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Abstract

This paper shall analyze the results of the Strategic Economic Dialogue (SED) be-
tween the United States and China on energy matters, as a successful example of the IR
interdependence theory. First, the paper will consider the Unocal diplomatic stalemate as
a turning point in the Chinese approach to non-traditional security issues, through a focus
on Chinese oil companies and their present role in Beijing’s approach to bilateral strategic
relations with America. The constitution of the SED will then be investigated in the light
of what the interdependence theory framework predicts on the political use of economic
interconnections as a new way to protect countries’ national interest. The paper will try to
assess whether the presence of the SED has been critical in creating the conditions for
energy and environmental deals between the two countries and, more broadly, in influenc-
ing their negotiation processes on economic strategic issues. This assessment will take
place through a critical review of the most salient SED deals on energy from its creation
up to now, with particular attention to the relations between the energy public and private
sectors, both from the American and Chinese point of view. The argument of the paper is
that such an informal and non-binding place of discussion has been significant in easing
the attainment of agreements on energy and is responsible for a substantive implementa-
tion of the decisions taken. Finally, the energy topics that the Obama administration has
entrusted to the SED for discussion will be reviewed to assess the opportunities for future
development of this top-level, informal institution.

Introduction

This paper argues that the strategic economic dialogue (SED) between China and
the United States, although carried out via informal institutions, has played a significant
role in enabling energy deals between the two countries, in accordance with
interdependence theory. The goal of the paper is to demonstrate that the SED, considered
as an independent variable, has the power to explain the dependent variable of closer
Sino-American ties on energy, which is in turn mediated by various aspects of
interdependence theory.

To make this case, the paper will address itself to four separate components of
analysis: (1) the Unocal case, which offers the necessary background to understand the
evolution of recent Sino-American relations from competition to recognized
interdependence; (2) Chinese energy behavior and strategy, recognition of which via the
informal mechanisms of the SED has been important in convincing key U.S. decision-
makers about the feasibility of engaging with China; (3) the connection between some of
the main points of current interdependence theory and the building of the SED; and (4)
the emergence of the 2008 Ten-Year Environment and Energy Cooperation Framework,
which is the key evidence of the SED’s impact on Sino-American energy cooperation.



The Unocal Case
The Chinese state-owned oil company CNOOC offered $18.5 billion to buy the

relatively little American oil company Unocal in 2005. The company also received
another offer from the American oil giant Chevron. The Bush Administration and
Congress felt this bid was much more than a simple business transaction. The press
reported how this event made the American government “confront its own internal rifts

over whether China should be viewed as a friend, foe or something in between”."
President Bush, though recognizing the importance of a partnership with China,

had previously declared on numerous occasions  his opposition to America’s dependence
on foreign sources of energy, so any trade that went in this direction represented a
problem for him. At the same time, Congress was in a state of agitation. The Committee
on Armed Services in the House of Representatives therefore decided to hold a hearing on
the national security implications of the possible merger of CNOOC with Unocal. At that
moment, the stockholders of Unocal were still evaluating the Chinese offer together with
the American one. Moreover, the perceived American hostility to the CNOOC bid had
pushed the Chinese government to express accusations against the U.S. government’s

intrusion in what the Chinese considered an affair of private business.”

This move strongly disturbed Congress and evidence of this fact can be found in
the surprisingly direct statements which were made during the Unocal hearing. This is
one of the reasons why the analysis of this document is quite relevant to understanding
the points on which diplomacy had and still has to intervene, to reconcile two different
approaches to the energy matter, and examine this issue among those where cooperation
is possible. In fact, if we analyze the way the United States political system dealt with this
issue, we may be able to isolate the factors which provoked and reinforced Sino-
American contrast on the energy market. At the same time, a subsequent overview of the
activity of the Strategic Economic Dialogue (SED) may demonstrate how diplomacy had
strongly contributed to finding a small but promising common denominator of interests
between the two countries.

The Congressional hearing over the issue starts from the assumption that foreign

corporate acquisitions are not outside the affairs of the Committee on Armed Services.
Energy is recognized as a strategic matter, something which can be considered as leverage
not only on the United States’ economy but also in the regions where America applies its
influence. The first point on which the committee concentrated its attention is that
Chinese enterprises are state-owned and state-financed and therefore a direct extension of
government will.

