA. We take union contributions. We take individual
contributions, and we take corporate contributions.

Mr. ROHRABACHER. There it is. Okay. I am just asking. People
need to know who is talking. We have a group that takes $25,000
contributions from people who are doing business with gangster re-
gimes.

Now, what about your organization?

Mr. BERGSTEN. About a third of our funding comes from philan-
thropic foundations, about a third from individuals, about a third
from companies, some of which certainly have business in China.

Mr. ROHRABACHER. All right.

Mr. BERGSTEN. They of course have businesses in hundreds of
countries, and we take

Mr. ROHRABACHER. Sure.

Mr. BERGSTEN [continuing]. Funding for our China related
projects——

Mr. ROHRABACHER. Okay.

Mr. BERGSTEN [continuing]. From companies that are involved
in——

Mr. ROHRABACHER. And what size? We heard about $25,000 is
the biggest contribution from any business that does business in
China from his organization. What about the biggest contribution
from a company that does business in China for your organization?

Mr. BERGSTEN. Well, we are much better fundraisers than Pode-
sta so we get more than that from some companies.

We get $10,000 from some, $5,000 from some. But I suspect—I
would have to check the record—we get $50,000 or more from a
couple of companies

Mr. ROHRABACHER. All right.

Mr. BERGSTEN [continuing]. That have business in China.

Mr. ROHRABACHER. All right. So we understand, okay? No one is
saying that what you are saying is untrue or that you don’t believe
it, but that is the environment in which you are working.

So with that said, and again you are focused on cooperation. 1
will have to say I am a little flabbergasted by someone who would
suggest that the United States be viewed in the world as a partner
with the world’s worst human rights abuser and that in some way
is going to have a positive impact with the G-2, but let me ask this
question of you all.

Mr. BERGSTEN. Could I answer that directly?
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Mr. ROHRABACHER. Yes, you may. Go right ahead.

Mr. BERGSTEN. Because you raise a very fundamental question.
It comes up all the time in our debates on how to organize the
world. There are two conflicting schools of thought.

One would say, and that is what I have said, that when another
country is the world’s second largest economy, second most impor-
tant economy, and you can’t really make progress on any global
economic issues without it. You have to deal with them as effec-
tively as you can.

hYour view is that despite all that if their values are not ones we
share

Mr. ROHRABACHER. Yes.

Mr. BERGSTEN [continuing]. That you stay distant.

Mr. ROHRABACHER. Right.

Mr. BERGSTEN. And I think one has to reconcile the two as best
one can, but one has to ultimately choose which way you lean.

I think honest people can disagree, but I don’t see how we can
promote our economic interests unless we deal effectively and ex-
tensively with the world’s second largest and most important econ-
omy.

Mr. ROHRABACHER. Well, as Mr. Schriver pointed out, Japan for
a long time was the world’s second largest and we never tried to
afford them the type of prestige that you are suggesting we move
forward with China.

Mr. BERGSTEN. Not actually true, Mr. Rohrabacher.

Mr. ROHRABACHER. Okay. Let me move forward with a couple
things here.

Mr. BERGSTEN. We were very close with Japan with many,
many——

Mr. ROHRABACHER. Okay. Let me just note this. First of all, 1
have heard from the business community for year after year after
year, for decades now, that if we just deal with these people in a
cooperative spirit and really treat them as friends that there will
be a liberalization going on.

I have not seen any liberalization going on in the Chinese Gov-
ernment throughout this expansion of economic relationships, and
I believe that the hug-a-Nazi-make-a-liberal theory has not worked.
We have hugged them, we have kissed them, we have put our in-
vestment money in their pockets, we have helped build their econ-
omy, and they still have a fascist regime in Beijing.

One last question, and that is right now which do you believe to
be the worst threat to the stability and peace of the world, the So-
glal‘i? pirates or China’s claim to almost the entire South China

ea’

Which one, the Somali pirates or this major massive power lay-
ing claim to all of the trade routes through which Japan has to
bring all of its oil into almost all the entire South China Sea? Do
you think that claim is a belligerent, arrogant act on the part of
the Beijing?

Mr. PODESTA. If you are forgiving the Somalia pirates, I don’t
know why.

Mr. ROHRABACHER. Okay.

Mr. PODESTA. I mean, it seems to me that we need to deal with
both questions or both security issues, but, you know, you see the
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world as black and white and I see it I guess in shades of gray,
Mr. Rohrabacher.

Mr. ROHRABACHER. Okay.

Mr. BERGSTEN. I would like a few more choices. You just gave
two choices and which is the greatest threat.

Mr. ROHRABACHER. Okay. What about for you, Mr. Schriver?

Mr. BERGSTEN. There are a number of countries, incidentally,
that claim portions of the South China Sea and the Spratlys and
all that——

Mr. ROHRABACHER. Right.

Mr. BERGSTEN [continuing]. So it is not only China. It is literally
last count I think eight or 10 countries in Asia that

Mr. ROHRABACHER. I will have to say, when the Philippines go
out there with their little putt-putt patrol boat and say yes, we own
this much of the South China Sea it doesn’t seem as threatening
as when the Chinese claim the whole thing.

What about you, Mr. Schriver?

Mr. ScHRIVER. Well, I wouldn’t hesitate to say that China rep-
resents the greatest potential threat to the United States.

It doesn’t imply necessarily the full policy prescription of what
we do about it, nor does it say that there aren’t potential opportu-
nities as well, but I think their trajectory, we have to be very sober
minded about that.

Mr. ROHRABACHER. Thank you, Mr. Chairman.

Mr. FALEOMAVAEGA. Thank you. We are joined now by our distin-
guished ranking member, the gentleman from Illinois, my good
friend, Mr. Manzullo. If he has an opening statement or a series
of questions he would like to

Mr. ManzuLLO. I ask that my opening statement be made part
of the record.

Mr. FALEOMAVAEGA. Definitely. Without objection.

[The prepared statement of Mr. Manzullo follows:]
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Donald A. Manzullo (IL-16), Ranking Member
Opening Statement

September 10, 2009

Mr. Chairman, thank you for calling this hearing regarding the Strategic and
Economic Dialogue (S&ED) between the United States and the People’s Republic of
China. Given the importance of the overall relationship between our two nations, the
existence of a mechanism where senior-level leaders can regularly meet and discuss issues
of mutual importance is extremely valuable. The true measure of success for President
Obama’s S&ED, as with the Bush Administration’s Strategic Economic Dialogue, is
whether increased contact translates into outcomes of real significance.

1 strongly hope that as a result of this new discussion framework, the U.S. and
China can build a more positive relationship, particularly on trade and environment.
China’s recent move to eliminate tariffs on American auto parts exports into their country,
prompted by a World Trade Organization ruling, is a positive step in the right direction.
However, I hope that our two governments can work closer together so that trade matters
can be resolved without the frequent use of the WTO dispute settlement mechanism and
other fair trade remedies in U.S. law. For example, last year, the U.S. International Trade
Commission ruled in favor of the workers I am proud to represent at Titan Tire in
Freeport, lllinois and other off-the-road tire manufacturers to stop illegal dumping and
government subsidization of Chinese-made tires. Yesterday, the Commerce Department
determined that China steel pipe producers have received illegal government subsidies. If
the S&ED can reduce the trade tensions and make China play by the trade rules that they
agreed to, then it will be considered a great success.

The S&ED must not become yet another forum for endless conversation and
symbolic gestures. The Administration must be willing to push the Chinese side to make
real changes now that the dialogue has been elevated to such a high-level event. We must
also remember that there are other friends and allies in the Asia-Pacific region that have
done a lot to enhance their relationship with the U.S. The U.S. must not forget countries
like Japan and Korea in our effort to improve relations with China.

I look forward to your testimonies.
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Mr. MaANZULLO. You know, we have been working with China
ever since I came here in 1993. I served as the first chair of the
U.S.-China Interparliamentary Exchange, have been to China sev-
eral times, helped entertain the Chinese here in the United States,
and one of the impressions that I get it is very hard to refer to the
“Chinese” as one people just as it is hard to refer to Bergsten and
Podesta as people of like mind.

And I say that facetiously because depending upon the area of
China with which you are dealing or the individual we have found
some extraordinary open people that have really in individual cases
gone to bat for United States companies that were getting clob-
bered by the Chinese themselves in various parts of that country,
so I find it

I know we are still dealing with a country that is closed and I
am disappointed it is not more open than we anticipated in light
of the different laws that we have passed regarding China’s trade
obligations, et cetera, but one of the things that I want to explore
with you, and this comes as a person who also sits on the Financial
Services Committee.

I am really concerned that the Chinese, which owe over $800 bil-
lion in U.S. notes, the first part of April at the G-20 had talked
about a bag of currencies, cache of currencies, whatever it is, to
supplant the U.S. dollar as a currency of reserve for international
trade purposes.

On April 2, the G-20 signed an extraordinary agreement that
sort of indicated that, and prior to that Secretary of Treasury
Geithner had made some remarks that perhaps he hadn’t studied
talking about this substitute for the U.S. reserve. China now of
course wants more of a say so in the G-20 because they are putting
more money around the world.

My question to the three of you is what implications would hap-
pen if the U.S. dollar no longer is the international currency of re-
ser\a(??? That is an easy question. Who wants to start with that?
Fred?

Mr. BERGSTEN. Let me start. Sure. First of all, the Chinese hold-
ings of dollars are probably more like $1.5 trillion now, almost dou-
ble what you said. We can only record about $800 billion of their
direct holding of U.S. Government paper, but the estimated total
is close to double that and rising very rapidly, whatever they may
say about their unhappiness about dollars.

I made the point before that they have intervened massively in
the currency markets to keep their exchange rate undervalued to
improve their trading competitiveness. The way they do that is to
buy dollars. They buy dollars, sell renbinmi. It holds the price of
the renbinmi down against the dollar, gives them more price com-
petitiveness.

The financial consequence is their dollar reserves keep rising so
whatever anxieties they may enunciate they keep piling up dollars
more and more. So one can understand that they want the best of
all worlds. They want to be able to keep their currency down, but
also get some kind of takeout for the dollars that they hold. I don’t
think they are likely to get that.

I am not sure what you referred to in the G-20 in April, but it
may have been the decision to create a large amount of special
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drawing rights at the IMF to supplement global reserves. In an in-
direct way you might say or might interpret that as a response to
the anxiety of China and some other countries incidentally—Russia
and some others—about their large dollar holdings, but I think the
G—20 viewed that, and rightly, as part of the response to the global
crisis.

