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The four articles in this issue of Behind the Headlines are based

on the lectures in the BMO Financial Group/CIIA

Distinguished Lecture Series 2006. The four lecturers dis-

cussed the remarkable growth of the Chinese economy, the

much slower evolution of China’s political system, and the

implications of these developments not only for the Chinese

people but for the international community as a whole.

In the Spring 2006 issue of the International Journal the

CIIA has also published a number of articles on China based

on a conference organized by its National Capital Branch.      

Global China
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China’s relationship with the rest of the world is not deter-

mined only by the size and speed of its economic growth.  In

the decades to come it will really be determined by the nature

of the Chinese political system.  

Today I will first say something about China’s political

evolution since it opened its doors to the rest of the world

about thirty years ago. I will then discuss the nature of the

Chinese political system today and finally I will address how

that political system interacts with the rest of the world. 

About thirty years ago when China began opening to the

rest of the world the country was practically speaking what

North Korea is today. It was just out of a two-decade night-

mare of radical Communist rule, governed by a megalomani-

acal dictatorial leader whose sole interest was the perpetua-

tion of his own power, not the welfare of his people. Thanks

to the leadership of Mr. Deng Ziaoping and his colleagues

China decided to go in a very different direction. Thirty years

later the country is almost completely transformed, especially

economically. 

China has made enormously positive progress measured

in practically all dimensions.  The Chinese enjoy more person-

al freedoms than probably they have ever enjoyed in modern

memory, ranging from the ability to travel and to find gainful

China’s political evolution:

Implications for Beijing’s

foreign relations

Toronto, October 12, 2006

MINXIN PEI

Minxin Pei is Director of the China Program, Carnegie

Endowment for International Peace.
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employment, to social mobility as a result of economic reform,

and to access to information. As someone who grew up in

China I can recall the days when people ran the risk of going

to jail if they listened to Voice of America or to the BBC. Today

it is quite routine for people to not just listen to programs on

these stations but also to surf their websites.

Economic opportunities in China have also expanded

tremendously. Across the whole range of economic well-being

the Chinese people today are much better off than at any time

in history. Taking together social mobility, individual freedom

and economic opportunity the Chinese people ought to be

very proud of what they have achieved in the last thirty years. 

The political system is more problematic. Politics is the key

because political power determines the policies that control

cultural activities, education, economic policies, social mobili-

ty—everything. At the end of the day we have to look at poli-

tics. Whether China will continue along a dynamic path

toward more openness, economic progress and individual

freedoms really depends on whether its political system

evolves in a more liberal, open, and democratic direction.

And here we see a huge puzzle. If we look very narrowly

at the area of political governance and political democracy, we

wonder whether the China we are looking at is the same China

we hear so much about, the one for which we have so many

hopes. If we measure democracy and the rule of law, China has

made much less progress than in its economy. I’m not suggest-

ing that China remains in the Dark Ages—there has been enor-

mous progress, admittedly from a low baseline. China has said

goodbye to the days of the Cultural Revolution. But what

interests us is where China will be thirty years from now. We

are hoping to compare ourselves quite proudly with countries

that one associates with personal liberties, personal freedoms,

and political democracy.

When we attempt to measure China’s progress with

respect to political freedoms and the ruling elite’s commitment

to political reform, I would say that political evolution has

GLOBALCHINA64_1.qxd  11/10/2006  7:50 PM  Page 4



BTH VOL. 63 NO. 5    5

regressed while the economy has skyrocketed. Initially when

China began its opening to the rest of the world its political

progress was not that far behind its economic progress. The

leadership in the 1980s understood that to sustain the eco-

nomic opening to the West they must also bring their political

system closer in line with the rest of the world. That is why

they introduced legal reforms, began experimenting with vil-

lage elections, and gave the national legislature some

autonomous power, creating some division of labour within

government. 

However, after the Tiananmen tragedy in 1989, the col-

lapse of the former Soviet Union, and more importantly after

China entered the 1990s and began its amazing economic take-

off, we saw political trends in China going in the opposite

direction. Chinese politics overall became more conservative

and the pace of political reform reversed—in terms of more

competitive politics, a stronger rule of law, increased civic free-

doms (especially for non-governmental organizations), greater

intellectual freedom in the political sphere, more freedom for

the intelligentsia to discuss sensitive political topics such as

whether China should have political competition, more than

one political party, whether the Chinese constitution should

have real authority rather than the self-claimed ruling power

of the Chinese Communist Party. In the 1980s these issues were

open for debate. In the 1990s they were not.

How do we explain this divergence, with the economy

moving in one direction and the political realm moving in the

opposite? Most of us who are accustomed to the Western expe-

rience would automatically associate growing economic pros-

perity with growing political freedoms. But the relationship is

not that simple, it is not linear, and it is far more complex. 

In the short term economic prosperity can be quite a neg-

ative factor for the expansion of political freedoms. It is crucial

to recognize this when trying to understand how to deal with

China and how to make sense of what is occurring in China

domestically. 
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First of all, economic freedom and growth typically pro-

vide a new source of political legitimacy.  Today the Chinese

government depends on its ability to deliver economic growth

to justify its claim to political authority. When looking at the

history of political democratization in the developing world

we find an interesting coincidence; authoritarian or one-party

regimes typically do not open up the political process when

the economy is strong. They don’t need to. They already have

a performance-based legitimacy. On the other hand, when

such political systems are opened they typically encounter

severe economic crises or in many cases spectacular economic

collapses. Economic prosperity in the short term bolsters

authoritarian governments and undermines the incentives for

political openings.

The second reason is less obvious and has a lot to do with

the immediate interests of the ruling elites. Political power in a

poor country is not worth as much as political power in a rich-

er economy that is growing very fast. China’s is an economy in

which political power defines property rights and controls eco-

nomic resources; in other words, the way wealth is created in

that economy depends a lot on political power. Political power

is actually very valuable, and its value increases with econom-

ic wealth. In this context giving up political power equates to

also giving up economic wealth and the potential for huge

economic wealth. 