Two weeks ago, we passed House Resolution 344 by a vote of 398 to 15.

The resolution noted the strategic importance of energy, China’s ongoing

efforts to lock up global energy resources, and the impact of those efforts

on U.S. gasoline prices. It further called upon the President to conduct a

thorough review of this deal.”

James Woosley, a former CIA Director who provided testimony at the U.S.
Congressional hearings on the matter, reiterated that the Chinese government owns all the
energy companies in the nation and CNOOC should therefore be considered as a direct



extension of the Chinese “powerful dictatorship”VIl which is accused of trying to enter the
completely private American market through the Unocal bid. Ideology plays a great part
in this interpretation. Since China’s economy is continuously growing, the country needs
to provide its industries with a major and constant flow of energy. China could choose to
do this in two ways: reinforce its institutions by moving its current system toward
economic freedom, or use dictatorial means to protect its development.

China may, as it modernizes, turn toward democracy and the rule of law. [...]

But it also may [...] find an external enemy against which to rally its people.

[...] If we start down the path of saying that China holds a good deal of our

debt, and therefore, we cannot stand up to them when they attempt to take

over an American company in the very, very strategic field of oil production,

we will already have lost.™
In this line of thinking, China is seen as a country that does not want to compete
fairly on the energy market, but rather is a state which takes resources “off the world

market, to make them unavailable”.” Conflict is considered unavoidable since China is
not willing to admit that there is a strategy behind its energy acquisitions around the
globe. The Unocal acquisition is considered a part of a bigger scenario. China desires
energy independence, and not just for the sake of its economy. Energy is considered the
first step to building a military system that may be able to confront the U.S. Navy on
delicate issues such as Taiwan and successfully reduce the American influence in the
Pacific region, especially as far as the U.S. naval power is concerned.

This hearing was particularly interesting because it underlined the lack of any
long-term political instrument to interpret the actions and reactions of China on the
energy issue, at the time when the Unocal bid was made. In this case, Congress does not

seem to posses the necessary information", which creates a challenge for the analysis of

how it can accomplish its “constitutional responsibili‘[ies”Xl without the support of a
diplomatic unit that has constant contact with a counterpart in Beijing.

Chinese Oil Companies
In the Unocal case, the Chinese oil companies, namely CNOOC, were the direct
targets of the U.S. Congress, especially if we assume (as the Congress did) that oil
companies are the direct emanation of the government’s will. From a Chinese point of
view, these companies represent the means to obtain energy supplies from a different
range of countries. It is true that the companies receive generous treatment from the
central government, but this frequently happens without regard to the overall economic

costs for the overall nation.” While private firms have profit as their primary interest, the
Chinese National Oil Companies (NOCs) are required to care primarily about the security
of the supply, considering costs and levels as a secondary priority. This attitude can both
be seen in the Malacca Strait issue and in the careful search for equity oil (which is the
proportion of production that a concession owner has the legal and contractual right to
retain). As far as the Malacca Strait is concerned, China is now trying to develop an
expensive and diversified strategy to find new ways to transport its oil. This includes
contributing to the construction of alternative ports, from the Middle East to South China,
which may protect the route of the navies and allow a speedy reinforcement of Chinese



naval power. The whole strategy is called “string of pearls”.Xlll
The declarations made by some of the most influential Chinese think tanks echo
what had been declared in the Congressional hearing on Unocal:
Asian countries including China tend to believe that energy security is too
important to be left entirely to the markets because energy is becoming a
matter of high politics of national security and no longer just the low
politics of domestic energy policy. [...] In [Beijing’s] eyes the market can
be manipulated by the West, speculated by hedge funds and agitated by
price volatility. [...] [Those risks] would deal a heavy blow to the Chinese
economy. Hence, Beijing is reluctant to rely merely on international

trade.”"

It therefore appears that America and China are worried by the same kinds of
problems. A significant difference between the MOCs and the NOCs can be found in that
Western oil companies seem more able to produce profit than their Chinese

counterparts.XV This may explain why Chinese companies are interested in acquiring new
spaces of influence in the international energy market. In fact, even if they are subsidized
by the state to ensure that one of their main goals is providing energy security to the
economy of their country, they increasingly cannot avoid considering market trends as an
important issue for their development. Up until now, Chinese oil diplomacy has been
especially intense as a result of the government’s perception that the world strategic
market is unfair and unsafe for latecomers and had gone along with the NOCs conviction
that a more aggressive presence on the foreign markets may be the best way to compete

with Western oil companies as peers.XVl Politics and economics have then found a
common ground, as evidenced by the way that the Chinese government uses the power of
its market as a soft (or hard) weapon to influence the strategic choices of other countries,
or when it politically backs up its own companies, as it happened in the Unocal case.