The idea of creating special drawing rights through the IMF is
to add to the reserves of all member countries around the world.
That gives them more wherewithal to buy imports, restore the level
of international trade, which has dropped so sharply, and thereby
contribute to the global economic recovery. It is legitimate to say
a side effect is to slightly decrease the role of the dollar in world
finance.

The SDRs up until now have accounted for something like 0.2
percent of all global financial reserves. The decision at London—it
has now been implemented, incidentally, August 28 by the IMF—
takes the SDR share of total reserves up to 5 percent not by reduc-
ing the amount of dollars but simply by increasing an alternative
asset.

Now, what would happen if the dollar no longer becomes the key
reserve asset? First of all, that could not possibly happen for a
very, very long time. The dollar is the currency of international
commerce. It is used in variously estimated 70-80 percent of all
international transactions, including by countries far away from us
geographically, so there is not much risk that its role is going to
diminish any time soon. There just wouldn’t be any technically fea-
sible way to do that.

I may shock you, however, when I suggest that a gradual and or-
derly reduction of the dollar’s role might not be such a bad thing
for the United States. Why do I say that? First of all, the dollar
enables us to finance our huge trade deficits much more easily.
That is generally viewed as its main benefit. We can live beyond
our means. We can buy more from abroad than we sell because the
foreigners are willing to pile up dollars, finance our debit card as
if nobody was collecting on principal, and so we can live beyond our
means. In the short run that is attractive.

But it also means that we often pursue policies that are not
greatly in our own interest, and I would submit that the huge for-
eign financing of our huge trade deficits was an important cause
of the current crisis. Why? All those dollars came in from China
and elsewhere. They kept our interest rates very low. They kept
our monetary conditions very lax. They kept our liquidity ex-
tremely high.

The Chinese did not force our banks to make stupid subprime
loans, but the conditions, the monetary conditions, that ensued
were an open invitation to overleveraging, underpricing of risk, all
the things that brought on the crisis. In short, the great financing
of our big deficits and all that wonderful foreign capital inflow cre-
ated conditions that really rose up to bite us.

There is a second reason why it is not such a great thing for the
United States to have all this foreign dollar financing, and my
China example describes it. The Chinese manipulate their ex-
change rate because they can buy dollars in the currency market
and keep their currency low. That overvalues our currency, makes
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us less competitive in world trade, brings on those big trade deficits
and to some extent job losses here. We don’t control our own ex-
change rate because of the international role of our currency.

So it is a mixed bag. I don’t want to be totally negative. There
are advantages and disadvantages. It is a complicated business. I
wrote a book on it a long time ago. I have just done a big article
for the next Foreign Affairs issue addressing that whole set of top-
ics.

But I for one would believe that over time as we move into a
more multipolar world economy where the euro is rising as a na-
tional currency, where the IMF can create this alternative asset, it
is probably a good thing for the United States to have that greater
variety.

The United States in fact was the country that initiated the idea
of special drawing rights in the IMF 40 years ago and again strong-
ly supported the G—20 action to create the $250 billion just in the
last few weeks, and I think that is a constructive course for U.S.
policy.

Mr. PODESTA. Mr. Chairman, could I just add one word to that?

Mr. FALEOMAVAEGA. Please.

Mr. PODESTA. I defer to Fred’s expertise on this, but it seems to
me that he is laying out a solution that the implication may be that
the course should be to weaken the dollar and weaken the reserve
position of the U.S. dollar, and it seems to me that the more effec-
tive way to approach this problem is actually to get our macro-
economic policy right and fix our own economy and retain the
strength of the dollar as a reserve asset by doing things like re-
turning to fiscal discipline and creating a macroeconomic policy
that is going to have wage growth happen in the United States so
that the pressure to kind of borrow our way into prosperity is re-
duced as people’s incomes rise.

Mr. ScHRIVER. Well, I am not an economist, but as a China
watcher I would say that I think much of their actions and state-
ments are actually driven by insecurity. They never invested in
U.S. dollars and held U.S. dollars out of affinity for us or love of
us or because they wanted to be nice to the United States. It is the
best place for them to keep wealth and hold wealth.

And they are nervous. They are nervous by our profligate spend-
ing. They are nervous by the trajectory of things right now, and I
would completely agree that the best thing we can do is return to
fiscal discipline as soon as possible. Otherwise this dynamic will
surely continue.

Mr. BERGSTEN. Just to be clear, that is exactly the same policy
conclusion I come to and stress in the upcoming article, but I do
have a somewhat different view on whether the international role
of the dollar is a great thing for the United States.

Mr. MANZULLO. I appreciate your answers on all of those, and as
somebody who spends probably 60 percent of his time in Congress
working on manufacturing issues—I think I am the only member
who has gone to warehousing school—I am concerned over the drift
actually started with Chairman Greenspan, who never thought the
loss of manufacturing jobs was significant. Fortunately, Chairman
Bernanke takes the opposite view and is concerned about every sin-
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gle job that we lose to a foreign competitor and very sincere and
very earnest in that.

I think it is a matter of how you look at this thing. Mr. Podesta,
I don’t know how the United States can get its macroeconomic
house in order. I don’t think we could sit down and all agree to
wear the same color tie on alternative Wednesdays. Excuse me, Mr.
Chairman. Or bolo ties or whatever we are going to wear.

You know, you could take piecemeal what we see going on in
manufacturing in this country, and I see often times a company
will say either—a large company will tell a supplier either you are
going to knock out so much per dollar or we are going to take it
to China, and often times there is no supplier from China. It is
used as a paper dragon, if I could use that term. Many of the sup-
pliers say all right, if you want to buy that thing from China, and
then there is a pause and a hesitancy.

What I see going on is a lot of these jobs are going to China. A
lot of the price to the suppliers is being forced down by the manu-
facturer who threatens that. I don’t think you can develop a macro-
economic policy when China is used both as a source of manufac-
turing and as a threat of source of manufacturing. I just don’t see
how we can overcome that except to make U.S. manufacturing
more competitive.

There are any number of ways that could be done through the
work we are doing on export controls and things of that nature, but
I had just asked for a comment. I didn’t really ask for a solution
because I know none is here. I appreciate the comments of each of
the three of you.

Mr. BERGSTEN. Just to say very briefly, I very much agree. The
reason I have railed rather adamantly against China’s exchange
rate policy is because it contributes very importantly to the erosion
of United States manufacturing and job base that you indicated.

Certainly we have to do everything we can domestically in terms
of fiscal policy, as John said, and in terms of tax policy to maintain
a competitive base here for the manufacturing sector and job cre-
ation.

Mr. MANzZULLO. If T could quote, when Madame Wu Yi was here
this was April 22, 2004, the U.S.-China Business Council—I think,
Fred, you were at that meeting—she made the most extraordinary
statement, so extraordinary I had to record it forever in my Black-
berry.

She said China has a “market based managed unitary floating
exchange rate.” I thought I had heard that wrong, and then she
had actually put out an English translation. Actually she spoke in
English. I said how could you have a market based managed uni-
tary floating exchange rate, but that is their definition of their fair
currency.

I thought you would enjoy that, Chairman. Do you like that?
Thank you.

Mr. BERGSTEN. It is a double oxymoron.

Mr. MANZULLO. Well, whatever it is.

Mr. FALEOMAVAEGA. Unfortunately my good friend from Cali-
fornia has had to leave, but I wanted to just share with him a little
sense of my perspective about our relationship with China.
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China is not a perfect country, but neither is the United States
or any other country in the world for that matter. And I say with
a sense of a historical perspective, that at the height of the Cold
War we had a major adversary almost to the brink of using nuclear
annihilation if you will.

But something happened in 1972—to President Nixon’s and Mr.
Kissinger’s credit—to have a dialogue with the most powerful Com-
munist country, I guess the most populous at that time. Mao
Zedong and Zhou Enlai, literally changed not only the balance of
power in the world, but probably in my humble opinion made a bet-
ter world. The fact is that this historical event in my humble opin-
ion was due to China’s willingness to deal with us, a matter of
power politics, if you will, but they did.

They were willing to dialogue to the point where we eventually
established a formal diplomatic relationship. So I wanted to share
that with my friend from California, but maybe next time.

Gentlemen, I know it has been a long afternoon and certainly
want to commend all three of you for your most eloquent state-
ments and opinions in terms of this very important issue.

I just wanted to ask Dr. Bergsten. I think it was at one time
China wanted to propose an idea of an international currency rath-
er than using the dollar as the basis of all other currencies. What
do you think of that idea?

Their concern comes about because of what we have done in
terms of our own economic recession, which has literally affected
the entire world economy, including their own, I suppose, as being
worried about almost a $1 trillion investment in the United States.
Japan almost a $900 billion investment.

What do you think of the idea? Why don’t we have an inter-
national currency rather than just relying on the dollar or other
forms of currency?

Mr. BERGSTEN. The IMF currency that I mentioned before, the
special drawing rights are actually an international currency, and,
as I said, with the creation of a large new amount in the last few
weeks it has now become at least a modestly significant component
of monetary reserves held by national governments.

However, there are no private markets in that currency. When
it was first created in the early 1970s there were in fact some nas-
cent efforts to create a private market, and it was used to denomi-
nate some contracts and some bonds and things like that, but it
never caught on.

It could. It could become used in the private sector if individual
financial institutions and companies decided they wanted to do so,
and that would move us toward a more internationalized monetary
and economic system. As I said before, I do not think that is likely.

The dollar has huge advantages of convenience. The United
States is by far, for all its recent problems, the deepest and broad-
est financial market in the world, so right through the crisis, coun-
tries and private actors around the world have continued to build
their dollar balances.

In fact, one of the most interesting and some would say ironic
elements of the crisis, which was of course initially caused in the
United States, was that the exchange rate of the dollar strength-
ened very sharply throughout the crisis. Why was that? In the
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depths of the problems and fears about economic security and fi-
nancial stability there was a flight to quality and the safe haven
of U.S. Treasury securities and the dollar.

Therefore, our interest rates went to virtually zero. Our exchange
rate strengthened. All that was a result of world demand for dol-
lars in the teeth of a crisis largely caused by the United States.

Now, that does indicate that the dollar is not about to go away
any time soon as a global currency, but if one wanted to move in-
crementally toward a bigger role for an international asset, that
move has already begun and could be elaborated.

Mr. FALEOMAVAEGA. Mr. Schriver, you indicated earlier that you
don’t think China has earned her stripes of being in standing with
the United States not necessarily as a co-equal economically, but
substantively in any other way that it seems to be.

Can you elaborate a little further by saying what does she have
to do to earn being a co-equal partner with the United States that
you seemed to have reservations about?