Finally, we often forget that authoritarian political parties

are learning organizations. Today China probably has the most

skilful, knowledgeable and cosmopolitan ruling elites of any

authoritarian regime in the world. This is a government that is

extremely clever with respect to three issues. 

The first is that it is very sensitive to the need to adjust pol-

icy in order to demonstrate its competence. When today’s

Chinese leadership sees inequality, environmental degrada-

tion, lack of access to health care it adjusts policy in these areas.

It no longer talks about “the harmonious society”; it is cutting

agricultural taxes, increasing health expenditures, eliminating
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school fees for poor children. These are public policy responses,

albeit responses which are currently quite limited.

The leadership also understands that economic growth

provides it with enormous wealth to co-opt or include social

elites into the ruling alliance. The Communist Party of thirty

years ago was based on the support of workers and peasants.

Its membership and leadership came predominantly from

these groups. But today it is a party based on a narrow slice of

Chinese society, mainly technocrats and professionals. This

kind of party really does not have much to fear from the so-

called angry masses but it does need to worry about social

elites. One-party regimes tend to encounter very strong oppo-

sition from other social elites—the intelligentsia and private

entrepreneurs. One party regimes with these types of social

elites as potential enemies are in big trouble. One of the lessons

the Chinese Communist Party has learned—particularly from

the collapse of the former Soviet Union—is that it must not

have the intelligentsia in the opposition. As a result the

Chinese Communist Party began a very systematic effort to

include new social elites in the Party, even giving them gov-

ernment positions. Lately it has expanded its campaign to

include private entrepreneurs. It is now a wide and extremely

capable ruling coalition.

Third, economic growth allows the government to invest a

great deal in law enforcement and a capacity to deal with

protest from those unhappy with the current system. 

So today the Chinese government uses a mixture of carrots

and sticks: carrots, the co-optation of elites; and sticks, very

tough measures against those who openly want to challenge

the government’s authority and those individuals who want to

protest against what they perceive as social injustice.

China today therefore presents a very mixed picture.

Economically it is integrating with the rest of the world, while

politically it is governed by a ruling group that is technically

extremely competent but that shows no willingness to move

the country along the road to democracy. 
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Where does that leave us in terms of China’s relationship

with the rest of the world? What are the implications of this

kind of political system in China for its foreign policy? 

Let me first deal with the good news. In Washington,

where I live and work, we hear a lot of worries about China

being an “expansionist power”. China is “rising”, China will

“challenge” the supremacy of the United States, China will

“dominate” first East Asia, then Asia, then the rest of the

world. But these predictions are fantasy. For a variety of rea-

sons China is a long way from being tomorrow’s superpower. 

It is unlikely that China will be an expansionist superpow-

er first and foremost because the Chinese leadership under-

stands that foreign expansionism was one of the principal rea-

sons for the collapse of the former Soviet Union, and that eco-

nomic growth and prosperity are key to the survival of the

Chinese Communist Party. The Chinese economy is integrated

with the rest of the world—foreign trade accounts for almost

seventy percent of its GDP. China relies on the rest of the world

for exports, and for its imports of critical materials.  If China

foolishly engaged in military expansionism abroad it would

endanger the peaceful international environment that is criti-

cal to its economic growth.  Without international stability it

can kiss its economic prosperity goodbye, and that would cre-

ate a very difficult domestic situation. This is the most funda-

mental reason for a prudent and pragmatic foreign policy. 

The other reason we should not worry about China being

an expansionist power is that it does not have a messianic

worldview. If you want to dominate the world you really must

have some driving ideas. Power is not enough. You must have

some kind of belief that convinces you the world ought to be

run the way you want it to be. The U.S. has this messianic view

about its role in the world. But the worldview of China today

is prosaic. It might not even have one other than “the world

exists for us to make money”.

Despite the rapid speed of economic growth China

remains a very poor country, Technologically speaking China
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is still one of the Third World countries. In terms of military

capacity China can never challenge the U.S.  Indeed it has

much less capable naval and air forces than Japan. 

But the kind of China I described earlier does present a

serious challenge for the rest of the world, especially for

Western democracies. First of all, it has a deep human rights

problem. Western democracies define their relationships with

other countries in the post Cold War era not on the basis of eco-

nomic ties—even though economic ties are important—but on

the nature of their political systems. Not that we in the West

are overly ideological or that Western democracies just happen

to believe in a collection of fundamental human rights. This is

rather a result of domestic political processes in Western

democracies. The West’s relations with China will always have

strict limits so long as China remains a one party political sys-

tem that denies basic human rights. There is a level of discom-

fort always present in the minds of Western leaders when they

deal with unelected leaders. They function on different princi-

ples, they obey different rules, and there is always a ceiling to

the relationship. China can never be a genuine strategic part-

ner of Western democracies as long as it is not a democracy. It

can be a very useful tactical partner that brings certain desired

assets to the table. This is why China is a partner in addressing

the North Korean nuclear crisis, but Washington would not

include China among its permanent friends, because of its

political system.

The second problem is that domestic problems will spill

over into the international arena.  Non-democratic systems

function with different incentive structures, they respond to

different accountability systems, and by and large governance

tends to be poorer. Democratic systems have the ability to

mobilize all kinds of resources to meet social and economic

challenges. If this is true, the social and environmental prob-

lems we see in China today will have international conse-

quences, for instance from environmental degradation or

public health disasters. 
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Corruption within this political system is also a concern.

Authoritarian governments tend to be far more corrupt than

democratic ones. There is no rule of law, no press freedom, no

NGO monitoring.  One of the biggest problems for China these

days is the flight of corrupt officials along with their stolen

wealth to democracies in the West where they can enjoy the

protection of the rule of law. Some more cynical observers may

think this is good as it could speed up the collapse of China.

But when stolen wealth resides in your communities you will

pay a price too. 