As far as the Unocal case is concerned, we may find it to be a typical example of
the relations between companies and governments. China’s high-profile energy searching
activity implies a considerable degree of risk. If it is true that dealing with unstable or
weak regimes means that it is easier to obtain advantageous contracts, these governments
have fickle regulations, often unable —or unwilling- to guarantee a company against
losses. The choice made by the Chinese companies to enter these countries is largely due
to their inability to access more easily extractable regions, but it is also related to the

necessity to refill the Chinese tanks. They are also less risk-sensitive.
[...] As a matter of fact, the NOCs have the propensity to let the
government take the dangerous consequences engendered by their foreign
oil and gas quest. The likelihood of the NOCs’ defection behavior tends to
be larger with ongoing marketization. This problem is further exacerbated
by the problem of asymmetric information between the government and
the NOCs regarding the costs and profits of their foreign operations, and

111

the high costs to monitor their overseas behaviors."
The strength of China’s oil diplomacy depends on the coordination between the
objectives of the government and the oil companies, which, as we have seen, sometimes
tend to be disconnected. While the NOCs have started to consider profit as something not
less valuable than provision for the country, the government has tried to reinforce the



multilateral and collaborative approach toward its bordering Asian countries; China feels
that it shares a history and compelling objectives with them. It also recognizes that they
are the countries which are most influenced by China’s energy choices. To cope with this

fact, China has invested in multilateral security and dialogue with the region.XIX

When China approaches the U.S. market in situations such as the Unocal case, it
is difficult for it to adopt a similar approach, though in this case the interests of the two
countries are very similar, even if the history is not. The reason for this can be found in
the Chinese perception that the U.S. is the most responsible for the creation of a system
which seems to be made for a unipolar and sole leader. China is also concerned with the
negative judgment the United States has often expressed about Beijing’s development
model. This conviction is generously reciprocated by the Americans, who consider China
to be a country that pretends to enjoy the advantages of a system for which it has not paid,
while trying to push America out of East Asia, and reduce its influence. Though China has
accepted the international system (or at least its fundamental assumptions) and it is
increasingly referring to it in a positive way, it is still true that “China’s suspicion of the
UN and other international organizations did not fade away immediately. At that moment,
China remained pendulous between an outsider and an insider of the international

institutions.” The permanence of this feeling can be understood if we observe how

China still tries to build multilateral relations mostly outside international institutions.”
This approach can be useful in understanding the relations between China and the
United States. In fact, it is easier for China to engage countries which are not universally
considered as the guardian of the system but, on the contrary, are more flexible about its
objectives and possibilities. On the other hand, the United States judges China’s behavior
on the basis of its acceptance of the rules of the game and often perceives its reluctance as

a clear threat to the equilibrium of the system.xx11 The Unocal case is the example where
these reciprocal doubts have been radicalized to a rupture point. In July 2005 there had
been lack of communication between two political organisms which were unable -or
unwilling- to relate their perceptions to the other’s goals, and an issue, energy, which
emerged as a significant topic on which a discussion was needed. To get over this
impasse, both China and the U.S. had to make concessions to diplomacy. China had to
give content to its diplomatic action, agreeing to discuss substantive energy topics to
avoid the impression that China’s peaceful rise was just a covert operation to obtain more
influence in the international system. This has also meant giving up China’s opposition to
bilateral talks with America. The United States, alternately, had to accept that China’s
exigencies were quite similar to the American ones, and therefore, to obtain China’s
collaboration, had to be treated as strategic international factors.

