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Preface
Charles E. Morrison, President, East-West Center

The Senior Policy Seminar is a keystone event in the East-West Center’s
annual calendar. The 2009 seminar, tenth in the series, brought together
senior foreign policy officials, private sector leaders, and analysts from
countries around the region for nonofficial, frank, and non-attribution
discussions of security issues in the Asia Pacific region.

In keeping with the Center’s founding mission, the objective of the Senior
Policy Seminar series is to promote mutual understanding and to explore
possibilities for improving the problem-solving capabilities and mecha-
nisms in the region. The seminar series also supports the Center’s cur-
rent operational objective of contributing to the building of an Asia Pacific
community by facilitating dialogue on critical issues of common concern to
the Asia Pacific region and the United States. In addition, the discussions at
this seminar series help inform the agenda of the East-West Center’s other
research, dialogue, and education activities.

The 2009 Senior Policy Seminar focused on “The Global Economic Cri-
sis and Implications for the Asia Pacific Region.” Participants discussed
the recovery underway throughout the region and the possibility of some
countries adopting new growth strategies. There was considerable discus-
sion about how the economic crisis has affected relations among the ma-
jor powers. One session was devoted to climate change and energy issues.
The seminar also examined the Obama Administration’s approach to Asia
and looked ahead to raise questions and make some projections about U.S.—-
Asian relations.

Thisreport presents the rapporteur’s summary of the group discussions and
the theme sessions. As in past years, the report adheres to the “Chatham
House Rule” under which observations referred to in the report are not
attributed to any individual participant. All views expressed in these docu-
ments are those of the participants and do not necessarily represent either a
consensus of all views expressed or the views of the East-West Center.




The Senior Policy Seminar series reflects the contributions of many indi-
viduals. Ambassador Raymond Burghardt, Director of the Center’s Semi-
nars Program, was the overall organizer again this year, and served as a
moderator. Richard Baker, Adjunct Senior Fellow at the East-West Center,
chaired the session on South and Southeast Asia.

Jerry Burris, consultant to the East-West Center, served as rapporteur and
drafted the report.

As in other recent years, the 2009 seminar was ably supported by East-
West Center Program Officer Jane Smith-Martin; Corporate Secre-
tary Carleen Gumapac; Seminars secretaries Marilu Khudari and Carol
Holverson; student assistants Alyssa Valcourt, Alexandra Hara, Fair Goh,
Thomas Lee; and student volunteer Ray Parsioan. The staff of the East-West
Center’s Imin Conference Center under Marshal Kingsbury again prepared
the conference venue and managed the associated facilities. Editorial and
production assistance for the report were provided by the East-West Center
Publications Office.

The principal value of the seminar, however, is always found in the in-
sights and contributions of the participants, both those who made opening
presentations at the various sessions and those who participated in the
frequently lively discussions. It is their observations that provide the anal-
yses and judgments recorded in this report. We are very much indebted
to them.
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Executive Summary

In early August, a group of senior officials from government, the private
sector, academia, and elsewhere gathered in Honolulu to discuss the state
of Asia today and, more generally, the state of East-West relations.

The picture that emerged, looking westward, was relatively benign. Af-
ter the global economic shock of 2008-2009, nations are slowly recover-
ing, most dramatically in the surge of economic activity in China. Political
conditions are generally stable, the conferees agreed, although the issue of
North Korea remains a major challenge. (By coincidence, the group met
just as former President Bill Clinton was in North Korea, accepting the
release of two American journalists.)

Looking the other way, toward the United States and Europe, participants
saw an equal measure of confidence that matters were on a stable, if not
spectacular, track. The new Obama administration, several participants
pointed out, seems comfortable with a policy of stability toward Asia,
largely maintaining the contours and focus of the previous Bush admin-
istration.

Yet beneath the general calm, a series of worrisome issues surfaced during
the two days of open, off-the-record discussions. The mood, if not nega-
tive, was at least somber and serious.

Among the background concerns in the face of relative quiet and recovery
were these:

1. Japanisinthe middle of a political malaise that leaves it unable to exert
as much regional leadership as many might expect from an economy
that powerful. For the first time in 40 years, it appeared likely that
the ruling Liberal Democratic Party (LDP) would be replaced by the
Democratic Party of Japan (DPJ)—which has since happened—but that
party is more a coalition of disparate interests than a focused political
entity, many participants said.

2. The nations of Southeast Asia continue to struggle to come up with an
architecture that unites the region. The region’s chief organization, the
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Association of Southeast Asian Nations (ASEAN), has been charged
with building an economic community, but thus far has been slow to
make significant progress.