Two issues that worry the West most about China are

closely related to the political system. The guiding principle of

Chinese foreign policy is not revolution, but realism. Realism

is fine—it makes governments pragmatic. But when facing the

world’s future challenges realism is not enough. It provides a

minimalist recipe for coping with the anarchical nature of

world affairs. But we all know that in the next twenty or thirty

years the world will face all kinds of challenges that require

multilateralism, that require genuine cooperation. And that

means we need a different guiding principle for foreign poli-

cy—one called liberalism.  

Can China under its undemocratic system adopt a liberal-

ist international policy? I think it is inconceivable. Historically

we have not found a single case of an authoritarian govern-

ment practicing illiberalism at home while practicing liberal-

ism abroad. I think fundamentally an illiberal regime is inca-

pable of liberal international policy. It follows that it will be

very hard to get China on board on a series of global issues,

especially the environment, energy and global security. 

That is the real challenge—how can China overcome its

authoritarian, realist foreign policy paradigm and embrace the

democratic internationalist liberal paradigm?

Of far more immediate concern to the rest of the world is

China’s relationship with other authoritarian regimes. In my

last point I was asking whether China could go beyond the tra-

ditional realist model—but today we see that China is expert at
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playing the realist game. It is taking advantage of the isolation

of many detestable authoritarian regimes around the world

such as Myanmar, Zimbabwe, Sudan, North Korea, and pro-

viding them with economic and sometimes political support.

(Because of its recent nuclear test North Korea is probably now

in a different category.) China’s relationship with these

regimes makes it very difficult for Western democracies to

exert real pressure on these countries to stop genocide in the

case of Sudan or to stop widespread human rights abuses in

the case of Myanmar. Would China have the same kind of cozy

relationship with these regimes if it were a democracy? It is

hard to imagine so. 

Can we do anything to change China? What can we do to

make China’s political system close the gap with its economic

system and to make the mindset of the Chinese ruling elites

move closer to the mindsets of leaders of Western democra-

cies? As long as the mindsets are different there will be com-

munication problems. I have never been to a human rights

dialogue between China and Canada or between China and

the EU, but I can imagine how the conversation would go.

There would be no real exchange because the philosophical

perspectives are so different.  

But there are small things we can do to demonstrate, espe-

cially to the ruling elites in China, that they are paying a price

for the gap between their political system and the dominant

political systems in the world, namely democracies. You may

recall the political storm that came about in this country when

a Chinese state-owned company was trying to acquire a huge

Canadian resource company. You will also remember the polit-

ical firestorm in Washington when a Chinese oil company was

trying to purchase an American oil company. Of course we

can question the economic calculations underlying these

deals, but would the reaction have been very different had

China been a polity in which human rights were protected,

where its leaders actually have to run for office. The terms of

the debate would have been entirely different. And that is the
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price China is paying for not having the same kind of political

system, or even a system that is moving in that direction. 

Even though I am disappointed with the pace of political

change in China the only option we have is engagement, but

not uncritical engagement. I detest heaping praise on our

Chinese colleagues, telling them they’ve done nothing wrong.

That’s not good for them, and they themselves don’t believe it.

We must be critical and engaging at the same time; critical

engagement telling them where they’ve done right and where

they’ve done wrong. That way they know we are not lying to

them and we gain their respect. 
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I first visited and served in China 25 years ago.  Deng

Ziaoping had only recently consolidated power and

announced his reform program.  China was a desperately

poor, backward, and isolated country, the number 30 trading

country in the world. There was only a trickle of foreign

investment. The streets of Beijing were filled with millions of

uniformly blue-clad bicyclists, seemingly in no hurry to go

anywhere. Shopping opportunities, such as they were, were

mainly in the Friendship Store, with its sullen staff.  Party

cells embedded in every work unit controlled most aspects of

people’s lives through rationing of basic commodities, such as

housing, medical care, grain, sugar, and cooking oil, and

through an intrusive network of surveillance.  China existed

in a parallel, self-contained universe.

In the 25 years since then, China arguably has transformed

itself more thoroughly and more rapidly than any society in

history.  Two and a half decades of growth generally estimat-

ed at 9.5% annually have made China the world’s third largest

economy, and its third largest trading country.  Some 400 mil-

lion people have been lifted out of poverty.  China is now the

largest, or second largest, target of foreign direct investment in

the world.  America’s Fortune 500 and their Asian, Canadian,

and European equivalents have beaten down the door to

China, primarily to benefit from its enormous market but also

China’s rise:

What it means for the

rest of us

Calgary, September 7, 2006

JEFFREY BADER
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to use it as a base of production for export.  China now moves

financial and commodity markets, underpins world economic

growth, and has transformed the world economy as it has

transformed itself.  

For producers of minerals and commodities China’s vora-

cious manufacturing and construction sectors have meant

much-welcomed increases in prices. For the U.S., Canada and

Europe the impact has been substantially positive, depending

on the sector.  China is overwhelmingly the fastest growing

export market for the U.S.  However for countries whose

economies depend on the production of labor-intensive prod-

ucts, like Mexico, it has meant massive plant closings and job

losses. 

As China has concentrated overwhelmingly on economic

growth in the last two and a half decades, it has adopted a for-

eign policy designed to support this top objective.  This has

been characterized variously as China’s “peaceful rise,” or offi-

cially as “peaceful development.”  It is more than a slogan.  In

this period China has settled long-standing border disputes

with Russia and the states of Central Asia, begun the process

of settling its border dispute with India, agreed with other

claimants of the Spratly Islands not to pursue territorial claims

and to engage in joint development of disputed areas, estab-

lished good relations with the states of Southeast Asia it once

sought to subvert, created a free trade area with ASEAN,

established close commercial and political ties with the previ-

ously shunned South Korea, and reached out to its historic

enemy, the Kuomintang in Taiwan.

There is another side to the emergence of China, however,

that has produced what American former Deputy Secretary of

State Robert Zoellick has called a “cauldron of anxiety” in the

U.S.  There are two aspects of this anxiety—the security

dimension and the economic dimension.