The Congressional hearing on Unocal had taken place just a few months before
the American administration and the Chinese government engaged in a comprehensive set
of critical talks. It is especially impressive since it demonstrates how Congress perceived
China as a military power, even capable of affecting the will of American enterprises

which were too attentive to their profit. If there had not been a change in the approach
to China, the tones and the words used in that meeting could have easily justified the
impression of a new, rising cold war conflict. It is undeniable that China’s rapid
globalization has generated sources of contradiction in its behavior. At the same time, the
Chinese leadership recognizes that:



[China] has stepped into a way with no retreat, and reached a point of no
return. [...] The Chinese government will need not only the cooperation of
the Chinese people but the support of the international community to
manage such imbalances as human welfare and environmental/climate

change degradation; and hence [...] fundamental change is taking place.xxlv

China, then, remains multilateral while the United States still prefers bilateral
relations. However, China’s particular brand of multilateralism remains a strongly
pragmatic one. Bilateral dialogues have been held by the main Chinese think tanks (such
as the China Institute of International Studies, the Shanghai Institute for International
Strategic Studies, and the China Foundation for International and Strategic Studies)

together with their U.S. counterparts.” During these meetings, the military issues that
worried the Congressmen during the Unocal hearing are normal business. These
appointments are certainly not sufficient to solve the reciprocal mistrust and above all do
not represent a protocol to be automatically used in case of contrast between the two
countries. They have however represented the precedent for another kind of engagement
which seems more comprehensive and has been directly promoted by the government of
the two countries: the strategic dialogues and, especially the SED.

The Theoretical Reasons for the SED through the Lenses of Interdependence Theory

There is, by now, little disagreement that the U.S. and China are in fact interde-
pendent on each other economically.**Vi The real question in controversy is whether this
interdependence is good for one or both countries and, as far as this paper is concerned,
how this interdependence exerts an influence on the dependent variable of U.S.-Chinese
energy agreements and deals. McCarthy’s position is that Sino-American interdependence
has manifested itself primarily in bilateral trade, and has not been as influential in color-
ing more fundamental political and economic relations. This stand, however, does not
take into consideration the role which energy is having in moving states’ interdependency
from a mere consequence of trade to a more comprehensive need for collaboration. In
fact, such a matter has obliged governments of importing countries —and not just the Chi-
nese and American ones- to confront themselves with the fact that, in order to advance
their own energy interests, they had to match the expectations of a number of players,
mainly the biggest exporters and producers, that tended to have quite different expecta-
tions about the management and scope of energy trade. However, and here is the point
which makes interdependence theory so relevant for the energy topic, it is possible to find
equilibrium in this arena only through the recognition that other players’ choices are
strongly able to damage (or boost) our position. Clearly, a pillar-player such the United
States is strongly encouraged to take the lead in making proposals to the other players,
and the Chinese as well have willingly left this burden to the Western democracy. An ini-
tiative such as the SED is then even more relevant because it makes an effort to include
China as a powerful player with the right to set the rules in the same way the U.S. does,
while in the most visible global institutions governing energy this does not happen, and
the same United States had adopted quite different approaches in the past.

What does this development mean in terms of interdependence theory? Mott suc-
cinctly stated that “Interdependence theory holds...that the relationship between trade and
the frequency or war is inverse.” Vil To this insight, we can add that the relationship be-




tween trade and warlike rhetoric or posturing, or the mutual perception of another country
as a strategic enemy, is also inverse. With that in mind, an important limitation of interde-
pendence theory is its failure to predict when the relationship between trade and political
cooperation will manifest itself. In the case of the U.S. and China, trade has created inter-
dependence since 1979, but it was not until 2008 that the two nations can be said to have
assumed a true footing of partnership, however largely limited (for now) to informal
means. On the other hand, such a relationship is well addressed by interdependence the-
ory when we decline it as a passage between a status of mere trade interdependence to
one of strategic interdependence. In this case, the meaning of strategy should be carefully
declined. SED talks have created progress in the Sino-American energy relations because
they have focused on limited, simple actions, which were rooted in mutual interests and
relatively easy to enforce. This ground approach have been maintained even when biggest
scenarios were discussed and can be clearly tracked in the Ten Year Cooperation frame-
work. So, in this situation strategy entails the capability of moving through small, duable
steps in order to slowly fill the vacuum governance that still exists in the energy field and
—even more strongly- the new green technology, through a realist recognition of the mu-
tual economic interests of the two countries. This kind of path -though it may become po-
litically difficult to justify in a period of great international tensions- should be considered
by other relevant players of the energy field, mainly on the Western side of consumers.