Mr. SCHRIVER. Well, my own opinion is that it goes beyond the
size of the economy and the size of the population in terms of how
you interact with another country.

Undeniably, I wouldn’t question anything that was said earlier
about the importance of working with China to deal with the whole
swath of global and regional issues. It is far easier to get things
done if China is on board and I daresay almost impossible in some
cases, depending on the issue, to get things done if they are an ad-
versary to you on those issues. But I do think symbolism matters
in international relations and I do think tactics in terms of how
you approach another country can be consequential.

As I said in my testimony, I think elevating China to this posi-
tion before they have earned it, and I will add a thought or two
on that, actually can create the wrong kinds of incentives or dis-
incentives for them to cooperate constructively because they do
value that symbolism and that status much more than other coun-
tries.

So I have always not pulling back on how we engage China, but
to ensure that our allies are properly positioned, we are doing all
the things like to create a United States free trade agreement,
TIFA talks with Taiwan, a robust security declaration with Japan
and so forth so that China understands we still have close allies
and valued allies and we are doing things with them, in addition
to what we are doing with China.

I would suggest actually, and maybe this is out of line with other
panelists and the administration, but I think the cupboard is actu-
ally very bare on United States-China cooperation if you want to
really talk about meaningful consequential outcomes.

And I know there is a range of issues people point to. North
Korea, for example. I think the cupboard is very bare there. Pro-
liferation, global climate change. I think we have really yet to see
truly constructive behavior from China and constructive coopera-
tion. On top of that, I think you have some pretty irresponsible be-
havior in the international community, and much of that was men-
tioned earlier, so what I am really talking about is tactics and how
to get the right kinds of outcomes.
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I am not suggesting we shouldn’t be engaging in China at a high
level, nor am I suggesting it is unimportant to do so. It is just, how
do you get the outcomes you want?

Mr. FALEOMAVAEGA. Mr. Podesta?

Mr. PODESTA. Well, I would probably come down someplace in
between Mr. Bergsten and Mr. Schriver. I think the G-2 is a bad
construction. I don’t think the Chinese want that. I don’t think the
United States wants it. Maybe it is a kind of glib construction. I
don’t know, Fred.

But it seems to me that the relationship—we should not be send-
ing the signal to the rest of our partners that somehow China and
the United States are going to kind of control or dominate the
international architecture on either the economy, security or the
environment as we have talked about, but we need China in all
those relationships, in all those arenas, and I think that the Stra-
tegic and Economic Dialogue opens the door to strengthen that re-
lationship, strengthen the partnership.

I think that a number of the potential outcomes have already
been mentioned. We have spent a lot of time thinking through
again the energy and climate aspect. If you take the two countries
together, there is more than 40 percent CO2 emissions globally
from the United States and China.

If we both don’t move forward, both independently but also to-
gether, then I think the world faces tremendous challenges again
across all those dimensions: On the environment with respect, but
there is also an extreme security dimension to the impacts, poten-
tial impacts of climate change, and obviously there is tremendous
economic impacts as well from severe storms from the other con-
sequences that have been well noted.

I think we need particularly in that arena, if you will, we need
cooperation for sure on the research and development side, on the
technology deployment side, but we also need diplomatic coopera-
tion to ensure that the world moves forward. I think the same is
true with respect to the security arrangements.

I actually think that particularly this year the Chinese have ac-
tually been, and I say this from the perspective of not just listening
to what I have heard in the United States and in Beijing, but actu-
ally what I heard in the DPRK. I think that the Chinese have sur-
prised to some extent the North Koreans in the vigor with which
they reacted to the missile launch and to the nuclear test.

So I think they are an important player globally and we need to
strengthen our relationship, and clearly from the economic perspec-
tive we could find ourselves in a very unfortunate rapid delinkage
I suppose in the near term, but what we need to do I think is find
a way forward that is going to work for the United States fun-
damentally, and that is going to require the Dialogue that I think
you heard from the first panel.

Mr. FALEOMAVAEGA. In fairness to the administration, the first
meeting was held in July, and I think in fairness to what they are
trying to do they are trying to sieve through what exactly the
issues that are relevant and important. And I suppose the more we
get the results of that dialogue that we can probably make a better
judgment of how this concept is being taken by both countries.
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But I do, as I am sure my colleagues will take a tremendous in-
terest in where the S&ED is taking us for the future. And I kind
of like to follow Dr. Bergsten’s idea of being positive and construc-
tive, and I think this is what I believe honestly in my dialogues
with the leaders of China is their desire as well.

I suppose it all comes down to one word, gentleman, and that
word is trust. Ideologically different, but I don’t think you will find
the Chinese any different in terms of their desire to have the same
things that we want in life here in our society.

You gentlemen have been so patient and so kind to give us your
precious time. I sincerely hope that this hearing has been good for
the public and especially for my colleagues. All your statements
have been made part of the record. Without objection, if you wish
to submit any additional materials to be made part of the record,
I would welcome it.

Gentlemen, I am sorry I don’t have any Kalua pig to give you for
this afternoon, but maybe on another occasion. Thank you so much
for coming.

The hearing is adjourned.

[Whereupon, at 3:16 p.m., the subcommittee was adjourned.]
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Statement
Congresswoman Diane E. Watson
Subcommittee on Asia, the Pacific, and Global Environment
Committee on Forcign Affairs
s Thursday September 10, 2009
2172 Rayburn House Office Building
1:00 p.m,

“The U.S. - China Relationship and the Role of the Strategic and Economic Dialogue”

Good Afternoon, Mr. Chairman. Thank you for
holding this timely hearing on US-China Relations,
specifically the new Strategic and Economic Dialogue.
This Dialogue uniquely offers the U.S. State and
Treasury Departments joint interaction with their

Chinese counterparts.

However, this emerging Strategic and Economic
Dialogue with China presents a bit of a dilemma. On the
one hand, it encourages high level interaction with a
nation that has traditionally kept its doors closed. On

the other hand, the schedule and the large portfolio of
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issues under discussion make the forum a cursory
interaction. Meetings have been held only twice a year,
with seemingly little interaction throughout the
remainder of the year. It is important to gauge the
Chinese reaction to a broad range of issues, but the
strategic aspect of this forum leads me to believe that it
should focus its discussion on a few issues and pursue

them diligently.

Though I believe that this forum affords the U.S.
rare insight into Chinese policy, we must evaluate if the
structure of the forum is the most beneficial approach. I
hope our panelists can also enlighten us on how this
forum fits into overall US-China diplomacy. Thank you,
Mr. Chairman, and I yield back the remainder of my

time.
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ADDITIONAL MATERIAL SUBMITTED BY THE HONORABLE ENI F.H. FALEOMAVAEGA, A
REPRESENTATIVE IN CONGRESS FROM AMERICAN SAMOA, AND CHAIRMAN, SUB-
COMMITTEE ON ASIA, THE PACIFIC AND THE GLOBAL ENVIRONMENT

Statement of Jon M. Huntsman, Jr.
Ambassador-Designate to the People’s Republic of China
- Submitted to the Senate Foreign Relations Committee

Tuly 23, 2009

Mr. Chairman and Members of the Commitice,

I am deeply honored to appear before vou today as President Obama’s nominee to
be the next United States Ambassador to the People’s Republic of China. Iam
cxtremely humbled by and grateful to the President and Secretary Clinton for the
trust and confidence they have shown in me. I would like to take this opportunity
fo thank and introduce members of my family who are here with me today: my
wife, Mary Kaye, my children Mary Anne, Abby, Liddy, Jon, Will, Gracic and
Asha,

My family has long been supportive of my interest in Asia during the past three
decades. Of course, for part of our family, this is an opportunity to return home,
My son, Will, was bornt in Singapore when I served as ambassador there, and our
two adopted daughters, Gracie Mei and Asha Bharati, were born in China and
India, respectively — happily, no border disputes yet surrounding their bedrooms!

It was a difficult decision for our family to make, to leave a state and a job that we
love for this new challenge that takes us half the world away, I want to thank the
citizens of Utah for their support and understanding as my family and I cmbark on
this important mission for our couniry. With the support of the Senate, we are
committed to this new responsibility.

If confirmed, T look forward to working with and learning from the outstanding
team ol Foreign Service Officers, Locally Ingaged Stalf, and representatives of the
many U.S. agencies and offices that collectively make up U.S. Mission China, as
well as their family members, who are vital and contributing members of the
American community. We have an excellent team of first-class career
professionals assembled at our Embassy in Beijing and our Consulates General in
Chengdu, Guangzhou, Shenyang, Shanghai, and Wuhan, and, if confirmed, it will
be my honor to serve as both their leader and cheerleader in pursuing and
promoting Amcrican intcrests and objectives in China,
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If confirmed, I will be in the enviable position of representing the United States
during an exceptionally cxciting time in our thirty year bilatcral relationship with
China, a period during which it is my fervent hope that our cooperation will deepen
and broaden. The simple fact of the matter is that China is critically important and
represents one of our most conscquential bilateral relationships.

President Obama and Secretary Clinton have made clear their commitment to
working with China to build a positive, cooperative and comprehensive
relationship for the 21st century. This coming Monday, July 27, right here in
Washington, D.C., the United States and China will launch the inaugural meeting
of the Strategic and Economic Dialogue, the most ambitious dialogue in the history
of our bilateral relations. Through this Dialogue, the United States and China aim
to address fogether (he challenges and opportunities we both face on a wide range
of bilateral, regional, and global issues, including the global financial crisis,
regional security concerns, global sustainable development, and climate change.

We have reached a point in history where a positive contribution from China can
substantially improve our chances of addressing the most pressing problems. This
Administration is committed to encouraging major and emerging global powers —
including China — to join with our traditional friends and allies as partners in
tackling the global agenda. If T am confirmed, one of my key missions will be to
expand and reinforce China’s support of our efforts to achieve solutions to the
vexing problems that we all face, including proliferation of advanced weapons,
terrorism, econemic instability, and climate change.

One of our highest priorities is repairing the global economy, The United States
and China have both cnacted bold fiscal stimulus plans. In April, President Obama
and Chinese President Hu Jintao agreed on the need to reform and strengthen the
global financial syslem and resist protectionism. It is critical that our two countries
maintain robust and close economic and financial coordination at this critical time
tor the health of the world economy, »

A positive and cooperative U.S.-China relationship speaks to the need for a
stronget global community commitfed to security, peace and prosperity. China’s
regional influence — politically, economically and diplomatically — continues to
grow, and one of the key objectives of our engagement with China is to maintain
peace and stability in Northeast Asia. In recent years, senior Chinese officials have
demonstrated an unprecedented and — frankly — unexpected, degree of consiructive
leadership in regional affairs by chairing the Six-Party Talks and working closely
with the United States in the United Nations Security Council to respond to North
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Korea's provocations. As we all know, achieving a denuclearized Korean
Peninsula is going to require some complicated and delicate bilateral and
multilateral diplomacy. We need to continue working closely with China to
convince North Korea to abandon ifs nuclear weapons program, which remains the
most acute challenge to peace and stability in Northeast Asia, including through
cooperating on the full implementation of United Nations Security Council
Resolutions 1718 and 1874.