The economic crisis of 2009 has forced nations throughout the region
to rethink their development and growth policies. For many, it seems
clear that a traditional export-driven approach no longer makes sense.
But a practicable alternative has yet to emerge, and some argued that
the rush to change direction may be shortsighted.

China is roaring back economically, but is still reluctant, perhaps un-
able, to take a leadership role in developing regionwide solutions to
ongoing problems—what some called the “collective good”—ranging
from the environment and transportation to social concerns (poverty
and disease, for instance).

Insularity, or a retreat from open markets and open trade, is an ever-
present threat as governments try to make sense of the economic col-
lapse and their own country’s course for the future. This is particularly
worrisome in the United States, some participants said.

The role of rising India in the region has yet to be determined. As Chi-
na figures out what it wishes to do and the United States (and Western
powers in general) move to more subtle “partnership” roles in the re-
gion, what will India do?

While there is general hope for the new Obama administration, there
are specific concerns about how Washington will treat the matter of
trade, which seems to be driven more by domestic politics (the influ-
ence of unions and campaign promises) than by external factors. This
raises the question of whether an overall U.S. policy for Asia can be
developed without a coherent trade policy.

The era of Western domination or lecturing to Asia is ending. No one
can claim that the United States or the European Union (EU) were
prepared to deal with the economic crisis in a particularly effective
way. So while it was clear among this group that the United States is
not going away, its presence in Asia might become more muted.
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9. On the security front, there are worries about the emerging role of
China throughout the Northeast Pacific as that nation beefs up its abil-
ity to project “blue water” power. But there were firm affirmations
from American officials and observers that the United States is deter-
mined to remain a powerful presence in the region for a long time to
come. There will likely be a refiguring of the American role; the word
“partnership” was used constantly throughout the seminar.

At the end of two days, conferees generally agreed there is a significant
need is for a regional, mutually supportive approach to the needs of the
region in the wake of the economic crisis of 2009. An emerging but some-
what unready China will play a major role in any regional approach. The
United States’ role is also likely to be significant, but its place in the devel-
oping regional architecture is still uncertain.

Unbhappily, in the view of many participants, a clearly identified and fo-
cused regional approach has yet to emerge.







Session 1: The State of the Region
‘DECOUPLING AND REBALANCING’

The discussion began with a conversation on the impact of the economic
crisis on the regional picture in general. While the general assumption was
that the crisis will pass, what kind of balancing will take place in its wake?
Will there be a greater stress on domestic consumption and stability in the
region? Will the immediate impact of the economic crisis delay work on
trade, the environment, and so forth?

One participant suggested that the economic stress may trigger a general
retreat from the gradual trend toward capitalism, with a greater emphasis
on direct government involvement in economic matters. After all, if the
American government is shifting toward more direct involvement (in the
capital markets, for instance), why should Asian governments take a dif-
ferent approach?

An economics specialist argued that the economic uncertainty has led to at
least three major “debates”:

The first is “decoupling.” That is, is it possible for Asia to have autonomous
growth prospects? That view lost luster in the wake of the Lehman Brothers
failure, which impacted economic markets around the globe. Today, there
is talk about some limited decoupling as Asia seems to be recovering a bit
faster than other parts of the world. That may be the result of the fact that
some nations in Asia had better preconditions—i.e., stronger government
policies (more reserves, less debt) and more pent-up demand internally.

The second big debate is over rebalancing growth strategies between ex-
port-driven policies and those that focus on domestic demand. The alter-
natives are particularly stark in China. Short-term fiscal reflation does not
amount to long-term rebalancing of investment or sectoral growth. Con-
ferees agreed that China’s fiscal stimulus has been initially very successful,
but that it has focused primarily on infrastructure rather than the tradi-
tional export sector or manufacturing for domestic consumption. Several
participants questioned whether this is sustainable. As another participant
put it: “China has the ability to do it, but will it?”
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The third big debate is over regional integration and cooperation, especially
insuch areas as coordinated protection of reserves, cross-border infrastruc-
ture, and comparison of safety-net policies. Some participants asserted that
the current crisis should lead to greater cooperation and integration, as did
the Asian economic crisis of 1997-98. One argued that although the global
economic crisis has weakened progress toward integration in the EU and
perhaps among the North American Free Trade Agreement (NAFTA)
nations (where Canada worries about the “thickening” of its border with
the United States), there is a sense that the crisis might actually increase
regional cooperation within Asia. But others pointed out that, thus far, this
has not happened.