In this sense, moreover, the Sino-American case illustrates that a significant pe-
riod of time can elapse between the onset of trade interdependence and strategic interde-
pendence, which seems to be the road that China and the U.S. are on. Ziegler provides a
fascinating account of why such a delay has manifested itself, arguing that interdepend-
ence is, in part, the end result of a period of cost-benefit analysis during which the inter-
dependent countries weigh the consequences of direct or indirect military action (or mere
military posturing). il

Interdependence theory has also long acknowledged, in line with Mott and Zie-
gler’s conclusions, that interdependence qua diplomatic strategy follows some time after
interdependence qua fact of the matter. Nye, for example, noted that the Reagan admini-
stration only “grudgingly came to accept” U.S. interdependence on multilateral
institutions.** In the case of China and America, the way in which the SED has inter-
acted with the two countries’ energy agreements and policies demonstrates that it can take
quite a while for strategic thinkers to go past what Nye has called the grudging accep-
tance of interdependence, and to adopt it as a basis for policy. The evidence, based on the
Sino-American case, is that mere interdependence is not enough; the fact of interdepend-
ence must be translated into a specific policy framework to actually color diplomatic, po-
litical, and economic relationships between countries. The SED, as we will see, is a sig-
nificant first step, which yet has to be fully explored in its possibilities.

Interdependence theory, while weak in predicting a timetable for a positive recog-
nition of interdependence by states, has however proved successful in drawing the path
which leads from interdependence as a fact to interdependence as a strategic choice. This
move is nor easy, nor clearly replicable for other actors; it may well be that the SED will
remain a unique case, or that it will not be able to provide increasingly positive results, as
we could now expect. Interdependence theory, however, suggests us that other state actors
may benefit from an involvement in SED-like forums and that success of it may create
the right conditions to bring about cooperation in other important areas connected to en-



ergy as well, such as energy infrastructure and investment for energy research and devel-
opment. The SED has required leadership from the dominant world’s energy consumers,
which have acknowledged the need for the reinforcement of a strategic interaction. The
successes, failures and expansion (or replication) of this informal arena will tell interde-
pendence theory scholars a lot about the tenure of their ideas when applied to a case-study
in the upcoming years. For now, the economic and political relevance of the SED should
be assessed and discussed.

The Strategic Economic Dialogue

The American Initiative
The Unocal episode identified a contradiction in the behavior of the Bush

administration. In fact, if America viewed China as a “strategic competitor”XXX and Unocal
as one fundamental piece which could have permitted Beijing to get a significant
advantage in the energy chess game, it is also true that the U.S. government recognized
the similarities between the two countries and was therefore prone to accept some of the
explanations for the Chinese behavior. The solution to the impasse in the relations
between Washington and Beijing which had followed the Unocal bid was successfully
overcome by the creation of the Strategic Economic Dialogue (SED), in September 2006.
The first meeting was held in December 2006. The SED is an organism which has the
objective of promoting a constant exchange of opinions between the highest official
levels of the two governments on trade and economic issues. It is led at the vice-premier
level in China and by the lead economic cabinet secretary on the United States side, and
there is cabinet-level representation from all ministries with responsibilities for economic

issues.” The SED members meet two times per year, alternatively in the U.S. and China.
The Strategic Economic Dialogue was basically conceived as a tentative step to
revisit the Sino-American relations through engagement, but without any obligation to get
to official bilateral agreements. As the American founder of the SED, former Secretary of
Treasury Henry M. Paulson, explained:
Discussions cover a variety of strategic issues, of both immediate and
long-term concern, and are mostly unstructured. Unlike in other U.S.-
Chinese economic dialogues, in the SED each side’s commitments are
recorded and publicized at the end of the sessions and then meticulously
followed up on at the highest levels to ensure that they are fully

implemented.”"

By focusing on economics, the SED has a lot to do with energy issues and not just
for civil purposes. The officials involved in the discussions have been able to confront
their position on the military agenda, giving birth to separate security talks on the

topic.xxxul It is interesting to compare this attitude to the one the Congress showed during
the CNOOC-Unocal case. This time, Paulson stresses the importance of direct knowledge
to achieve the results the SED has recently obtained. Mutual trust and direct knowledge at
the highest level of the two governments can enable the top officials to subscribe to more
substantive agreements or, at a minimum, reduce the possible reciprocal
misunderstandings. A key conviction at the basis of the SED establishment is the idea that
if Beijing does not make key reforms or undergoes a serious economic crisis, the stability



of the U.S. and of the global economies could be seriously threatened.