Likewise, we encourage China to develop constructive relations with its regional
neighbors, including our allies Japan, South Korea and Australia, as well as our
partners in ASEAN. We believe such relations can be a positive force in
promoting and maintaining regional stability and prosperity, and should not be
seen as a threat 1o U.S. interests or relationships in the region.

‘We hope to work increasingly in tandem with China on other issues in which we
share a common interest. Some examplcs would include advancing global
counterterrorism efforts, pursuing arms control, stemming the spread of weapons
of mass destruction and their delivery systems, and combating extremism and
promoting stability in Afghanistan and Pakistan. Iran’s pursuit of a nuclear
weapons capability continues to be a matter of international concern, and China’s
assistance will be important to achieving our objective of a stable and secure
Middle East.

As its global economic and political influence grows, China can and should play an
increasingly constructive international role. We would like to see China work with
us to address governance and development concerns in places like Sudan, Burma,
and Zimbabwe. If confirmed, I will use every opportunity to encourage China to
become a constructive actor by fostering: positive change among unaccountable
and repressive regimes.

On the margins of the April 2009 G-20 Summit, President Obama and President
Hu affirmed their commitment to work for the continued improvement and
development of U.S.-China military-to-military relations, which have lagged
behind other dimensions of our relationship. In military affairs we have and will
continue to develop areas of common interests, although undoubtedly there will
also remain areas where our interests diverge. The challenge before us is to
maximize the space for cooperation in pursuit of common interests, while working
to narrow our differences and prevent misunderstandings or accidents that could
lead to confrontation. As China continues to modernize its military, there are
numerous opportunities for China to demonstrate its role as a constructive actor in
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upholding international stability. For example, adopting an open and transparent
approach to its activitics will help ease concerns that othcrs may harbor about
China’s strategic intent, and will assist in developing the trust and understanding
that can lead to greater levels of cooperation, If confirmed, I will work closely
with the Defense Department and the representatives of our military services to
improve the military-to-military relationship and build a framework for increased
strategic trust between our two militarics.

We have entered an era in which all nations are called upon to work together to
address the urgent problem of global climate change. The United States and China
should be part of the solution, and collaboration on clean energy and greater
energy efficiency offer a real opportunity to deepen the overall U.S.-China
rclationship. U.S. agencies have been encouraging their counterparts in China to
expand cooperation on clean energy and other emission-reducing activities and to
advance the international climate change negotiations, As Utah’s Governor, 1 have
been deeply involved in exploring clean cnergy options for the Westcrn States.
During my chairmanship of the Western Governors Association, we focused
specifically on the global nature of climate change, working directly with China
and other major carbon cmitters on this critical issue. If confirmed, I will continue
my personal interest in working with China to identify and take acticn in areas that
are mutually beneficial and which promote low-carbon economic growth in ways
that are consistent with our trade and investment policics.

I'have highlighted some of the arcas where the United States and China cooperate
and agree. Of course, there are areas where we have differences, including Taiwan,
human rights, Tibet, and other areas. Secretary Clinton has emphasized that the
promotion of human rights is an essential element of Amcrican global foreign
policy, and if confirmed, I look forward to robust engagement with China on
human rights. In addition Lo expressing candidly our concerns regarding individual
cases, it will be my objcctive to find new and constructivc ways to support the
efforts of Chinese citizens to strengthen civil society and rule of law in their own
country. I believe (hal much can be achieved through dynamic public diplomacy,
people-to-people exchanges, and other programs designed (o assist China to
implement the rule of law, support the development of civil socicty, promote
religious freedom, and improve policies to protect the unique languages, cultures
and religions of China’s ethnic minoritics. Thank you {o those on the Committee
who have championed these causes. If confirmed, I look forward to working with
you on these shared goals in the coming months and years,
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Memorandum of Understanding
to Enhance Cooperation on Climate Change, Energy and the
Environment

between
the Government of the United States of America
: and
the Government of the People’s Republic of China

July 28, 2009

The Government of the United States of America and the Government
of the People’s Republic of China (hereinafter referred to as “the
Participants”), recognize the following:

Climate change, clean and efficient energy and environmental
protection are among the greatest challenges facing the United States
and China.

Cooperatlon between the United States and China is critical to
enhancing energy security, combating climate change, and protecting
the environment and natural resources through pollution control and
other measures.

Cooperation on climate change, clean and efficient energy and
environmental protection can serve as a pillar of the bilateral
relationship, buitd mutual trust and respect, and lay the foundation for
constructive engagement between the United States and China for
years to come, while also contributing to multilateral cooperation.

The Participants have therefore reached the foltowing understandings:
I. Purpose

The purpose of this Memorandum of Understanding (MQU) is to
strengthen and coordinate our respective efforts to combat global
climate change, promote clean and efficient energy, protect the
environment and natural resources, and support envirenmentally
sustainable and low-carbon economic growth.
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Both countries commit to respond vigorously to the chailenges of
energy security, climate change and environmental protection through
ambitious domestic action and international cooperation.

Toward this end, both countries intend to transiticn to a low-carbon
economy, carry out policy dialogue and cooperate on capacity building
and research, development and deployment of climate-friendly
technology.

Both countries resgive to pursue areas of cooperation where joint
expertise, resources, research capacity and combined market size can
accelerate progress towards mutual goals. These include, but are not
limited to:

1) Energy conservation and energy efficiency

2) Renewable energy

3) Cleaner uses of coal, and carbon capture and storage

4) Sustainable transportation, including electric vehicles

5) Modernization of the electricai grid

6) Joint research and development of clean energy technologies
7) Clean air

8) Clean water

9) Natural rescurce conservation, e.g. protection of wetlands and
nature reserves

10) Combating climate change and promoting low-carbon economic
growth

Wherever possible, cooperation should seek to include expertise from
all sectors of society and provide incentives for engagement at the
sub-national level as well as by the business and academic sectors and
non-governmental organizations.

II. Implementation

This MOU ls to be co-chaired by the Department of State and
Department of Energy on the U.S, side and the National Developrnent
and Reform Coramission on the Chinese side. The Participants intend
to hold regular ministerial consultations to deepen mutual
understanding and promote and guide bilateral cooperation on climate
change, clean and efficient energy and environmental protection
through a range of mechanisms, including:

 A. Ten Year Cooperation Framework on Energy and Environment
The Participants recognize the ongoing importance of the Framework
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for Ten Year Cooperation on Energy and Environment (*TYF") dated
June 18, 2008 in facilitating practical cooperation between the two
countries in the areas of energy and environment. Both sides are
committed to implementing all five existing action plans and to
expanding the work of the TYF through new action plans.

The Participants also recognize the importance of and are committed
to strengthening the EcoPartnerships initiative under the TYF in
promoting sub-national cooperation and public-private partnerships to
meet climate change, clean and efficient energy, and environmental
goals.

Both sides also recognize the fruitful work of the TYF Joint Working
Group in meeting the goals of this MOU and are committed to
maintaining this effective working mechanism. As is defined by the
TYF, the Joint Working Group is composed of officials at the Assistant
Secretary-level for the United States and at the Director General-level
for China. The Joint Working Group is co-chaired by the Department of
State and Department of Energy on the U.S. side and by the National
Development and Reform Commission on the Chinese side.

B. Climate Change Policy Dialogue and Cooperatiosn

The Participants have decided to establish Climate Change Policy
Dialogue and Cooperation as a platform for the United States and
China to address global climate change and to identify and resolve
areas of concern.

Consistent with equity and their common but differentiated
responsibilities, and respective capabilities, the United States and
China recognize they have a very important role in combating climate
change. The United States and China will work together to further
promote the full, effective and sustained implementation of the United
Nations Framework Convention on Climate Change.

The Participants concur that thelr Climate Change Policy Dialogue and
Cooperation should promote (1) discussion and exchange of views on
domestic strategies and policies for addressing climate change; (ii)
practical solutions for promoting the transition to low-carbon
economies; (lil} successful international negotiations on climate
change; (iv) joint research, development, deployment, and transfer,
as mutually agreed, of climate-friendly technologies; (v) cooperation
on specific projects; (vi} adaptation to climate change; (vii) capacity
building and the raising of public awareness; and (viii) pragmatic
cooperation on climate change between cities, universities, provinces
and states of the two countries.



90

The Participants intend to hold consultations between representatives
of the two countries’ leaders on a regular basis. The Participants may
establish working groups or task forces involving relevant ministries as
necessary to support the objectives of the Climate Change Policy
Dialogue and Coaperation.

C. Other Mechanisms for Cooperation

New initiatives, frameworks or other mechanisms for cooperation
intended to achieve the goals of this MOU may be established with the
mutual consent of both countries. Existing bilateral efforts may also be
included as part of the cooperation described in this MOU, with such
mutual consent.

Cooperation under this MOU may commence upcn the date of
signature and is not intended to give rise to rights or obligations under
international law.
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TIE WHITE IIOUSE

Office of the Press Secretary

For Immediate Release July 27, 2009

REMARKS BY THF, PRESIDENT
AT THE U.S./CHINA STRATEGIC AND ECONOMIC DIALOGUE

Ronald Reagan Building and International Trade Center
Washington, D.C.

9:35 AM. EDT

THE PRESIDENT: Thank you. Good morning. It is a great honor to
welcome you to the first meeting of the Strategic Economic Dialogue
between the United States and China. This is an essential step in advancing
a positive, constructive, and comprehensive relationship between our
couniries. I'm pleased that President Hu shares my commitment (o a
sustained dialogue to enhance our shared interests.

Prosident Hu and T both felt that it was important to get our relationship off
to a good statt. Of course, as a new President and also as a basketball fan, T
have learned from the words of Yao Ming, who said, "No matter whether
you are new or an old team member, you need time to adjust to one
another," Well, through the constructive meetings that we've already had,
and through this dialogue, I'm confident that we will meet Yao's standard.