SHIFTING RELATIONSHIPS

What about relationships between the nations of Asia and the West in the
context of the economic meltdown? An American participant observed that
relations among the major powers, including with the United States at a time
of dramatic change in U.S. administrations, are actually “quite good.”

However, the American participant continued, some areas need to be
watched carefully. Specifically, one can now say with credibility that North
Koreahasnuclear weapons. Correspondingly, there hasbeenachange in the
role of China, which now has a major involvement in this and other issues.
Nothing significant will happen on North Korea without “China’s active
involvement and even acquiescence.” Another Western participant added:
“The evolution of the U.S.-China relationship is the key determinant in
the security environment in East Asia over the next several years.”

THE ECONOMIC FUTURE

It is possible, said another participant with a background in economics,
to be “vaguely optimistic” over the economic outlook. China is “roaring
back,” with an emphasis on domestic growth and a relatively stable export
sector. The rest of the region is following, if not always as robustly. Retail
sales in China have fully offset the decline in U.S. domestic consumption.
The question is whether this is sustainable.

For instance, much of the investment has been in the property market and
export industries. But there are signs that the housing boom (sprawling
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suburbs outside Shanghai and Beijing) is over, or at least slowing, posing
problems for developers and banks. And continued reliance on export sec-
tors must face the fact that U.S. and European markets remain anemic.

In the United States, the recession may be over—in the words of one par-
ticipant, “We have stepped back from the brink”—but that only means the
economy is no longer contracting. Problems ahead include the possibility
of a “double dip,” that is, a negative rebound, where production is up, but
inventory is ahead of sales. Unemployment remains high by historic stan-
dards. And unsold housing inventory is still high. At best, the recovery
will be “lethargic.”

The point here is that Asia cannot export its way out of the crisis. “There
will be no spending spree,” said one participant.

Another participant suggested an alternative scenario. If China focuses
on infrastructure and creates its own Tennessee Valley Authority (TVA)
and other projects, the United States and the EU might see this as a new
“demand sector” and put more emphasis on selling to China (and to In-
dia). One interesting phenomenon, said an attendee, is the ability in China
to buy because of the effectively state-enforced accumulation of domestic
savings that need to be used somewhere. Another added that bookstores
in China are full of titles about consumption and how China has used its
pent-up financial energy.

In summary, there is some optimism about the economic future, although
many worry whether it will be a “V” shape that bounces back, or a “W”

shape, oscillating wildly.

But the basic question remains: Is this sustainable?



Session 2: China

China, participants agreed, is “opening up” and “roaring back.” The out-
look for China was described as at least, if not more than, “half full.” But
state control and a ponderous central authority remain inhibiting factors.

Numbers help tell the story, said one seminar attendee. From zero growth
in the fourth quarter of 2008, the Chinese economy is projected to hit 14
percent growth in the second quarter of 2009. Because of low household
debt and other structural features, China will not have to raise taxes or cut
government spending to “get its fiscal house in order,” said this attendee.
This is in strong contrast to the United States and many other Western
economies.

State control or authority has its drawbacks, many agreed. But it also
comes with its benefits, argued one participant. China’s stimulus package
of $586 billion (which would be equivalent to a $2.4 trillion U.S. stimulus
package) pumped huge amounts of money into housing, rural infrastruc-
ture, transportation, health and education, the environment, high-tech
industry, disaster reconstruction, tax relief, and the like. On a per capita
basis, the U.S. effort was “relatively stingy,” noted one participant.

HELPING THE HINTERLAND

While the amounts that China has pumped into stimulus are remarkable,
it is also important to note where the stimulus money is going, noted one
participant. The focus is on the sometimes neglected rural interior, where
the stress has been on power grids, water reservoirs, transportation (in-
cluding subways and airports), and road and rail links to “the rest of the
country.” The funding for education and health also emphasizes rural
health clinics and junior high schools, and the financial reform includes
more credit for rural areas and an end to loan quotas for private lenders. In
short, said this participant, what we are seeing is the Chinese equivalent
of Franklin D. Roosevelt’s New Deal.

Another participant said the Chinese “are taking the economic and finan-
cial crisis very seriously, and are using it as an opportunity for change.” The
debate is whether and how to shift from an export-driven model, “which
is not sustainable,” to more domestic consumption, a more low-carbon
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economy, and economic integration of the entire nation. At the same time,
according to this participant, China’s leaders are very conscious that ris-
ing economic power could lead to rising nationalism—which is a potential
danger in an era where regional cooperation is critical.

Playing off a familiar refrain, one non-Chinese participant wryly com-
mented that what is happening might be called “a New Deal with Chinese
characteristics.”