Energy Security

When it comes to energy security, China and America have agreed on the need for
a comprehensive energy policy. An example which is often quoted demonstrates how, if
China were as efficient today as the United States was in 1970, it would save the
equivalent of 16 million barrels of oil a day, which represents almost 20 percent of the

world’s daily consumption.XXXIV Americans consider the SED to be the way to move China
from viewing energy as merely an input for economic growth to the recognition of the
need to proactively manage its energy demand. Three key factors can be stressed to

justify China’s collaboration.” The first factor concerns economy. China has always
tried to keep residential energy prices low to promote social stability, but this has created
wasted energy and inefficiency, especially since energy prices have escalated. The
persistence of these caps is resulting in numerous shortages which are persuading the
government to change its policy. Second, China’s governors have understood that
resource scarcity strongly limits their ability to maintain political stability by improving
the population’s quality of life. Third, the elite classes of China are increasingly
concerned about the environmental issues, which are now directly affecting them: “There
are simply not enough energy resources to allow the world’s entire population, or even the
third of it represented by the Chinese, to lead the resource-intensive lifestyle that
Americans currently enjoy. A way to support higher incomes while placing less of a

burden on resources must be found.” The Strategic Economic Dialogue is, for the
Americans, and increasingly for the Chinese, the main arena in which to pragmatically
discuss these issues with a significant absence of political leverage. The positions which
are found in this context can then be transferred to the international multilateral
institutions where both China and the United States have a significant role.

However, diplomacy still has work to do. China maintains some reserves about
the role it will play in the international system. These doubts obviously cannot be solved
simply by its bilateral relations with the United States. What can be observed, instead, is
how the results of China’s dialogues and clashes with America influence its whole

balance in the world context. The simple fact that America and China’s reciprocal
observations are taken as a tentative equilibrium settling, instead that being considered
worrying threats, is already an appreciable result. For the moment, the most remarkable
examples of this trend can be found on the Chinese side.

The next level of the Sino-American engagement is not so obvious. Certainly, the
Strategic Economic Dialogue, as it currently stands, is not sufficient to completely avoid a
China-United States collision over energy resources. To expand the functions of this
instrument, it necessary to go beyond the simple talks and start involving some long-
period economic projects. This direction has partially been considered, though not really
fully implemented.XXXVlll The most notable move in this line was announced during the
fourth SED meeting in Annapolis, which took place in June 2008: a Ten-Year
Environment and Energy Cooperation Framework was signed and then implemented in
the December meeting.

The Cooperation Framework has been structured to foster extensive collaboration
over a ten year period to address the challenges of environmental sustainability, climate



change, and energy security. There are five participating cabinet agencies for the United
States: the Departments of the Treasury, State, Commerce, and Energy and the
Environmental Protection Agency. There are seven participating agencies for China: the
National Development and Reform Commission, State Forestry Administration, National
Energy Administration, and the Ministries of Finance, Environmental Protection, Science

and Technology, and Foreign Affairs.”  Additional agencies can become involved by the
United States and China if they consider it necessary.

The five initial goals that have been established in the framework are clean,
efficient, and secure electricity production and transmission, clean water, clean air, clean
and efficient transportation and the conservation of forest and wetland ecosystems. The
most relevant aim to this analysis is the first one. On this point, preliminary discussions
have focused on steps both countries can take together to address electricity supply and
demand challenges. As far as the power generation sector is concerned, an efficient
diversification of energy resources is expected. Potential areas of collaboration include
renewable and alternative sources of clean energy, clean fossil fuel, power grids and the
electricity market, and nuclear power. For the Americans, this achievement reflects the
internal consistency of the “responsible stakeholder” approach. Four years ago, when
former Deputy Secretary of State Robert Zoellick made his speech before the National

Committee on U.S.-China RelationSXI, he probably did not imagine that the expression he
used to define China would become the clearest and most lasting definition of the policy
the United States was to apply toward the Asian country after the Unocal crisis and
throughout the rest of the Bush presidency. On that occasion, Zoellick highlighted a series
of issues the U.S. administration considered of primary importance for China to become a
“responsible stakeholder” in world politics.