China has been characterized by a U.S. Defense

Department report prepared in 2005 as the country most like-

ly to emerge as a military “peer competitor” to the United
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States.  The report cited the rapid growth and increasing

sophistication of Chinese military expenditures, tensions

between China and Japan, the possibility of a clash over

Taiwan, and a political system whose reform lags years behind

economic developments, raising the risk of arbitrary decisions

by leaders determined to maintain their power. Secretary of

Defense Rumsfeld has complained publicly about China’s mil-

itary expansion, saying no country threatens China so he can

conceive of no good reason for its build-up. However, China

borders four states with nuclear weapons—Russia, India,

North Korea and Pakistan—and faces an historic adversary

across the Sea of Japan.  And Chinese suspicions of the United

States, while they may look baseless to Secretary Rumsfeld, do

not appear unfounded in Beijing.

There is also concern about the implications of China’s

expanding influence throughout the East Asian region, as its

neighbors grow increasingly dependent on its growth for their

own development. China has become the center of an East

Asian regional integrated economy, with the countries of East

Asia running large trade surpluses with China, exporting raw

materials and parts to China where they are assembled into

final products for re-export to the West.  China has also

become the magnet for foreign investment not only from the

West but even more from the East Asian region. 

With regional economic integration have come the rudi-

ments of political integration.  The leaders of China, Korea,

and Japan have been meeting regularly since the 1997 Asian

financial crisis with the leaders of the ASEAN countries and

have formed the so-called “ASEAN plus 3” grouping.

Together with India, Australia, and New Zealand, these same

countries held a summit in 2005 and called for creation of an

Asian community.  China could become the center of a new

regional bloc in which U.S. influence is replaced by China’s.

This has fed fears among U.S. strategists that China’s grow-

ing military strength will be matched by a growing global

influence that will be exercised against that of the U.S.
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I believe that these concerns, while understandable, are

overstated.

The driving imperative of China’s national policy is eco-

nomic modernization.  That requires a peaceful environment,

and a peaceful neighborhood.  Mao preached the doctrine of

“people’s war,” designed to draw the enemy deep into China’s

territory in order to swamp him in China’s billion plus people

and vast hinterland.  He did so in part because China had little

to lose, in terms of infrastructure and internal development.

Today’s China is utterly different, and so is its military doctrine.

China has a lot to lose.    It wants stability and friendly relations

with its neighbors.  This is not mere rhetoric.  China’s behavior

over the last decade has been consistent with this objective.  It

has not been that of an expansionist power.  Military spending,

while increasing rapidly, is not taking a rising share of overall

economic growth, does not include elements such as a blue-

water navy that would support expansionist ambitions, and is

only about 10-15% that of the U.S. 

In my view, the only serious risk of U.S.-China conflict for

the foreseeable future revolves around the issue of Taiwan.

Beijing claims that Taiwan is an inalienable part of Chinese ter-

ritory, and the Chinese people seem overwhelmingly to sup-

port that view.    This is an issue that will continue to require

careful management to prevent military confrontation,

because should conflict break out it will be extremely difficult

to prevent rapid escalation into a devastating conflict.

Some of those who do not see a Chinese military threat to

the U.S. have instead focused on the expansion of Chinese so-

called “soft power.”  

Chinese influence, both in its immediate neighborhood of

East Asia and further afield in Africa and South America, is

unquestionably on the increase.  China is running massive

trade surpluses with North America and Europe and is becom-

ing increasingly competitive in many sectors. To take but one

example, China is likely to become a factor in world automo-

bile manufacturing as its companies look to global expansion.
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This will send shock waves through already beleaguered man-

ufacturers and their political supporters in the U.S., Japan, and

Europe. 

Worries about China’s competitiveness are exacerbated by

a widespread belief that China is playing by its own rules.

Violations of intellectual property rights are endemic, includ-

ing hardy perennials such as movies and music DVDs but also

pharmaceuticals, chemicals, and auto parts.   Many are con-

vinced that China’s massive trade surpluses are due in large

measure to a manipulated currency that may be undervalued

by between 10% and 25%.  Finally, China’s natural advantage

in low-cost labor is exacerbated by the absence of protection of

internationally recognized labor rights.  

Notwithstanding these concerns, I do not foresee a trade

war between the U.S. and China.  Growing trade frictions, yes,

but not a trade war.  China’s economy remains largely com-

plementary with those of the U.S. and the West, though it is a

brutal competitor for many others. And for all of China’s

achievements it remains a developing country still in the midst

of, not at the completion of, a massive economic and social

transformation. That is why most Chinese are mystified by the

hypothesis that China’s rise constitutes a threat to the world’s

most developed societies.

I would like to close with a few words about China’s ener-

gy appetite, and how the world is reacting to it.  I do so with

hesitation, since I know I am in oil country, and I am not an

expert on energy markets.  

China’s energy appetite is of course ravenous.  Until 1993

it was a net exporter of oil, and now imports close to one half

of its needs, about 3.3 million barrels per day.  Daily con-

sumption is now some 7 million barrels. The International

Energy Agency projects this will rise 30% by 2011, with

imports then constituting almost 60% of China’s total con-

sumption. This explosive growth in demand is driven by the

expansion of construction and other sectors that are highly

energy intensive, a vehicle population that is projected to
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grow from about 22 million today to 120 million in 2020, and

a very inefficient energy sector. 

China is expanding and diversifying its sources of energy.

While coal supplies 65% of its energy use and will remain essen-

tial, there are plans to build forty nuclear reactors by 2020, and

to increase the share of natural gas in the energy mix.  Under a

so-called “going out” strategy China’s national oil companies

are acquiring equity stakes in oil and natural gas exploration

and production assets in the Middle East, Africa, Latin America,

and Southeast Asia. The three national oil companies have inter-

ests in upstream and downstream projects in some 50 countries.  

There are evident economic and political consequences of

this global expansion of China’s search for oil supply. On the

narrowly economic side it clearly has a major impact on prices.

Beyond this, however, it brings Chinese companies into con-

flict with international companies that often find themselves

facing competition involving predatory financing, state to state

deals, and massive, notionally unrelated, construction projects

provided by the Chinese.  There can also be serious political

consequences, as in Sudan and Iran, as a result of Chinese

opposition to strong action by the Security Council.