I 'want to acknowledge the remarkable Ametican and Chinese leaders who
will co-chair this effort. Hillary Clinton and Tim Geithner arc two of my
closest advisors, and they have both obtained extraordinary experience
working with China. And Iknow that they will have extremely capable and
committed Chinese counterparts in State Councilor Dai and Vice Premicr
Wang. Thank you very much for being here,

I'm also looking forward to the confirmation of an outstanding U.S.
Ambassador to China, Governor Jon Hun{sman, who is here today.
(Applause.) Jon has deep experience living and working in Asia, and --
unlike me -- he speaks fluent Mandarin Chinese. He also happens to bc a
Republican who co-chaired Senator McCain's campaign, And I think that
demonstrates Jon's commitment to serving his country, and the broad,
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bipartisan support for positive and productive rclations between the United
States and China. So thank you, Jon, for your willingness to serve.

Today, we meet in a building that speaks to the history of the last century. It
houses a national memorial to President Woodrow Wilson, a man who held
office when the 20th century was still young, and America's leadership in
the world was emcrging. It is named for Ronald Reagan, a man who came
of age during two World Wars, and whose presidency helped uskher in a new
era of history, And it holds a piece of the Berlin Wall, a decades-long
symbol of division that was finally torn down, unleashing a rising tide of
globalization that continues to shape our world.

One hundred years ago -- in the early days of the 20th century -- it was clear
that there were momentous choices to be made -- choices about the borders
of nations and the rights of human beings. But in Woodrow Wilson's day,
no one could have forescen the arc of history that led to a wall coming down
in Borlin, nor could they have imagined the conflict and upheaval that
characterized the years in between. For people everywhere -- from Boston
to Beijing -- the 20th century was a time of great progress, but that progress
also camc with a great price.

Today, we look out on the horizon of a new century, And as we launch this
dialogue, if's imporlant for us to reflect upon the questions that will shape
the 21st century. Will growth be stalled by events like our current financial
crisis, or will we cooperato to create balanced and sustainable growth, lifting
morc people out of poverty and creating a broader prosperity around the
world? Will the need for energy breed competition and climate change, or
will we build partnerships to produce clean power and to protect our planet?
Will nuclear weapons spread unchecked, or will we forge a new consensus
to use this power for only peaceful purposes? Will extremists be able to stix
conflict and division, or will we unite on behalf of our shared security? Will
nations and peoples define themselves solcly by their differences, or can we
find common ground necessary to mcet our common challenges, and to
respect the dignity of every human being?

We can't predict with certainly what the future will bring, but we can be
certain about the issues that will define our times. And we also know this:
The relationship between thc United States and China will shape the 21st
century, which makes it as important as any bilaleral relationship in the
world, That really must underpin our partnership. That is the responsibility
that together we bear.
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As we look to the future, we can Iearn from our past - for history shows us
that both our nations benefit from engagement that is grounded in mutual
interest and mulual respect. During my time in office, we will mark the 40th
anniversary of President Nixon's trip to China. At that time, the world was
much different than it is today. Amecrica had fought three wars in Gast Asia
in just 30 years, and the Cold War was in a stalemate. China's economy was
cut off from the world, and a huge percentage of the Chinese people lived in
extreme poverty.

Back then, our dialogue was guided by a narrow focus on our shared rivairy
with the Soviet Union. Today, wc have a comprehensive relationship that
reflects the deepening ties among our people. Our countries have now
shared relations for longer than we were estranged. Our people interact in so
many ways. And I believe that we arc poised to make steady progress on
some of the most important issues of our times,

My confidence is rooted in the fuct that the United States and China share
mutual interests. If we advance those interests through cooperation, our
people will benefit and the world will be better off -- because our ability to
partner with cach other is a prerequisite for progress on many of the most
pressing global challenges,

Lel me name some of those challenges. First, we can cooperate (o advance
our runtual interests in a lasting economic recovery. The current crisis has
made it clear that the choices made within our borders reverberate across the
global cconomy -- and this is true not just in New York and Seattle, but in
Shanghai and Shenzhen, as well. That is why we must remain committed to
strong bilateral and multilateral coordination. And that is the example we
have set by acting aggressively to restore growth, to prevent a deeper
recession and to savc jobs for our people.

Going forward, we can decpen this cooperation, We can promote financial
stability through greater transparency and regulatory reform, We can pursue
trade that is free and fair, and seek to conclude an ambitious and batanced
Doha Round agreement. We can update international institutions so that
growing economies like China play a greater role that matches their greater
responsibility. And as Americans save more and Chinese are able to spend
more, we can put growth on a more sustainable foundation -- because just as
China has benefited from substantial investment and profitable exports,
China can also be an enormous market for American goods,
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Second, we can cooperate to advance our mutual intercst in.a clean, secure,
and prosperous energy future. The United States and China are the two
largest consumers of energy in the world, We are also the two largest
emitters of greenhouse gases in the world. Let's be frank: Neither of us
profits from a growing dependence on foreign oil, nor can we spare our
people from the ravages of climate change unless we cooperate. Common
sense calls upon us to act in concert,

Both of our countries are taking steps to transform our energy economies.
Together we can chart a low carbon recovery; we can expand joint cfforts at
research and development o promote the clean and efficient use of energy;
and we can work together to forge a global response at the Climate Change
Conference in Copenhagen and beyond. And the best way to foster the
innovation that can increase our security and prosperity is to keep our
markets open to new ideas, new exchanges, and new sources of energy.

Thitd, we can cooperate to advance our mutual interests in stopping the
spread of nuclear weapons, Make no mistake: The more nations acquire
these weapons, the more likely it is that they will be uscd. Neither America
nor China has an intercst in a terrorist acquiring a bomb, or a nuclear arms
race breaking cut in East Asia, That is why we must continue our
collaboration to achieve the denuclearization of the Korean Peninsula, and
make it clear to North Korea that the path to security and rcspect can be
traveled if they meet their obligations. And that is why we must also be
united in preventing TIran from acquiring a nuclear weapon, and urging the
Islamic Republic to live up to its international obligations.

This is not about singling out any one nation -- it is about the responsibility
of all nations. Together, we must cooperate to securc all vulnerable nuclear
matcrials around the world, which will be a focus of our Global Nuclear
Sumunit next year. And together, we must strengthen the Nuclear Non-
Proliferation [reaty by renewing its basic bargain: countries with nuclear
weapons will move towards disarmament; counlies without nuclear
weapons will not acquire them; and all countries can access peaceful nuclear
energy, A balance of terror cannot hold. In the 21st century, a strong and
global regime is the only basis for security from the world's deadlicst
weaporns. ’

And fourth, we can cooperate lo advance our mutual interests in confronting
transnational threats, The most pressing dangers we face no longer come
from competition among great powers -- they come from extremists who
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would murder innocents; from traffickers and pirates who pursuc their own
profits at the expensc of others; from diseases that know no borders; and
from sulfering and civil wars that breed instability and terror. These are the
threats of the 21st century. And that is why the pursuit of power among
nations must no longer be seen as a zero-sum game. Progress -- including
security -- must be shared.

Through increased ties between our militaries, we can diminish causes for
dispute while providing a framework for cooperation, Through continucd
intelligence-sharing, we can disrupt terrorist plots and dismantle terrorist
networks. Through early warning and coordination, we can check the spread
of disease, And through determined diplomacy, we must meet our
responsibility to seck the peaceful resolution of conflict - and that can begin
with a renewed push to end the suffering in Darfur, and to promote a
comprehensive peace in Sudan.

All of these issues are rooled in the fact that no one nation can meet the
challenges of the 21st century on its own, nor effectively advance its
interests in isolation. It is this fundamental truth that compels us to
coopcrate. I have no illusion that the United States and China will agree on
every issue, nor choose fo see the world in the same way. This was already
noted by our previous speaker. But that only makes dialogue morc
important -- so that we can know cach other bettcr, and communicate our
concerns with candor.

For instance, the United States respects the progress that China has made by
lifting hundreds of millions of people out of poverty. Just as we respect
China's ancient and remarkable culture, its remarkable achievements, we
also strongly believe that the religion and culture of all peoples must be
respected and protected, and that all people should be free to speak their
minds. And that includes ethnic and religious minorities in China, as surely
as it includes minorities within the United States.

Support for human rights and human dignity is ingraincd in America. Our
nation is made up of immigrants from every part of the world. We have
protected our unity and struggled to perfect our union by extending basic
rights to all our people. And those rights include the freedom to speak your
mind, to worship your God, and to choosc your leaders. These are not things
that we seek to impose -- this is who we are. It guides our openness to one
another and to the world,
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China has its own distinct story that shapes its own worldview, And
Americans know the richness of China's history because it helped to shape
the world and it helped to shape America. We know the talent of the
Chinese people because they have helped to create this great country. My
own Cabinet conlains two Chinese Americans. And we know that despite
our differences, America is enriched through deeper ties with a country of
1.3 billion people that is at once ancient and dynamic -- ties that can be
forged through increased exchanges among our people, and constructive
bilateral relations between our governments. That is how we will narrow
our divisions.

Let us be honest: We know that some are wary of the foture. Some in China
think that Amecrica will try to contain China's ambitions; some in Amcrica
think that there is something to fear in a rising China. I take a different
view. And I believe President Hu takes a different view, as well. I believe
in a future where China is a strong, prosperous and successful member of the
community of nations; a future when cur nations are pariners out of
necessity, but also cut of opportunity. This future is not fixed, butitis a
destination that can be reached jif we pursue a sustained dialogue like the one
that you will commence today, and act on what wc hear and what we learn.

Thousands of years ago, the great philosopher Mencius said: "A trail through
the mountains, il used, becomes a path in a short time, but, if unused,
becomes blocked by grass in an equally short time.” Our task is to forge a
path to the future that we seek for our children -- to prevent mistrust or the
inevitable diffcrences of the moment from allowing that trail to be blocked
by grass; to always be mindful of the journey that we are undertaking
together, '

This dialogue will help determine the ultimate destination of that journey. It
represents a commitment to shape our young century through sustained |
coopcration, and not confrontation. I look [orward to carrying this effort
forward through my (irst visit to China, where I hope to come to know better
your leaders, your people, and your majestic country, Together, I'm
confident that we can move steadily in the direction of progress, and meet
owr responsibility to our people and to the fulure that we will all share.