BENEFITS FROM THE BAD

Other positive implications cited of China’s reaction to the economic cri-
sis were, first, that the government is actually listening to its citizens (al-
beit out of concern over the possibility of instability) and, second, that the
stimulus package is benefiting ordinary, poorer people.

For the longer term, the picture is acknowledged as being more mixed.
The big question is whether the Chinese domestic market can replace the

)

export market. “Probably the answer is no,” one contributor suggested,
but at least “this does represent a diversification of export markets and a

spreading of risks.”

Participants differed as to how much of the stimulus-generated investment
is going into export industries. One argued that too much investment is
going into this sector, especially with U.S. and European markets remain-
ing anemic. Another acknowledged that rapid growth of lending by the
financial sector and weak growth of manufacturing for and consumption
by the domestic market are problem areas, but did not believe that much of
the new investment is going into export industries.

For the longer term (post-recovery from the current crisis), there remains
the question of whether China will once again pursue a largely export-
driven model and the world will watch “the same movie all over again.”
Most who spoke to this point believed it will not. They argued that rela-
tively little lending is going to manufacturing, while most is going to infra-
structure, particularly to rectify areas ignored in the past.
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CHINA AND THE WORLD

If China is, as expected, the “first big economy off the bottom,” what will
this mean for its global role? One participant said that this inevitably will
mean a rise in China’s regional (if not global) standing, as the United States
declines somewhat in influence. It is projected that China’s economy will
surpass Japan’s by 2010. “There is a potential for a significant shift in Chi-
na’s global stature and a decrease in the importance of Western economies,”
one participant noted. China will certainly be increasingly involved in the
various multilateral institutions and systems.

REGIONAL ISSUES

One participant wondered whether China, as it grows economically, might
use its expanding military power and capability to become more aggressive
in disputed areas, such as fishing grounds and the South China Sea.

Another participant commented that in this regard although there may be
increased competition in the South China Sea, there will not be a “huge
impact” on energy supplies “because there is not much there.” China must
continue to look outward for its energy needs, becoming an increasingly
important market for Iran, Saudi Arabia, Angola, and others.

A tour of the blogosphere in China suggests there is little interest in see-
ing China “take over the world,” said one attendee. “The obsession is in
getting their own economic house in order. The idea that there is interest
in climbing up the [global] power ladder is largely illusory.”

POLITICAL FUTURE

Economic crises almost always become political crises, noted one partici-
pant. Chinese leaders—constantly focused on stability and harmony—are
keenly aware of this. “China thus had to deal effectively with the economic
crisis,” he said. “A successful demonstration of the ability of the Chinese
system to deal with the crisis will increase the system’s credibility for some
time to come.”



Session 3: Northeast Asia

South Korea, North Korea, Japan, and the looming presence of China domi-
nated the conversation about Northeast Asia.

THE KOREAS

A long-time Korea observer commented that although the economic crisis
did not hit South Korea as hard as it hit the United States and the South
Korean economy is actually in recovery, the recovery has been tepid. In
addition, there is a question of how sustainable this recovery is. After the
Asian economic crisis of 1997-98 and the more recent global crisis, the
South Koreans have become much more focused on internal economic se-
curity, including building up foreign reserves as a form of self-insurance.
In short, South Korea is retreating within its own economic borders. But
building up massive reserves is a misguided policy, noted one participant,
adding, “What good is insurance if you can’t use it?” The reserves are held,
but they are difficult to use.

North Korea clearly presents a more complex picture. One participant ex-
pressed skepticism about the prospects for resolution of the nuclear issue
in the absence of regime change. Kim Jong-il is ill, and there are three cen-
ters of power seeking to move into his place: the family, the military, and
the party. North Korea’s “transformation” over the past 20 years has been
largely unplanned, and is an unwanted response to failure. Policy has been
moving backward since 2005, and the latest moves, both external and in-
ternal, reflect a more fundamental Stalinist style, while reformers (at least
in North Korean terms) keep their heads down. For understandable rea-
sons, very few North Koreans actually complain.

A recent survey of North Korean refugees in South Korea and in China
indicates that government policy has little impact on most of society
outside the capital. The army is no longer seen as the way to get ahead;
rather, the focus is on business (which, within the government, means cor-
ruption). The survey found an “overwhelming” yearning for reunifica-
tion. Although it was not specifically asked, one participant believed this
probably meant on South Korean terms.
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“Overall,” said this participant, with regard to North Korea, “we should
have modest expectations. They don’t respond much to outside pressure
and influence.”