On the other hand the concerns about China “locking up”

supplies seem to be highly imaginative.  First, contrary to pop-

ular opinion, China’s national oil companies do not ship back

to China all of the oil they produce overseas.  Second, even if

they did, these barrels would merely replace oil that China

otherwise would have to purchase on the world market, free-

ing that supply for purchase by others. It does not mean that

China’s purchases are somehow “locked up” or taken off the

market.  Indeed from a pure energy market point of view, we

should welcome the activities of Chinese national oil compa-

nies in opening up new fields, since all that oil helps to

increase the global supply of oil.  

It is wrong to think of the U.S. and China as locked into a

mortal “competition” for oil any more than the U.S. and Japan

or the U.S. and Europe are.   
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In conclusion, I believe we should watch China’s emer-

gence with close attention, but not with fear.  Some students of

international relations argue that a rising power, such as

China, inevitably must come into conflict with the existing

hegemon, in this case the United States. Even many who are

not theoreticians of international relations see China’s rise as a

threat to global security for varying reasons—because of the

character of its regime, its growing nationalism, its unsatisfied

claims in Taiwan and elsewhere in the western Pacific, its sheer

size, and its historic regional leadership role.

Neither I nor anyone else can rule out the possibility of

future conflict.  But to assume it would be wrong-headed and

make the prospect of conflict more likely.  If the U.S. and China

treat each other as enemies, if they gear their military planning

and build-ups and their diplomatic strategies around the like-

lihood of conflict, each will reinforce on the other side a dis-

position to do the same.  A psychology will develop in which

both sides view each other as enemies, and that will make the

fuses shorter in future crises that may arise.

The economic and social challenges entailed in transform-

ing China into a developed society will take a generation or

more.  China’s leadership, and its population, are focused on

those challenges.  We cannot rule out the possibility that some

future leader will seek to distract them from these challenges by

seeking foreign adventure.  But the choices China has been mak-

ing in recent decades do not point to a change in course.  By the

time China is ready to truly make a bid for international leader-

ship, there is reason to hope that its political system will have

been transformed, if not into full-scale democracy then at least

into a more pluralistic, accountable government.  Until such

time, policies by Western leaders that welcome China’s emer-

gence, its prosperity, and its leadership role in the international

community while insisting that it play by the rules of that

community will serve our interests best, and ultimately

China’s as well.
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The Pacific Basin is today the engine of world growth, as the

transatlantic relationship had been in the post-WWII world

economy. Increasing economic ties are a common feature of

both periods but there is a striking difference. The former was

based on European integration and on a solid geopolitical

alliance; the latter has a weak institutional framework with no

geopolitical ground. The Pacific basin, exploding as the new

driver of world growth, is frequently said to open an age of

unprecedented “globalization”, by which we mean that the

new driver plays primarily by a set of rules based on pure eco-

nomic interests. Too little attention has been paid in this con-

text to the weak geopolitical basis of support for this phase of

globalization. Existing rules are beginning to show signs of

stress as the Pacific region pays closer and closer attention to a

changing strategic environment. It is this intersection of strate-

gic and economic considerations that I would like to explore. 

After the end of the cold war, security questions were sup-

posed to be relegated to the back burner. Economics had

become the main driver on the world stage. Since then many

threats might have been expected to weaken the basis of pros-

perity; 9/11, terrorism and security measures, inflation fuelled

by oil market disruptions, chaos in Iraq, nationalism in Russia,

Castrism in Venezuela and most importantly the mounting

crises with North Korea and Iran.
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All this certainly creates a sense of economic and financial

nervousness. Yet, the really impressive fact is that, entering the

21st century, the world economy has proven so incredibly

resilient.  

The economic secret of our age lies in the Pacific basin. The

corollary is that China’s increasing wealth and influence irre-

sistibly transform the previous geopolitical paradigm. From

now on, China’s economic strength cannot be ignored in

geopolitical terms.  

In Washington, China looks more and more to be a poten-

tial rival whose economic strength is seen most importantly as

a basis for increased geopolitical weight. Space ambitions, mil-

itary modernization, amphibious manoeuvres with Russia

increasingly attract attention to strategic considerations.  

On its side, China clearly emphasizes non-military aspects

of its comprehensive national power, deploying new initia-

tives in terms of soft power, defined by Joseph Nye as “the

ability to reach its goal by attraction rather than by coercion”.

China is setting aside areas of disagreement with neighbour-

ing states, promoting ties through confidence-building initia-

tives, addressing common concerns through multilateral coop-

eration. China’s regional influence is quickly growing all the

more due to the weakness of regional institutions like Asia-

Pacific Economic Cooperation. 

China denies any ambition to become a regional leader but

suspicions remain in the US about its real intentions. China has

been instrumental in the creation of multilateral vehicles of

regional co-operation that do not involve the US, as in December

2005 when East Asia created a new regional forum where

America for the first time had not been invited and that has been

perceived as an attempt to undermine US influence in the region. 

Maintaining the existing framework, which served the

region so well in the past decades would certainly be the pre-

ferred solution for Asia-Pacific nations. China itself clearly

places enormous value on maintaining a positive relationship

with the US. But the status quo in the Pacific Basin is not an
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option. Rising China makes other Asian nations uncomfort-

able. Everyone has decided to buy into the Chinese economic

success, but no one would like it to fuel a more assertive diplo-

matic and strategic posture. America’s intentions are also

ambiguous. Following President Bush’s visit to Beijing in

November 2005, “China, engagement or containment?”

remains an intensely debated question in Washington. The

ambiguity of the relationship between China and the US is

nowhere more visible than about Taiwan. 

There is as yet no evidence that China is pursuing a long-

term coherent strategy beyond creating a favorable interna-

tional climate for growth. For now, nothing significant has

changed. American pre-eminence remains undisputed. But the

old paradigm being over, the region is irresistibly transform-

ing. Japan is a clear example of new dilemmas, being the

region’s most active player, beyond Chinese export successes.