Thank you very much. (Applause,)
END . 9:50 A M, EDT
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THE WHITE HOUSE

Office of the Press Secretary

FOR IMMEDIATE RELEASE April 1, 2009

STATEMENT ON BILATERAL MEETING WITH PRESIDENT HU OF CHINA

On 1 April 2009, President Barack Obatna of the United States and
President Hu Jintao of China met on the sidelines of the G20 Financial
Summit in London, the United Kingdom. The two heads of state had an
extensive exchange of views on U.S.-China relations and global issues of
caommon interest, and reached the following points of agreement:

I. Toward Enhanced U.S5.-China Relations

The two sides agreed to work together to build a positive, cooperative,
~and comprehensive U.S.~China relationship for the 21st century and to
maintain and strengthen exchanges at all levels. President Hu jintac
invited President Obama to visit China in the second half of this year, and
President Obama accepted the invitation with pleasure.

The two sides decided to establish the "U.S.-China Strategic and
Economic Dialogue.” U.S. Secretary of State Hillary Clinton and Chinese
State Councilor Dai Bingguo will chair the "Strategic Track" and U.S.
Secretary of the Treasury Timothy Geithner and Chinese Vice Premier
Wang Qishan will chair the "Economic Track" of the Dialogue, each as
special representatives of their respective presidents. The two sides will
hold the first round of the dialogue in Washingten DC this summer. The
two sides stated that they will continue to advance mutually beneficiaj
cooperation in economics and trade through the mechanism of the high-
ievel Joint Commission on Commerce and Trade.
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The two sides agreed to further deepen mutually beneficial cooperation
in a wide range of areas, including economy and trade, counterterrorism,
faw enforcement, science and technology, education, culture and health.
They also agreed to resume and expand consultations on non-
proliferation and other international security topics. They welcomed
further exchanges between the national legislatures, local authorities,
academics, young pecple and other sectors. The two sides agreed to
resume the human rights dialogue as soon as possible.

Both sides share a cormmitment to military-to-military relations and will
work for their continued improvement and development. The two sides
agreed that Admiral Gary Roughead, U.S Chief of Naval Operations, will
visit China upon invitation in April to attend events marking the 60th
anniversary of the founding of the Navy of the Chinese People's
Liberation Army. The U.S. looks forward to visits by senior Chinese
military leaders this year.

The two sides agreed to maintain close communication and coordination
and to work together for the settlement of conflicts and reduction of
fensions that contribute to global and regional instability, including the
denuclearization of the Korean Peninsula, the Iranian nuclear issue,
Sudan humanitarian issues, and the situation in South Asia.

The two sides agreed to intensify policy dialogue and practical
cooperation in energy, the environment and climate change building on
the China-US Ten Year Energy and Environment Cooperation Framework,
carry out active cooperation in energy efficiency, renewable energy, and
clean energy technologies and work with other parties concerned for
positive results at the Copenhagen conference.

il. Strengthening Economic and Financial Cooperation

The two presidents discussed challenges facing the global economy and
financial system. They pledged that, as two major economies, the U.S.
and China will work together, as well as with other countries, to help the
world economy return to strong growth and to strengthen the
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international financial system so a crisis of this magnitude never happens
again.

The two presidents welcomed the fiscal stimulus measures taken by the
other, and agreed that these measures were already playing a stabilizing
role for the global economy. They also agreed that strong financial
systems were essential for restoring growth, and they welcomed the
commitment of both countries to address issues in this area. President
Obama underlined the commitment of the United States to implement the
American Recovery and Reinvestment Act and the Financial Stability Plan.
He underscored that once recovery is firmly established, the United States
will act to cut the U.S. fiscal deficit in half and bring the deficit down to a
level that is sustainable. President Hu emphasized China’s commitment
to strengthen and improve macroeconomic control and expand domestic
demand, particularly consumer demand, to ensure sustainable growth,
and ensure steady and relatively fast economic development.

The two presidents agreed the international financial institutions should
have more resources to help emerging market and developing nations
withstand the shortfall in capital, and the two countries will take actions
toward this goal. China and the United States agreed to work together to
resolutely support global trade and investment flows that benefit all. To
that end, they are committed to resist protectionism and ensure sound
and stable U.S.-China trade relations. '

President Hu and President Obama discussed regulatory and supervisory
changes needed to reform and strengthen the global financial system,
including regulatory standards. President Hu welcomed the recent U.S.
announcement of a comprehensive financial regulatory reform agenda.
President Obama welcomed the commitment of China to continue the
development and reform of its financial system.

The Presidents agreed on the need for sweeping changes in the
governance structure of international financial institutions. President
Obama underscored that such changes were needed so that these



100

organizations better reflect the growing weight of dynamic emerging
market economies in the global system

President Hu and President Obama concluded that continued close
cooperation between the United States and China was critical at this time
to maintain the health of the world economy and would remain so in the
future. They both recognized that as major economies, the United States
and China have a need to work together, as well as with other countries,
to promote the smooth functioning of the international financial system
and the steady growth of the world economy. To this end, the two sides
will exchange views and intensify coordination and cooperation on global
economic and financial issues, climate change and energy, and other
important issues through the Strategic and Economic Dialogue that the
two countries have decided to establish.

#H#
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C. Fred Bergsten
To the Editor:

Like most cxitics of the idea of a G-2 made up of the United States and China, an idea that [ initiated in
my book The United States and the World Economy, published in 2005, and was publicized most widely
in these pages ("A Partnership of Equals,” July/August 2008), Elizabeth Economy and Adam Segal
("The G-2 Mirage," May/June 2009) misunderstand the basic concept.

The proposed G-2 was never intended to supplant any of the existing international economic steering
committees, of which the G-20 has now attained preeminence, let alone the long-standing multilateral
organizations, such as the International Monetary Fund and the World Trade Organization. To the
conrary, its chief purpose is to supplement the existing institutions and make them work better by
promofing prior agreement between the two countries whose cooperation has become a sine qua non for
making progress on virtually any international economie issue, It would simply be a caucus of the two
rather than any attempt to create a new governing entity, let alone a "dominant condominium," as
mischaracterized by some,

The United States and China are the world's two most important economies. The United States leads the
high-income economies, and China leads the emerging-market economies, Each of these groups now
accounts for half of global output. The United States and China are the two largest trading countries and
the two largest polluters.

There will be no suslained recovery from the eurrent global economic crisis unless the United States and
China lead it. There will be no renewed momentum toward progress on global trade, through the Doha
Round or otherwise, unless they endorse it, There will bo no international compact on global warming
uniess they embrace it. The United States is the world's largest largest deficit/debtor country, and China
is the world's largest surplus/creditor country -- and there will be no resolution of the global imbalances
that helped bring on the current crisis, nor lasting reform of the international financial architecture,
without their concurrence.

Hence, an effective G-2 is imperative if the world economy is to move forward both cyclically and
structurally, Of course, it must be kept informal and indeed unremarked on by the two countries
themselves. Of course, the European countries, Japan, and some other countries must participate in the
multilateral agreements that are required on virtually all issues. Of course, the linkages between the G-2
and other institutions must be handled with diplomatic skill. But the substance of the issues that these
institutions address will not be advanced unless the United States and China work it out together.
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Chinese Premier Wen Jiabao, in fact, recently assured the Europeans that the United States and China
had no intention of trying to manage the world on (heir own and that instead the development of close
1].S.-Chinese relations would benefit other countries.

Economy and Segal would move in precisely the opposite direction by suggesting that the United States
“sit down with Japan, the EU, and other key allies to begin coordinating their policies toward China."
This would be viewed by the Chinese as an effort to surround and even isolate them. It would be hugcly
counterproductive and would surely fail, not least because none of those U.S. allics would be willing to
play (and correctly so).

I am dclighted that such foreign policy and security experts as Zbigniew Brzezinski and Niall Ferguson
have recently advocated that the G-2 concept be expanded well beyond the economic domain for which
I originally proposed it. The Hu Jintao and Obama governments also seem to be moving in this
direction, building on former Deputy Secretary of State Robert Zoellick's Senior Dialogue and former
Secretary of the Treasury Henry Paulson's Strategic Economic Dialogue. Economy and Segal in fact
conclude by proposing "one overarching negotiation that sits above or outside the purview of the T.S,
government's {raditiona! cabinet-level agencies" and by arguing that "the National Security Council and
the vice president’s office would ideally play a central role in this effort,” which is pretty close to the
annual summits that I have recommended to both establish the G-2 and make sure that it works
effectively.

C. FRED BERGSTEN
Director, Peterson Institute for International Economics

Copyright © 2002-2009 by the Council on Foreign Relations, Inc.
All rights reserved.

Source URL: huip://www.foreignaffairs.com/articles/6 5398/c-fred-hergsten/twos-company
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How Washington Should Respond to China’s
Economic Challenge '

C. Fred Bergsten

To BE an economic superpower, a country must be sufficiently large,
dynamic, and globally integrated to have a major impact on the world
economy. Three political entities curtently qualify: the United States, the
European Union, and China. Inducing China to become a responsible
pillar of the global economic system (as the other two are) will be one
of the great challenges of coming decades—particularly since at the
moment China seems uninterested in playing such a role.

"I'he United States remains the world’s largest national economy,
the issuer of its key currency, and in most years the leading source
and recipient of foreign investment. The Eu now has an even larger
economy and even greater trade flows with the outside world, and
the euro increasingly competes with the dollar as a global currency.
China, the newest member of the club, is smaller than the other two
but is growing more quickly and is more decply integrated into the
global economy. Its dramatic cxpansion is therefore having a powesr-
ful effect on the rest of the world. (China is often paired with India
in such discussions, but India’s cop is less than half of China’s. The
value of the annual growth of China’s trade exceeds the total annual
value of India’s trade. China will dominate its Asian neighbor for the
foreseeable future.)

C. Fren BeresTen is Director of the Peterson Institute for International
Economics. This essay is adapted from his forthcoming, co-authored
book, China’s Rise: Challenges and Opportunities (Peterson Institute and
the Center for Strategic and International Studies, 2008).

[57]
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China poses a uniquc challenge because it is still poor, significantly
nonmarketized, and authoritarian, All three characteristics reduce
the likelihood that it will easily accept the systcmic responsibilities
that should ideally accompany superpower status. The integration of
China into the existing global cconomic order will thus be more
difficult than was, say, the integration of Japan a generation ago. The
United States and the £u would like to co~opt China by intcgrating
it into the regime that they have built and defended over the last several
decades. There are increasing signs, however, that China has a different
objective. In numerous areas, it is pursuing strategies that conflict with
existing norms, rules, and institutional arrangements.