STRUGGLING JAPAN

Japan, participants agreed, is in a period of political malaise. While the
rise to power of the Democratic Party of Japan (DPJ)—anticipated at the
conference and now a reality—promises change, it will be hard to come
by. Said one participant: “From the days when all the talk was about the
Japanese miracle, today it is almost all about China. Japan is still one of the
largest economies in the world, but it does not draw much attention. It is
true, [Japan] is in decline.”

Without major changes to the political culture in Japan, said one at-
tendee, “the economy will not revive.” And that, said several others,
will be difficult because the DPJ is not a cohesive political organization
with a cohesive economic program. Rather, it is more a “hodgepodge”
group than an organized second party to the long-standing Liberal Dem-
ocratic Party (LDP). “A two-party system will not happen,” said one
participant. “Instead, we’ll have a messy, chaotic political situation—a
multiparty system in a structure designed as a two-party system—which
might last for several years.”

A key problem, observed one participant, is that Japan’s government was
effective and focused when the primary goal was economic development.
But after economic power was achieved, bureaucratic infighting became
the norm. So what replaces the overwhelming push for economic growth
and stability? One participant suggested what he called “human security.”
“Japan should be a major power in terms of contributions to global issues
such as communicable diseases,” he said. “This might generate broader
public support and recognition from abroad. Japan can become a major
human security power.”

An inspiring thought, another responded, but the truth is that while the
Japanese people “adore” the word change, they really dislike change and
reform. They are concerned with their own economic security. Toward
that end, noted one participant, Japan has done a fairly good job of en-
gineering domestic economic stimulus packages that rival what China
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has accomplished on a per capita or GDP (3.5-4 percent) basis. Overall,
participants agreed, the immediate future for Japan is an “inward-looking
agenda.”

Numerous and differing views were offered as to the import of Japan’s in-
ward focus. One Japanese participant stated that a process of “self-margin-
alization” has been taking place in Japan for at least a decade; the economy
will still rank second or third in the world, with good technology and
a good energy policy, but both the general public and corporate leaders
seem to have a “who cares?” attitude. It will take strong foreign pressure
or demands from the Japanese public to spur Japan’s leaders into action, he
said.

Another Asian participant countered that Japan has handled its decline in
a mature and stable manner. “Japan is at ease in its own skin. It will be a
center for technological innovation and a pioneer in clean energy. And for
ordinary Japanese, things look good. The streets are clean, food is good,
and they are enjoying life.”

Others argued that it is in the interest of the region for Japan to have a larger
impact. An American participant noted that Japan is not playing much of
a role in the aftermath of the economic crisis, and asked whether Japan
or the region can afford this. An Asian participant asserted that there is
demand in the region for broader leadership—leadership that China is not
yet ready to assume. “Many expect Japan to take that role,” he said.

MULTILATERAL COOPERATION

There were differing views around the table on the feasibility of various
forms of multilateral cooperation in Northeast Asia. One believed that,
other than the Six-Party Talks on the North Korean nuclear issue, bilat-
eral negotiations were the most effective method. Another advocated five-
party talks (i.e., the Six minus North Korea) on the whole regional agenda,
but said that the U.S. government opposes this (a point confirmed by other
American participants). However, they noted that there have been some
China-South Korea—-Japan three-party talks on economic issues. But none
of the participants anticipated any significant initiatives or movement on
Northeast Asian regional cooperation in the near future.
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Session 4: Southeast Asia

OVERVIEW

The seminar attendees agreed that in Southeast Asia, the economic crisis
had bottomed out. But recovery may take several different directions,
since there is no singular approach to dealing with the crisis in the region.

While there is general movement toward a more regional economy, attend-
ees generally agreed that what happens in Southeast Asia will be impacted
by what China does or does not do—and they noted that China’s role in the
crisis to date has been useful and cooperative. In other words, no matter
how strong the regional “architecture,” the fate of nations within the re-
gion depends to a substantial degree on what happens outside the region.