Its relationship with China has significantly deteriorated, more

than before clouded by a bitter history of colonization and

occupation. The Washington-Tokyo alliance, which has long

been viewed in Beijing as a protection against Japan’s remilita-

rization, is now being reconsidered in Beijing when it has

taken a more assertive profile, in particular regarding Taiwan. 

The paradox is that each of the two major players feels

simultaneously powerful yet insecure. China is clearly playing

softball, buying time for its “peaceful rise”, but already drawing

lines not to be crossed. America seems uncomfortably con-

vinced that time is not on its side. The 2006 Quadrennial

Defense Review published earlier this year by the Pentagon

clearly reflects the relationship entering a new era. The previous

review (2001) did not mention China, yet this year’s publication

explicitly paints China as an important factor in war planning. 

The evolution of these geopolitical relationships across the

Pacific will be deeply affected by the economic aspect of the

China-US relationship. The management of increasing trade

and financial balances in the Pacific region will require trust

and a sense of shared responsibilities. 
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Le Bassin Pacifique est le moteur de la croissance mondi-

ale. Mais c’est aussi une zone caractérisée par des déséquili-

bres économiques devenant progressivement de plus en plus

massifs. Il faut reconnaître que ces déséquilibres ont été

jusqu’ici dans le plus parfait intérêt des deux partenaires. Les

Chinois sont tres satisfaits de disposer des gigantesques

débouchés qu’offre le marché américain, et les Américains se

félicitent chaque jour de disposer de quantités de biens de

consommation à des prix modérés. En termes géopolitiques la

croissance économique et ses vastes réserves de change ren-

forcent l’influence chinoise. La facilité du financement externe

aux Etats-Unis est par ailleurs pain bénit pour une adminis-

tration qui peut ainsi financer des dépenses militaires gigan-

tesques sans avoir besoin de recourir à l’impôt. Mais tout cela

est-il soutenable?

Certains le prétendent, mais la résorption de ces déséquili-

bres prendra-t-elle la forme d’un atterrissage en douceur ou

d’un atterrissage brutal ? L’idée que nous fassions face à une

catastrophe en préparation a été sérieusement défendue, par

exemple, par Fred Bergsten, le directeur de l’Institut d’é-

conomie internationale de Washington, et je ne suis pas loin de

partager cette analyse. Mais comment alors a-t-on évité qu’elle

se concrétise jusqu’à maintenant ? 

Du côté américain, le Trésor a présenté deux fois par an

son Rapport au Congrès sur la manipulation du change par les

pays partenaires. A plusieurs reprises le Trésor  a exprimé la

conclusion que la Chine ne «manipule» pas son taux de

change tout en pressant ce de quitter son régime de change

fixe : « it’s time now for China to move on » affirmait régulière-

ment, il y a un an, le Secrétaire au Trésor J. Snow, tout en dis-

ant que les Chinois sont «meilleurs juges de la situation

économique de leur pays» Cette prudence diplomatique du

Trésor est mal comprise non seulement au Congrès mais aussi

par beaucoup d’économistes qui considèrent de la respons-

abilité des Etats-Unis premièrement de remettre de l’ordre

dans leurs finances publiques et deuxièmement de dénoncer
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vigoureusement la manipulation du Renminbi, appelant à une

réévaluation entre 15 et 20% dans un premier temps.

L’année 2005 a vu un premier geste avec l’annonce en Juillet

d’une mesure de réévaluation du Renminbi (+2,1%) et l’adop-

tion d’une nouvelle politique de flottement «administré » géré

par référence à un panier de monnaies. Ces déclarations avaient

soulevé un certain espoir mais il faut reconnaître qu’elles ont eu

jusqu’ici bien peu d’effets. Le mouvement ultérieur de réévalu-

ation s’est limité à 2%, l’excédent commercial s’est accru et

l’augmentation des reserves d’échange s’est poursuivie pour

atteindre des proportions gigantesques.

Au vu de ces évolutions, l’Amérique s’interroge évidem-

ment sur la réalité des intentions chinoises.  

Les atermoiements sont une source de déception pour le

Congrès qui a repoussé par deux fois l’adoption de l’amende-

ment Schumer de taxation des importations chinoises. Le

Sénateur Schumer avait pris date pour l’automne, menaçant de

soumettre son texte au vote en l’absence d’initiative sérieuse. En

plus le Sénateur Graham a introduit une proposition peut être

plus insidieuse parce qu’elle ne singularise pas la Chine mais

dénonce de manière plus large la manipulation des changes –ce

qui pourrait la rendre plus attrayant aux yeux de nombre d’élus

tout en contraignant alors l’Administration à réagir.

Dans un tel contexte, où les menaces de guerre commer-

ciale sont bien présentes, le nouveau Secrétaire au Trésor

Henry Paulson a pris une offensive soigneusement orchestrée

de sa part, à la fois pour son public domestique—à qui il a

répété que l’Amérique avait tout intérêt à ce que la Chine con-

tinue à prospérer—et vis-à-vis des autorités chinoises au cours

d’un voyage à haut profil dans lequel il a tout fait pour

encourager les efforts de réforme. 

L’année 2005 a vu l’apparition d’une autre source de con-

tentieux, l’initiative chinoise visant à acquérir une compagnie

pétrolière américaine. La compagnie pétrolière China National

Offshore Corporation (CNOOC) a finalement renoncé à son pro-

jet d’acquisition de l’entreprise américaine Unocal Corporation

GLOBALCHINA64_1.qxd  11/10/2006  7:50 PM  Page 24



BTH VOL. 63 NO. 5     25

mais la tension provoquée à Washington par ce projet pendant

l’été 2005 ne peut pas être sur-estimée. La cause majeure de

l’échec de CNOOC tient à l’hostilité franche et sans appel de la

classe politique américaine. En l’espace de deux mois, sans

légitimité dans ce domaine, et sans beaucoup d’arguments

rationnels, le Congrès a réussi à faire échouer une transaction

qui ne paraissait pourtant pas devoir provoquer des réactions

d’une telle violence. 