Some take this lightly, viewing it as simply the usual free-riding and
skirting of responsibility by a powerful newcomer cleverly exploiting
the loopholes and weak enforcement of existing international rules to
pursue its perceived national interests. After all, they say, even the
United States and the £U do the same on occasion, as do other major
emerging-market economies. And to be sure, there is no evidence
that China’s challenges to the current economic order derive from any
cohesive or comprehensive strategy concocted by the country’s political
or intellectual leadership. Despite calls in Beijing for “a new interna-
tional economic order” and talk of how a “Beijing conscnsus” might
supplant the so-called Washington consensus, to date China’s proposed
alternative approaches do not add up to a revisionist challenge to the
status quo.

Nevertheless, the situation is worrisome. Given its status as a
powerful newcomer benefiting from an efficient economic order,
China actually has a profound interest in seeing that the international
rules and institutions function effectively. It should be trying to
strengthen the system, whether the present version or an alternative
version more to its liking, )

Morcover, Chinese recalcitrance seems to be increasing rather than
decreasing over time, At the outset of its economic reform process,
in the late 1970s, China was eager to join (and to replace Taiwan in)
the International Monetary Fund (1MF) and the World Bank, These
institutional ties subscquently played important, and apparently wel-
come, roles in China’s early development success, Later, Beijing
not only endured lengthy negotiations and an ever-expanding sct of

[581 FOREIGN AFTFAIRS - Folwme 87 No. 4
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requirements in order to join the World Trade Organization (wro)
but also used the pro-market rules of that institution to overcome
resistance to reform among die-hards inside China itself.

But a country’s attitudes can change dramatically along with its
circumstances. Russia, for example, was 4 supplicant for international
capital and support after its bankruptey in 1998 and with world oil
prices near $20 a barrel, but it is aggressively pursuing a resumption
of great-power status now that it has recovered and with oil over $100
a barrel. China appears to be undergoing a similar evolution, albeit
with 2 more cautious leadership and an incremental style. It is also
experiencing the same internal backlash against globalization as have
the United States and many other countrics. This attitudinal shift
simply has to be reversed, even if doing so requires a fundamental
adjustment of the international economic architecture,

TOWARD AN ASIAN BLOC?

ON TrADE, China has been playing at best a passive and at worst a
disruptive role. It makes no effort to hide its current preference for low-
quality, politically motivated bilateral and regional trade arrangements
rather than economically meaningful (and demanding) multilateral
trade liberalization through the wro, Since China is the world’s largest
surplus country and second-largest exporter, this poses two important
challenges to the existing global regime.

First, China’s refusal to contribute positively to the Doha Round of
international trade negotiations has all but cnsured the talks’ failure.
Beijing has declared that it should have no liberalization obligations
whatsoever and has invented a new category of wro membership
(“recently acceded members”) to justify its recalcitrance. Such a stance
by a major trading power is akin to abstention and has practically guar-
anteed that the Doha negotiations will go nowhere. And since the global
trading system does not stay in place, but is always moving either
forward or backward, a collapse of the Doha Round would be quite
serious: it would represent the first failure of a major multilateral trade
negotiation in the postwar period and place the entire wTo system in
jeopardy. China is not the only culprit in the Doha drama, of course.
"T'he United States and the EU have been unwilling to abandon their

FOREIGN AFFAIRS - July/August 2008 [39]
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agricultural protectionism, other important emerging economies
have been unwilling to meaningfully open their markets, and several
poor countries have resisted contributing to a global package of reforms.
But China, with its major stake in open trade, exhibits the sharpest
contrast of all the major players between its objective interests and its
revealed policy.

Second, China’s pursuit of bilateral and regional trade agreements
with neighboring countries is mare about politics than economics,
Its “free-trade agreement” with the Association of Southeast Asian
Nations {asEan), for example, covers only a small share of its com-
merce with the countries in question; it is
China has a profound simply an effort to calm their fears of being
) ) ) swamped by their huge neighbor. Again, itis
Interest i seeing true that the United States and other major
that the international trading powers also factor foreign policy

les and instituti considerations into their selections of partners
ruies and nstitueions for regional and bilateral trade agreements,
function effectively. But they also insist on economic standards

that largely conform to the wro’s rules, China
is able to escape legal application of those rules by continuing to declare
itself a “developing country” and by taking advantage of “special and
differential treatment.” But for a major global trading power to hide
behind such loopholes provokes substantial intcrnational strains.
China is also hurting the global trading system by supporting the
creation of 2 loose but potent Asian trading bloc. The network of
regional agieements that started with one between China and Asean
has steadily expanded to include virtually all other possible Asian
permutations: parallel Japanese-Asean and South Korean—asean
deals; various bilateral partnerships, including pethaps a Chinese-
Indian one; a “10 + 3” arrangement that brings together the ten AsEAN
countties and afl three Northeast Asian countries, and possibly even
a“10 + 6” agreement that would broaden the group to include Australia,
Tndia, and New Zealand. All this activity is likely to produce, within
the next decade, an East Asian free-trade area led by China.
Such a regional grouping would almost certainly trigger a sharp
backlash from the United States and the £u, as well as from numerous
developing countries, because of its new discrimination against them,

[6e] FOREIGN AFFAIRS - Folwme 87 No. 4



107

A Partnership of Equals

Even more important, itwould create a tripotar global economic regime—
a configuration that could threaten existing global arrangements and
multilateral cooperation.

China’s challenges to the global trading system are most visible in its
opposition to the U.S, proposal, launched at the Asia-Pacific Economic
Cooperation forum in 2006, for 4 free-trade area of the Asia-Pacific.
The arkc initiative, immediately endorsed by a number of those
smaller member economies that fervently want to prevent trade conflict
between the group’s two superpowers, seeks to head off the looming
confrontation between an Asia-only trading bloc and the United
States, which could draw a line down the middle of the Pacific. The
initiative would cventually consolidate the many preferential pacts in
the Asia-Pacific region and offer an cconomically meaningful Plan B
for widespread trade liberalization if the Doha Round definitively
fails. China has led the opposition to the idea, demonstrating its pref-
erence for bilateral deals with minimal economic content and its lack
of interest in trying to defend the broader trading order.

TRASHING THE IMF?

CHINA'S CHALLENGE to the international monetary order, mean-
while, is at least as serious. Alone among the world’s major economies,
China has rejected the adoption of a flexible exchange-rate policy,
which would promote adjustment of its balance-of-payments position
and avoid a buildup of large imbalances. Under 1mp rules, China has
the right to peg its currency—but it docs not have the right to inter-
vene massively in the foreign exchange market, as it has for the past
five years, to maintain a hugely undervalued yuan and thereby boost
its international competitive position, This violates the most basic
norms of the MF's Articles of Agreement, which require members to
“avoid manipulating exchange rates . . . in order to prevent effective
balance of payments adjustment or to gain unfair competitive advan-
tage.” Tt is also a violation of the 1MF’s implementing guidelines,
which explicitly proscribe the use of “prolonged, large-scale one-way”
interventions to maintain competitive undervaluation.

"The results are unprecedented for a major trading country. China’s
current account surplus has reached n1—12 percent of its coe. By next year,
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its annual global surplus could approach $500 billion, approximating the
value of the U.S. current account deficit. Its hoard of foreign currency
exceeds $1.6 trillion and is by far the world’s largest. These imbalances
and the unprecedented flow of international funds that they require
could trigger a crash of the dolfar and a “hard landing” for the global
economy, severely compounding the current global financial crisis.

Previous surplus countries, notably Germany in the 1960s and
1970s and Japan in the 1970s and 1980s, have also resisted making
necessary and inevitable adjustments to their currency pegs. But no
earlier imbalances have ever approached the current Chinese one in
terms of its share of the country’s app, Moreover, all of these countries
eventually agreed to conform to the international rules.

To date, however, China has resisted all entrcatics to alter its behav-
ior. Its announced move to “a managed floating exchange rate based
on market supply and demand” in July 2005 has still not produced any
significant rise in the trade-weighted value of its currency, despite the
recent acceleration of the yuan’s appreciation against the dollar, nor
has it prevented continued huge surpluses in China’s external accounts.
The number of interventions in the currency markets that China has
undertaken to block faster appreciation of the yuan has at least doubled
since that time.

China has actually questioned the basic concept of international
cooperation in dealing with these problems, claiming that a country’s
exchange rate is “an issue of national sovereignty” (rather than a quin-
tessentially international concern in which foreign parties have an
equal interest}. It has objected even to the 1MF’s consideration of the
issue, Its actions have raised an implicit threat that it might promote
the creation of an Asian Monctary Fund, further eroding the global
role of the 1M, and may seck a regional or even global role for its
national currency over the long term, These monetary steps intensify
the challenge to the global trading system because large exchange-
rate misalighments are a potent stimulus for protectionism in deficit
countries, as indicated at present by the numerous bills in Congress
to address the China currency issue with trade sanctions.

On energy (China will shortly become the world’s largest consumer
of energy), the challenge China poses is less frontal, but only because
there exists no body of agreed global doctrine, rules, and institutions.

[62] FOREIGN AFFAIRS  Volume 87 No.
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There are at least two conflicting energy regimes, the (periodically effec-
tive) producer cartel embodied in the Organization of the Petroleum
Exporting Countries and the (very loose and incompletc) consumer
anticartel embodied in the International Fnergy Agency. China is
creating problems for both with its drive to line up “secure sources of
supply” through long-term contracts with selected producing countries.
Tt is unwilling to rely solely, or even primarily, on market mechanisms,
attempting to insure itself against both output interruptions by the
producers and the market power of other large consumers.

Here, as elsewhere, China is hardly alone in its behavior. But as the
driving force behind the single most important commodity market in
the world, the country has a particular interest in {and responsibility
for) forging systemic responses rather than trying to carve out exceptions
and special privileges for itself. China appears to be either unaware of
the abject failure of such strategies in the past or confident that its
contemporary clout will suffice to sustain its contractual arrangements
even in difficult periods, and it is pursuing such strategies with respect
to other raw materials as well as oil and gas.

On foreign aid, China may have already become the largest national
donor (depending on how “aid” is defined), and it is posing a direct
challenge to prevailing norms by ignoring the types of conditionality
that have evolved throughout the donor community over the past quarter
century. Beijing rejects not only the social standards (on human rights,
labor conditions, and the environment) that have become prevalent but
also the basic economic standards (such as poverty alleviation and good
governance) that virtually all bilateral and multilateral aid agencies now
require as a matter of course., As with its trade and commodity pacts,
China’s “conditionality” on aid is almost wholly political: insistence that
the recipient countries support China’s positions on global issues, in the
United Nations and elsewhere, and funnel their primary products to
China as reliable suppliess.