One participant noted that it is simplistic to talk about Southeast Asia as
a unified whole. In mid-2009, Thailand was in negative growth, but Viet-
nam was in positive growth, as was Indonesia. Singapore, whose economy
is arguably the most developed and globalized, was hardest hit. Compare
that to the less dramatic impact on other economies in the region. “Some-
times we lament we are just midrange economies, but that can shelter

”»

us from global trends and currents,” said one participant. Said another:
“Sometimes it is good to be poor and primitive. None of us really invested

much in secondary mortgages and exotic instruments.”
LESSONS LEARNED

One participant pointed out that the economies of Southeast Asia were
not without experience in global economic shakeups. Many remembered
the Asian economic crisis of a decade ago and learned lessons from it. One
would have expected an immediate regional reaction. But, he argued, the
problem was not recognized, and there were no major Southeast Asian ini-
tiatives. “Right after the collapse of Lehman Brothers, they should have
gotten together and discussed what we can do to keep this from affecting
us. But they didn’t. Why? Because regional leaders do not realize this is a
region in decline,” hampered by the inability of Southeast Asia to integrate
itself and play an important role in the larger regionalization process.
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There is an effort to integrate the region economically by 2015, but many
generally agreed that this effort is going slowly. A number of causes were
cited, including apathy on the part of public officials, a weak ASEAN Sec-
retariat, and a lack of real vision on the part of leaders. However, other
participants disagreed that the region is “in decline,” arguing that the pace
of integration is the real question. As one said, much background work has
been accomplished and a number of steps taken to meet the crisis. “Over
time,” said this participant, “this will become a meaningful group.”

So, what should be done today?

First, said one participant, “We have to have our own financial house in
order, including adequate reserves.” That includes reducing foreign debt
as much as possible.

Second, recognize that the crisis will inevitably lead to pressure for greater
protectionism, and that to prevent this, trading and investment regimes
need to be restructured.

Third, as money is spent to react to the economic crisis, it becomes increas-
ingly important to put money into the social safety net, quality of life for
domestic consumers, and infrastructure.

Participants generally agreed that the economic crisis forced governments
in the region to focus more closely on domestic issues, including social wel-
fare and security. But the record thus far is of middling success, at best.
Singapore and Malaysia are having trouble managing their (inherited)
retirement plans, the Central Provident Fund (CPF) and the Employees
Provident Fund (EPF). The Philippines has a wonderful national health
care system on paper, but only on paper.

THE FUTURE

Internal development and domestic investment are the keys, argued
one participant. Transfer payments and export profits will no longer be
enough.

But not everyone agreed. Another insisted the role of exports, which has
been the central driver of the “rise of Asia,” remains strong. “This part of
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the world is the center of growth in the world,” he argued. Another par-
ticipant agreed, saying the “debacle of last year” is no reason to throw out
everything learned about how to run an economy.

Participants also argued about the pros and cons of opening economies to
the world, through open financial markets and cross-national economic
organizations. Some noted that South Korea’s experience in opening its
markets has caused some misgivings and that the nation is now shrink-
ing back from complete openness. Others argued that several regional
efforts, such as the Mekong regional grouping and India’s “Look East”
policy, have been less than a complete success.

Finally, said one participant, “the future is bright. We have become more
global. More integrated. We have much to learn, but we are better pre-
pared than before. And at home, we need to be more caring and think more
about democratization.”
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Session 5: Climate Change and Energy

Everyone agrees, conferees said, that climate change and global warming
are critical international issues. The problem is this: How do we address
them?

The economic crisis may offer a window of opportunity, some said. “Many
developing countries are getting more involved because they have a better
appreciation of the risks,” said one.

On the one hand, the crisis could help if it leads to local “green” approaches
to development challenges. But the crisis could also weaken the resolve of
many countries to impose greenhouse gas-reduction rules because it could
hurt their international competitiveness.

This, said another participant, puts extra pressure on developed countries
to lead in the crafting of mitigation strategies. Less economically strong
nations might follow such strategies if they make sense, but may well be re-
luctant to commit to taking the lead in light of the economic crisis. Another
suggested that what we can expect is a move toward “nationally appropri-
ate” measures, which implies something short of international standards.

NEW APPROACHES

A “one-size-fits-all” approach to climate-mitigation rules may be out of
the picture for the time being, several people suggested. Negotiations have
not moved much, and the divide between developed and developing coun-
tries is only getting deeper. One participant noted that the Kyoto process
appears likely to go the way of the World Trade Organization (WTO),
focusing on the long term. This does not mean, said another participant,
that nations are not doing anything about climate change and improving
the environment, only that they are doing things unilaterally, according to
their own needs. China was cited as an example in this regard, where there
is a strong focus on energy efficiency.

One possibility mentioned was that the G-20, or Group of Twenty Finance
Ministers and Central Bank Governors, may provide a platform for an
international agreement on climate. Another possibility would be for
medium-size regional countries (e.g., Australia, Korea, Indonesia) to set
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their own targets. But others suggested that regional agreements might
make more sense in the current economic climate, becoming a “game
changer” as medium-size countries agree to set their own goals to which
others could subscribe. One example would be an East Asian initiative.