Il est impossible de comprendre la virulence du Congrès

sans évoquer l’aspect hautement symbolique de cette

affaire qui a manifestement cristallisé les peurs américaines au

sujet de la Chine en révélant au grand jour une réalité

déplaisante: la Chine est non seulement dynamique sur le plan

commercial mais elle est vorace en matières premières dont le

mode de vie américain a un besoin absolument vital, et elle

dispose de réserves financières abondantes qu’elle peut désor-

mais utiliser pour poursuivre des objectifs stratégiques. Quant

à la leçon tirée par les autorités chinoises, c’est que, vu de

Washington, les surplus financiers chinois sont bienvenus… à

condition qu’ils s’investissent en Bons du Trésor, ce qui nous

ramène à l’équilibre financier international. 

Le FMI a réaffirmé à Singapour que le risque d’un ajuste-

ment désordonné du dollar ne pouvait qu’augmenter si l’on

n’adoptait pas les politiques nécessaires pour remettre en ligne

l’épargne et l’investissement à l’échelle planétaire. Les respon-

sables américains comme on l’a noté fait de nouveaux efforts

dans ce sens. Mais il est frappant de rappeler qu’au fil de G8

successifs, les appels répétés des Chefs d’état, de leurs

Ministres des finances ou des Organisations internationales

sont restées lettre morte. La diplomatie économique a prouvé

son utilité puisqu’elle a contribué à écarter, jusqu’à présent,

tout conflit commercial sérieux ou toute crise financière. Mais

sur les enjeux essentiels, la réévaluation du Renminbi, l’ouver-

ture commerciale, le respect des règles de l”Organization

Mondiale de Commerce ou le soutien de la demande

intérieure, bien peu d’avancées concrètes ont été jusqu’ici
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enregistrées ; si bien qu’aujourd’hui, les outils diplomatiques

usés dans cette guerre de tranchées perdent progressivement

leur efficacité. Dans le futur, 2005 et 2006 resteront sans doute,

malheureusement, marquées comme deux années d’occasions

manquées. 

In conclusion I would like to emphasize a few points.

Oil markets or terrorist threats are extremely important for

the future of the world economy. But nothing will be more

important than the relationship between China and the U.S.

The world needs an American “grand design” for the Asia-

Pacific region.  China clearly represents for the U.S. both an

opportunity and a threat. The wrong way to structure this

grand design vis-à-vis China would be a mix of integration

into the world market economy on the one side and contain-

ment when it comes to strategic interests. Friendship is not a

pre-requisite for commerce but strategic rivalries would

undermine the basis of a shared prosperity.

As regards trade and finance, both countries will need to

redouble current efforts to resolve bilateral frictions: imbal-

ances in the Pacific Basin are more threatening every year.

They have grown so large that an economic dialogue, even at

the highest level, is too narrow. Alleviation of the strategic mis-

trust that lingers beneath the surface of the relationship will

consequently become the most important asset for ensuring

the future of globalization. Assuming China’s continuous eco-

nomic rise, the US will need to engage China as a full political

partner.  

Globalization is inaccurately understood as a pure eco-

nomic game. Diverging trends between economics and geopol-

itics would be the major risk for the future prosperity of the

region and consequently of the world. The strategic certainties

of the Cold War—doing business with one’s friends while

managing strategic rivalries with evil nations—are definitely

over. A world centred on the Pacific basin requires explicitly

articulating economic interests and strategic perspectives.
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It is entirely fitting that I am discussing China here in

Vancouver.  This city, in a province with a population that is

ten percent ethnic Chinese, is really where China and North

America meet. I have no doubt that many in this room have

been to China and that many speak Chinese. I see many raised

hands—many more than I usually see when I talk about

China.     

The changes underway in China affect us wherever we

are. They affect us as citizens, as workers, as managers of busi-

nesses, as politicians. I do not have deep expertise on the his-

tory of China or the intricacies of its politics, but I have

observed as closely as I can the recent changes and their

impact on us. 

When I started to write about China I found it difficult at

first to get in touch with people having a connection with

what was happening there.  My mother gave me good advice:

“Have you talked to the Cedars who live down the street?

They have business in China,” or “have you talked to this

family or that family?”   I was soon in touch with many peo-

ple having business or other Chinese connections. These con-

versations showed me just how great is the diversity of our

interactions with China, and how important are the personal

relationships on which they are based.

China in the age of globalization,

or globalization in the age of

China?

Vancouver, September 11, 2006

TED C. FISHMAN

Ted C. Fishman is the author of China Inc: How the Rise of the

Next Superpower Challenges America and the World ,  published

in 2005.
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I was also reminded of something about Canada that I had

known for a long time. When I lived in Indonesia many of my

friends were Canadian, and when I started my research on

China I discovered a disproportionate number of Canadians

involved in China. Canada has, for longer than the United

States, been committed to open and friendly relationships with

Asian countries, and you continue to encourage these connec-

tions. Your immigration arrangements have encouraged an

impressive number of Asian entrepreneurs to come to Canada.

In the United States these days we are deeply in the shadow of

September 11, 2001 and  our focus is concentrated on threats

instead of promises. In Canada you focus on the promise, and

the promise is delivering.  

On September 11, I got a call from Texas telling me that my

sister, who worked in lower Manhattan across from the World

Trade Center, was all right.  I wondered why the call came from

Texas. Nearly all the phone systems in New York were out.

When she ran into Battery Park she saw a woman on her cell

phone and asked who she was talking to. The reply was that she

was talking to her husband in Texas. My sister asked “Would

you please tell your husband to call my parents and my family

and tell them that I’m OK?” There is a message in this story about

the world we now live in. We are comfortable with the idea that

we are interconnected in ways that are instantaneous and close. 

Perhaps we are not conscious enough of the depth and

intricacy of the economic connections among countries and

economies, and of the ways in which our comfort in them may

be disrupted. Here in Vancouver you have many business peo-

ple, known I believe as the astronauts, who travel back and

forth regularly to China.  For them the relationships across the

Pacific are extremely close, but they will be well aware that

relationships between countries or peoples can become com-

plicated and that the  repercussions of problems can be very

wide indeed. We must remember this about China, where

change is happening very rapidly and there is potential for

problems. It is true that although people have been predicting
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horrific things for China for the last 12 or 15 years, we have

seen record growth each year. The lesson is to be cautious, but

to be cautiously optimistic.