The United States asked China to show its intentions clearly, recognizing that its
actions were frequently perceived as opaque by the other main political actors of the
world. This was both recognition of the role China was starting to play on the world scene
and a clear warning that the United States was not ready to give up its system of rules and
institutions to make room for the emerging Asian power. Significantly, Zoellick stated

that “we can cooperate with the emerging China of today even if we work for the

. . xli
democratic China of tomorrow”.

The content of the work the United States meant to accomplish dealt with almost
every sensible issue in the Sino-American relations. China’s approach to military
modernization, environmental global issues, Taiwan, and the stabilization in the North
Korean peninsula were all present in Zoellick’s speech. To him, the Asian state is growing
in the milieu of international institutions the West created, but even more importantly, “it
is making active use of these institutions to promote the country’s development of global

power status.”" Because great powers dispose of different places of discussion where
they can readily meet to discuss the matter and cool the tension, China’s active presence
in these large aggregations of mostly democratic states can also encourage better crisis
management. As for the sensitive energy field, an important way through which the U.S.
means to foster interdependence and policy coordination with China are through
technology and program sharing, again showing a slight American preference for a
bilateral approach to the issue. The underlying assumption of this reason was that since
globalization requires all the countries to have reliable partners, the United States and

1



China should collaborate in maintaining necessary social stability and managing physical
infrastructures in all the areas where both nations have interests.

A Chinese Perspective

One key aspect of the energy issue treated in the SED and strategic dialogues is
China’s deepening involvement in unofficial diplomacy, which appears designed to
alleviate regional apprehensions regarding China’s emergence. In weighing the costs and
benefits of participating in unofficial diplomacy, Beijing seems to have calculated that it

is better to be present at such groupings.x1111 For example, China has derived benefits from
the unofticial Council for Security Cooperation in the Asian Pacific (CSCAP) dialogues,
since they were a useful tool for information gathering, whereby Beijing could gain an
appreciation of what security issues are preoccupying the minds of various academic and
policy communities throughout the region, and how, in particular, China’s emergence has
been perceived. In the case of the United States, China’s objectives are based on “its need
to sustain U.S. neutrality at least over Taiwan, to maintain its economic growth and
development for which the U.S. relationship is critical, and to become and be accepted as

one of the great power without U.S. obstruction.”"

The way China deals with energy security demonstrates that China’s foreign
policy is well-described by the liberal perspective on international relations. China is
trying to pursue a collaborative path; for example, although Beijing is critical of the
United States over its Middle East policies, Chinese leaders appear willing to work
together to keep energy producing regions quiet and stable. Moreover, China is actively
cooperating with other importing nations through various multilateral forums. In line with
liberal theory, energy dependence appears to have exerted a moderating influence on
Chinese foreign policy, leading Beijing toward cooperative strategies. As for the United
States, China needs to secure stable and diversified supplies, maintain moderate prices,
and protect the transportation routes through which oil and natural gas flow. The driving
elements in China’s foreign policy since the Deng era have been continued modernization
and development of the economy, a focus on the regions bordering China, and promoting

nationalism as the leading ideological current.” China’s foreign policy is concerned
above all with preserving national sovereignty and national security.

Economic development and maintaining domestic stability are high priorities, and
readily available supplies of energy are critical not only to keep economic growth rates at
their recent high level but also to provide the capabilities needed to strengthen China’s
international role and preserve the country’s historic boundaries (which basically involves
questioning Taiwan’s independence). It is widely accepted that the country’s national
interests are increasingly difficult to protect as the growing dependence on imported oil
makes China more vulnerable to the instability of the global market and therefore pushes
it to move beyond its classical diplomacy, toward a greater engagement, as the SED
outcomes demonstrate. In fact, the Sino-American dialogues and plans such as the Ten
Year Cooperation framework on energy could also contribute towards moving both China
and the United States beyond their focus on increasing supply to a more responsible
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conservation of the current resources and research on the renewable ones.  Since energy
is the engine of the whole Chinese economy, a China more dependent on foreign sources
of energy means that Beijing will be unavoidably led to share its fortunes with the other



world main actors.