NEW RULES OF THE GAME

Waar THESE policies demonstrate is that China’s international
mindset has not kept pace with its breathtaking economic ascent. China
continues to act like a small country with little impact on the global
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systern at large and therefore little responsibility for it. Such a lag in
perceptions is not difficult to understand, particularly as it regards a
conservative leadership still following Deng Xiaoping’s dircctive to
maintain a low international profile. The central thrust of contemporary
Chinese foreign policy is not to assume a large role in the world but
to avoid international entanglements that could disrupt the country’s
ability to focus on its huge domestic challenges. Morcover, the speed at
which China has risen is difficult for even the most experienced observers
to comprehend. (The pattern is similar to the one that accompanied
Japan's growth from the early 1970s into the 1980s, when its metcoric
rise also triggered sharp global reactions, while Tokyo maintained a
passive and reactive stance on almost all international issues.)

Even the strongest defenders of the current world trading system
would concede that at least some of China’s criticisms are valid. At best,
the Doha Round will achieve only marginal liberalization of world trade
after almost a decade of effort. The 1MF

ina i - has failed to enforce its own rules and is being

China is uncomfortable forced to downsize. The World Bank has lost

any clear direction. The ¢-7 (the group of

simply integrating into highly industrialized states) has adopted a mu-

. . ol tual nonaggression pact among its members,

asystem it had no role making its criticisms of outsiders such as China

in developing. seem hypocritical. And by failing to adapt their

governance structures to the dramatic changes

in the relative economic power among nations, the international

economic institutions have lost much of their legitimacy. The fact that

some Chincse attitudes are understandable and some Chinese concerns

legitimate does not lessen the significance of the challenge but rather
suggests some of the logical components of an intelligent response.

To deal with the situation, Washington should make a subtle but

basic change to its economic policy strategy toward Beijing. Instead

of focusing on narrow bilateral problems, it should seek to develop a

true partnership with Beijing so as to provide joint leadership of the

global economic system. Only such a “G-2” approach will do justice,

and be seen to do justice, to China’s new rolc as a global economic

superpower and hence as a legitimate architect and steward of the

international economic order.

with the very notion of
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The present U.S. approach seeks to entice China to join the existing
global economic order. Washington's fondness for the status quo is
understandable given its basic success and the prominent role it accords
Washington. But China is uncomfortable with the very notion of
simply integrating into a system it had no role in developing. Both
Chinese officials and Chinese scholars are actively discussing alterna-
tive structures for which China can be present at the creation. At one
particularly contentious peint in its negotiations to enter the wro,
the Chincsc ambassador reportedly thundered, “We know we have to
play the game your way now, but in ten years we will sct the rules!”
The existing system, moreover, has become increasingly sclerotic, and it
might well be that the only way to overcome the enormous resistance
to change (manifested in positions such as Europe’s refusal to wind
down its excessive quotas and give up some of its IMF executive-board
seats) is to undertake a fundamental overhaul.

Current U.S, policy also purpotts to include tough enforcement
measures to punish noncooperation: Washington has taken Beijing to
the wro for dispute settlement on a number of occasions and has tried
to mobilize the imMF and the -7 to penalize China for its undervalued
currency. But Washington's criticism of Beijing has not been trans-
lated into any serious retaliatory pressure because too many Americans
receive too many benefits from their actual or potential dealings with
China for policymakers to jeopardize the relationship and because
other key countrics are also unwilling to confront China. Abandoning
the present position and adopting a less confrontational approach
might be the only way to persuade China to start cooperating,

THE BIG TWO

In PART, the strategy proposed here would treat old issues in new
ways, recasting conflicts as opportunities for progress, The United
States and China could agree to construct their regional trade agree-
ments in ways that support, rather than impedc, subsequent multilateral
liberalization——and even permit eventual finkage between the regional
bodies. Failures to offer significant new market-opening opportunities
in the Doha Round would be addressed not as legitimate mercantilist
behavior but as threats to the wTo that would jeopardize both countries’
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stake in an open world cconomy, Competitive currency misalignments
would be treated as deviations from 1MT norms that hurt all trading
partners, especially poor countries. Washington would concede that its
errant fiscal policy has contributed to the overvaluation of the dollas, just
as Beijing would concede that undervaluation of the yuan has reflected
inadecquate Chinese internal demand and excessive government inter-
vention. The United States could escort China into the International
Energy Agency to help organize the response of consuming countries
to high oil prices.

More far-reaching steps might involve the creation of new inter-
national norms and institutional arrangements to govern issue areas
that are important but currently unregulated, such as global warming
and sovereign wealth funds (swrs), To date, China has steadfastly
refused to even contemplate binding constraints on its greenhouse
gas emissions. So has the United States, but that stance seems likely
to change dramatically after the presidential election in November,
no matter who wins. An emissions regime, however, may well lead
to the installation of trade barriers in participating countrics against
carbon-intensive products from nonparticipating countries. More-
over, global warming cannot be seriously addressed without China,
which has become the world’s largest polluter. Unless Washington
and Beijing find ways to cooperate in attacking the problem together,
the result could be a trade war between them and little or no action
on the environment.

China has already indicated some skepticism about the adoption
of new international guidelines, even if voluntary and nonbinding,
regarding the structure and investment activities of swrs. But the
United States is championing such codes in order to permit continued
forcign investment and head off the risk of protectionist domestic
reactions. Since the U.S. cconomy is especially dependent on Chinese
capital, without some new agreement a frontal clash could devclop
over this issue, triggered either by Ching’s rejection of proposed new
guidelines or by the United States’ rejection of Chinese investments
in particularly sensitive areas.

Whether in dealing with old or new issues, the basic idea would
be to develop a G-2 between the United States and China to steer the
global governance process. Other major powers, such as the u and,
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on some issues, Japan, would of course need to be deeply involved as
well. The new rules, codes, or norms could frequently be implemented
through existing multilateral institutions, such as the 1Mr and the wro.
Some of them might work better through new worldwide organizations
created to deal with truly new issues, such as a global environmental
organization to manage climate-change policy. But effective systemic
defenses against international economic challenges in today’s world must
start with active cooperation between its two dominant economies,
the United States and China.

Given other powers’ sensitivitics, of course, it would be impalitic
for Washington and Beijing to use the term “c-2” publicly. But for
the strategy to work, the United States _
would have to give true prioFity to China  Jtig not enough for
as its main partner in managing the world )
economy, to some extent displacing Europe. China to be seen as a

Nothing less is likely to attract China or  “responsible stakeholder.”

engage the United States sufficiently to 1 g
create the effective leadership that the world It must also be accorded

so desperately needs. full rights as a true

Some initial steps have already been taken <hi
in this direction, Kfter I ﬂoate(i’r the idea of leadership partner
a G-2 in late 2004, Robert Zoellick, in his
new capacity as deputy secretary of state, which he undertook in
February 2005, launched initial discussions with Chinesc counterparts.
In 2007, Treasury Sccretary Henry Paulson escalated the engagement
to what is now known as the U.S.-China Strategic Economic Dialogue,
which involves the leaders of ten or so cabinet agencies in each
country. The beginnings of an institutional framework for a working
G-2 have thus already been put in place, and patterns of cooperation
are already developing on topics such as the environment and inter-
national finance. But it is not nearly enough for China to be seen as
a “responsible stakeholder.” It must be seen, and accorded full rights,
as a true leadership partner.

Such a relationship between a rich developed country and a poor
developing one would be unprecedented in human history—as is there
being a poor economic superpower, which is what China is. Therc are
enough examples of similar cooperation on specific issucs, however,
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to suggest that converting U.S.-Chinesc disputes into systemic man-
agement issues can be extremely effective. In the late 1970s, for example,
the United States was applying countervailing duties to scores of
Brazilian products because Brazil’s export subsidies accounted for
almost half the value of all of its foreign sales. A frontal assault on
the subsidies was politically unacceptable in Brazil, but the two
countries agreed to cooperate closely in negotiating & new subsidy
code for the General Agreement on Tariffs and Trade (the precursor
to the wTo): this agreement turned out to be simultaneously the
linchpin of a successful Tokyo Round of trade talks, 2 basis for adding
an injury clause to the U.S. countervailing-duty law, and a foundation
for phasing out the Brazilian subsidy policy.

Are the United States and China ready for such a substantial
reorientation? Washington would need to accept China as a true
partner in managing global cconomic affairs, the development of an
intimate working relationship with an Asian country rather than its
traditional European allies, and constructive collaboration with an
authoritarian political regime rather than a democracy. All these
changes would pose substantial challenges for U.S. policymakers and
would likely encounter domestic political resistance.

China is rapidly approaching a moment when its chosen strategy of
integration into the world economy will force it to assume increased
responsibility for the successful functioning of that economy. China’s
own interests, in other words, should lead it to accept an invitation
from the United States to help steer the system in a mutually acceptable
direction. The Chinese today are hotly debating whether their country
should proceed unilaterally or work within the international system,
and an offer of true partnership could tilt the outcome of that debate
decisively and constructively, raising the possibility that China could
continue its upward trajectory without provoking the clashes that
previous rising powers have.

If China is reluctant to get too close to the United States—say,
because of continuing controversies over security issues—alternative
institutional arrangements are of course available. The gU could be a
member from the outset of a -3, a group of the current global economic
superpowers, The new 6-3, recently created by the IMF to conduct its
intensified multilateral consultative process, which adds Japan and

[68] FOREIGN AFFAIRS - Folume 87 No. 4



115

A Partnership of Equals

Saudi Arabia (to represent the oil producers) into the mix, is another
possibility. The central need is to embrace China in the context of a
new and effective leadership grouping in light of its critical role in the
world economy and its legitimate desire to be engaged in systemic
management at all relevant stages of the process,

Under seven successive presidents, the United States has chosen
to engage, rather than confront, China, taking the eminently sensible
view that provoking an unnecessary confrontation would be profoundly
contrary to U.S. interests. Given the signs that China’s economic
advance will continue, the same logic suggests that Washington
should make cvery effort to engage Beijing as a true partner in steering
global economic affairs. Ata minimum, creating 2 6-2 would limit the
risk of bilateral disputes escalating and disrupting the U.S.-Chinese
relationship and the broader global economy. At a maximum, it could
start a process that might, over time, generate sufficient trust and mutual
understanding to produce active cooperation on crucial issues.

Right now, the prospects of such active cooperation are uncertain.
But in addition to their differences, the two countries share many
common interests, and their global economic positions arc converging
rather than diverging. Developing a partnership of the sort outlined
here will not be easy and will take much time and effort. But the issues
at stake are so important that even partial success would be worthwhile,
and the only way to gauge the idea’s feasibility is to try it. The upcoming
negotiations to create a global strategy to counter global warming
offer a compelling opportunity for just such an experiment.@
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