UPHILL BATTLE

The problem, argued one participant, is that government pronouncements
on energy, climate, and the like are only valuable if they are “doable.” And
the plain fact is that many agreements signed over the years are not, in fact,
doable. An example is the frequent pledge to move away from fossil fuel
(oil) into alternative energy. That’s a good idea, but may not be possible
at the moment. Some 85 billion barrels of oil are used globally every day.
That’s hard to move away from. “Just because governments pledge some-
thing does not mean they can do it,” he argued.

A further point is that, while renewable energy may be on the horizon for
power, this is not the case for transportation. Electric cars are a decade or
more away from being a reasonable alternative to gas-fueled transportation.
One participant cited his favorite argument that the quickest way to shift
people away from gas-guzzling transportation is to significantly raise the
tax on gas, but added that for political reasons this is unlikely to happen.

CARBON TAX VS. CAP AND TRADE

Cap and trade is a popular option now, but there was agreement that it will
have little impact until a trade exchange is established. One participant
noted that the U.S. Congressional Budget Office had identified $50 per
barrel as the price needed to make cap and trade work, while the current
energy bill, has set the price as $20 per barrel. As for a carbon tax, it was
argued that economically this would work, but it immediately becomes po-
litical and is difficult to impose.

LOOKING TO COPENHAGEN

Conferees agreed that the next international round of climate talks
might come up with a set of “aspirational goals,” but is unlikely to produce
binding targets for reduced emissions. “We might be moving away from
hard numbers to something like a process,” said one participant.
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Another suggested the East Asian initiative might prod decision making in
more advanced countries, particularly the United States.

In the end, participants agreed that international meetings and lofty goals
will only work if there is a “catalyzing event,” such as another major oil
shock, that would force fundamental change in the energy and climate de-
bate.
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Sessions 6 and 7: The Future—and Lessons
Learned

Clearly, the economic crisis has caused disruptions and concern through-
out the region. But taking the long view, argued one participant, “Asia is
rising.”

The evidence: China has bounced back, the “four tigers” of Asia—Hong
Kong, Singapore, South Korea, and Taiwan—remain healthy. The 1997-98
Asian economic crisis taught a great deal about how to manage econom-
ic shudders. “Asia keeps growing despite the crisis,” said one. “We face a
wonderful time.”

One small piece of evidence cited that the growth of Asia has benefited the
entire world, including the United States: “In 1971, nothing made in China
could be found in U.S. stores. Today, it is very difficult to find a gift not
made in China!”

AMERICA AND ASIA

Several participants agreed that the United States has maintained a steady
and forward-looking policy toward Asia, despite the important shift in
administrations. “You can blame [Bush] for many things, but his Asia
policy was right,” said a participant. “And Obama didn’t negate Bush’s
policy, while moving toward a more multilateral approach. America is on
the right track.” Another suggested that, while President Barack Obama
inherited a decent hand from former President George W. Bush, with the
exception of Korea, this was largely due to inattention—that is, the level
of attention to Asia by the Bush administration did not match the pace of
change in the region.

Participants pointed to signs that the Obama administration has a clear-
headed approach to Asia, including China. As evidence, they noted that
Obama avoided the usual inclination to “talk nonsense” about China dur-
ing the political campaign, and then reverse course upon taking office. The
exception to this record was the “disturbing” protectionist tone to some of
Obama’s comments during the campaign.
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Another participant noted three positive strains about U.S. attitudes to-
ward Asia, which he described as “remarkable.”

The first was that Secretary of State Hillary Clinton’s first overseas trip was
to Asia. That trip included Indonesia. And Clinton took time to deliver a
major Asia policy speech before the trip. All of this adds up to a deliberate
and encouraging focus, he said.

Other hopeful signs: Obama has signaled willingness to engage with North
Korea, indicated an intention to sign the ASEAN Treaty of Amity and Co-
operation, and agreed to appoint an ambassador to ASEAN. A Southeast
Asian participant added that the Obama administration is saying “the right
things” about the rule of law. One possible problem area mentioned was
maintaining balance in the United States’ relationships in the region. For
example, relations with China are going so well that this could cause con-
cern in Japan and South Korea. And while U.S.-India relations improved
remarkably under the Bush administration, today some Indians are feel-
ing “neglected” because of the high level of attention paid by the Obama
administration to China. Finally, in addition to the ongoing conflicts in
Afghanistan and Pakistan, Burma and Taiwan remain problem areas for
the region and U.S. policy.