What sets China’s current strategic dialogues apart from previous ones is the
removal of misgivings and the belief that cooperation, no matter if obtained after tough
discussions, are the unquestionable outcomes since there cannot be a real enhancement
without the involvement of the most powerful counterpart in the world. Beijing has given
clear, if not complete, clues about the way it perceives Washington’s moves on the global
chessboard.

The United States has [...] established political, military, and economic

footholds in Central Asia and strengthened its military presence in

Southeast Asia, in the Persian Gulf, and on the Arabian Peninsula. These

moves have been part of a global security strategy that can be understood

as having one center, two emphases. Fighting terrorism is the center. And

the two emphases are securing the Middle East and preventing the
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proliferation of weapons of mass destruction.

Given this interpretation of the American world approach, China still believes that
the fading unipolar moment of the United States require the country to engage with the
Eastern partner. Bilateral problems should therefore be handled delicately, and a stable
new framework must be established to prevent troubles from disrupting an international
environment that is favorable for accommodating the two countries’ interests. Beijing
therefore stresses its request for the rest of the world, especially the United States, to help
in creating this environment. The “peaceful rise” doctrine conveys another important
aspect for Sino-American relations. PRC’s repeated claims to avoid mercantilism
implicitly state that nowadays the economies of the two countries are more
interdependent than ever before. As a result, China is willing to find a collaborative path
to discuss bilateral trade issues. As we have seen, the SED wanted to approach “Beijing
through economic issues of interest to both countries” since it is “an effective way to
produce tangible results in economic and non-economic areas”.XViii On the other hand,
China recognizes that much of its present economic and social progress results from its
growing interdependence with the United States. By allowing Chinese products to enter
U.S. markets and sponsoring China’s membership in the World Trade Organization,
Washington has made an enormous contribution to China’s economic dynamism.
Nonetheless, as the free market theory declares, this choice also meant that America
granted China one of the most powerful weapons to affect United States’ ability to
achieve its goals. Indeed, the Chinese imperious need for energy is what is really pushing
Beijing to move from being a selective stakeholder to become a responsible member of
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the international system.x =

Conclusion
China sees diplomacy as increasingly necessary to promote its development is-
sues. Strategic dialogues such as the SED may push toward a more comprehensive
American involvement in the Chinese favorite form of engagement, which is multilateral

diplomacy. If it is true that multilateral diplomacy allows Beijing to not expose the coun-
try on the international stage too much, while still promoting its affairs, it is also true that
a stronger involvement by the United States in this context may change some of the fea-



tures of the current multilateral diplomacy. With China’s participation in international in-
stitutions, more and more international norms are being used to define the domestic po-
litical agenda, such as the massive new legislation and abrogation of laws in China after
its accession into the WTO. We have seen how China’s diplomacy seems more willing to
be incorporated into the framework of multilateral institutions. At the same time, by 2008,
it was clear that this phase of Sino-American relations had been coming to an end, and
giving way to an era in which trade interdependence was clearly influencing mutual en-
ergy policy, if only on an informal level. In fact, the Obama administration has acceler-
ated the pace of engagement with China on both traditional and clean energy issues. It is
notable that Obama appointed a Chinese-American, Steven Chu, as the U.S. Secretary of
Energy. However, more substantively, the U.S. has taken the lead in redefining the tenor
of its energy relations with China from one of grudging acknowledge of interdependence
to a more positive character. As the Brookings Institution noted, ‘“Perhaps most funda-
mental, a year ago few would have included the issue of clean energy and climate change
as among those shaping the U.S.-China relationship, but now both sides acknowledge that
it has become a Tier 1 issue in U.S.-China relations.”

Notably, even though the Copenhagen conference has showed the limits of the
Sino-America dialogue on environmental issues, the effort of bringing together low-level
officials from each side to build working relationships that could develop over decades
has perhaps even increate, under President Obama’s mantra about the importance of in-
teraction, no matter what. The American Administration therefore wants to insist on the
tradeoffs between economic and strategic issues, and this goes in the direction of reinforc-
ing the operations of the SED.

A compromise between two ways of dealing with problems —the one of the small,
careful steps and the broader, political approach- must however be found, and bilateral
institutions such as the SED may be the natural incubator for this. If this was the final
path to be taken.

In the long run, the strategic dialogue mechanism between China and the

United States will be a model for sound interaction between the rising

power and the existing power and, if successful, will be a breakthrough

. . o . . i
diplomatic process in international relations.
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