The Chinese story is one of extraordinary economic devel-

opment. Economic development requires resources of one

kind or another. The modern history of British Columbia

began with foreigners coming to settle a new land, to find and

exploit its natural resources and to make their fortunes. In

China Inc, I describe a different kind of resource—the people of

China. For China, labour is the critical natural resource. It is

something that can be exploited, and I do not mean that in the

pejorative sense. It can be mobilized and can deliver great

wealth to China and to the rest of the world.  

This enormous labour force is being mobilized by a dra-

matic process of urbanization. Every month between one and

a half and two million Chinese people pick themselves up out

of a rural area and find their way into a city. People are pour-

ing into a new, urban and industrialized present that is look-

ing for and finding workers. (There is talk of worker shortages

in China but in fact the millions moving into the cities have

created an  oversupply.  This is one reason why the price of

labour remains extremely low.) 

The pace of urbanization is truly staggering. For example,

Shanghai is now a city of 17 million people. The Shanghai cen-

sus was changed recently, just to take into account  the in-

migrants in 2003. This added 4 million people to the census.

Big cities like Shangai are not the only ones that are growing in

China. There are over two hundred of more than a million peo-

ple, a lot of them brand new. I imagine that among those who

raised their hands at the start of this talk are many who have

been to Shenzhen, across from Hong Kong.  Since Shenzhen

began growing in the late 80s, early in the period of market

reform, it has grown from a city of thirty thousand to a city of

ten million. Shenzhen is bigger than greater Paris. 

These cities are where one finds the factories that are at the

centre of China’s economic growth.  I have visited many of
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them.  Some are horrific and some are wonderful. You can find

every kind of factory in China, from one that looks to be

straight out of the worst times in the industrial age of the 19th

century, to one that looks like it could create a probe for plan-

et Mars. I have visited giant factories in the south of China that

employ tens of thousands of people, sometimes more than one

hundred thousand. There is a factory in southern China mak-

ing electronics components that employs 150,000 people. The

manager of that factory, with its associated living quarters for

the employees, is like the mayor of a city. 

The products of that factory and of many others in China

are being shipped around the world, facing our factories with

very stiff competition. Last year the Chinese trade surplus with

the US was $225 billion and for Canada it was about $25 bil-

lion. When people look at this number they think “this is cost-

ing us jobs, it is costing us thousands of jobs, and in the United

States it is costing us millions of jobs.” 

But there are other effects that we have to consider. Who

is working to service that quarter of a trillion dollars worth of

goods that is making its way from China to our shores? It is

the people in the transportation business, in the ports, on the

rails and roads whose jobs depend on bringing those goods

to us. In California, which has the only Pacific coast  port

complex larger than in British Columbia, there are 500 thou-

sand people employed in the business of moving goods. That

is bigger than the entertainment business in southern

California.

In Vancouver and in the ports of British Columbia there

are tens of thousands of people employed in the business of

moving goods. That is one way that we make the low costs in

the Chinese economy work for us. Here in British Columbia a

very big and aggressive initiative is underway—to improve

the logistics of your ports and transportation systems, enhanc-

ing your place as the Gateway to Asia. I would encourage you

to make this one of the top items in your public debates. It will

change the way your communities look and work. If you think
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the internet is the most important network of all, look out your

doors and you will see the most important network of all. It

demands real primacy.

There is another benefit to us of the growth of the Chinese

economy.  It is not only a source of imports.  It is also a market

for our exports, whether of the natural resources needed in

China or of the goods being purchased by the growing

Chinese middle class. For urbanization in China is not only

creating a competitive labour force. It is also creating a middle

class of people with an appetite for goods and services of all

kinds, and the money to buy them. The companies that go to

China because of the availability of a work force are now also

looking for customers. Yes, some jobs are lost to us as compe-

tition moves them to China.  But others are gained as we take

advantage of China as a market.

I will close with an experience in Rudong that brought

together many of the elements of the story of China’s economy.

Rudong does not look as if has been touched too deeply by

the Chinese miracle, but it has. From a small beginning it has

grown to be a city of 1 million. One evening when I was hav-

ing supper there a family—teenage daughter, a woman in her

30s and her husband—kept looking at us. When we waved

them over they asked about us, as we did about them. The

woman introduced herself as Little Rocket, her nickname. She

told us that she works in the market where she and her hus-

band had started a tofu business. Having come from a farm

they had started with nothing, now had 16 employees, and are

selling to schools and doing well. 

Little Rocket asked us to come and visit her in the market

the next morning. When we met her at the gate at 4:30 the mar-

ket was full of people. Looking around we saw an astonishing

variety of vegetables, produce, live animals and dried goods. I

asked,  “How much of this beautiful food comes from within

25 km?” She did not really know, but took a quick poll of peo-

ple in the market and said that about one half came from with-

in 25 km. I do not know about Vancouver, but in my market in
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Chicago nothing comes from within 25 km, nor does it look

nearly as good.  She told me that virtually everything came

from within 100 kilometres.  

There are three messages in this story: China is still enor-

mously dependent on agriculture; the cities are providing a

greatly increased market for the farmers; and enterprising peo-

ple like Little Rocket are creating new businesses and a middle

class of consumers. 

What had Little Rocket done? As an energetic entrepreneur

she had entered the most vibrant world of business start-ups

that has existed in the history of mankind. She is one of 85 mil-

lion Chinese people who have started a business during the era

of market reform. There have been 125 million started and 85

million are still going today. What better representation of the

genius of the Chinese people can there be? People who came out

of a system with no experience of private enterprise and yet

have become the world’s most active business class? The

Chinese economy is now engaged in anything and everything

that an economy can be engaged in, and is very competitive.

The prices, labour and genius that we see coming out of this

economy are the product of a massive influx of people picking

themselves up and walking into an urban industrialized future.
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