REGIONAL FUTURE

The United States, said several participants, needs to clarify its role in the
region. Does it wish to become part of the East Asia Summit (EAS)? How
will it balance the tensions between North and South Korea, China and
Japan? One participant argued that it is unlikely the United States will take
much interest in the EAS unless its structure is changed, and that might

not be wise. “East Asians need their own organization without the U.S.,”
he said.

China, some said, faces its own challenges. As it grows in economic and
military power, what is its larger regional role? One suggested that China
is “no more prepared for its global role than the United States was after the
Cold War era.” Said another, “China is not ready for its new global role.
That means the United States must remain engaged, not as an ally, but as
a partner.”
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A Chinese participant argued that the new order requires the United States
to accept cultural diversity and different approaches. When Japan was on
the rise, it felt it could not afford that luxury and that it had to “behave like
Americans.” (Another responded that, actually, in the end, Americans ea-
gerly adopted Japanese industrial and corporate management practices.)

With respect to China, the Chinese participant added, the United States
must recognize that China is different in fundamental ways. “For the West-
ern world, you have to accept that China is different. China cannot accept
the idea that ‘you have to do it my way or no way.” We have different values.
You have different values. And we need to accept the differences.”

The Western “paradigm,” this participant continued, which has dominat-
ed for four centuries, is bipolar, seeing good vs. evil, “beauty vs. beast.”
In the twenty-first century, Asian culture, which emphasizes diversity
and coexistence, will become more influential.

One American rejoined that it is perfectly legitimate for people who have
concerns about democracy, transparency, and democratic values to be con-
cerned about the rise of authoritarian posers. Another American partici-
pant expressed disagreement about the extent to which differing values
are immutable. Other societies have been transformed, he noted, includ-
ing some into democracies. (The Chinese participant countered that the
United States should tolerate other forms of democracy, such as China’s.)

An American participant turned the discussion to a consideration of U.S.
foreign policy. He observed that bringing about change has been a long-
standing “bogeyman” of American foreign policy. Against this, he argued
that America can change others not by imposing change, but rather by ex-
posing them to outside influences. Change ultimately comes from within.
This is what is happening in China, for example from students who have
studied overseas. In the same way, Japan’s success changed U.S. thinking
by challenging us, for example, in industrial production, leading Ameri-
cans to travel to Japan to study their example.

Another participant said that, despite the fact that there is “lots of good
news,” he remains “uneasy” about how things are going. Foremost is the
matter of human security issues over the next twenty years—energy,
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food, and water. These are not being adequately addressed and are receiv-
ing even less attention in the wake of the economic crisis. On this front,
said one participant, it is unreasonable to expect the United States—also
reeling from the economic crisis—to continue to provide for the “public
good” at the level it has in the past. And China is not yet ready to take up
the slack.

This raises a question, said another: Which system is more efficient in
dealing with economic turmoil, authoritarian or democratic? Another re-
sponded that this sets up a false distinction. Instead, he said, “Let’s focus
on common interests, common objectives.”

LOOKING FORWARD

For their own reasons, said one participant, none of the three leading
economies—Japan, China, and the United States—is eager to take on a re-
gional leadership role. (The exception to this is the U.S. military, which
participants agreed is involved in the region and unlikely to recede in the
foreseeable future.) China is busy building up its own internal security,
Japan is uneasy after the collapse of the bubble, and the United States is
facing “shell shock” as a result of the economic crisis—in short, there is a
leadership vacuum.

But, said one American, do not think this is the twilight of the Ameri-
can era in Asia. “The U.S. will not disappear from the region,” he said.
The economic crisis slowed things down, and Asia is stepping forward “as
never before.” But the American presence will continue.

This participant listed a number of major open questions:

e Should the United States strive to be a dominant leader or a leader
among others? Will the United States look inward or will it adopt
a partnership role?

e Can the United States have a successful Asia policy without a co-
herent trade policy? (As one participant put it: “How can the U.S.
lead if it treats trade as [domestic] politics rather than trade as
trade?”)
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®  When will China be prepared to accept its global role in the new
political and economic order?

e How can India become part of an integrated global system, and
can Asia succeed without India’s involvement?

e How will the institutions of the region—Asia-Pacific Economic
Cooperation (APEC), Association of Southeast Asian Nations
(ASEAN), the East Asia Summit (EAS)—be organized and staffed?

Another participant stressed the necessity of taking care of those who are
negatively impacted by change and carry the burden of adjustment. The
traditional approach of “self-insuring” is no longer adequate. However,
leadership has been lacking, and Asia is not stepping forward. Without a
small group stepping up to move things along, institutional development
on the economic side will only be incremental.

An Asian participant applied this assessment to the general question of re-
gional architecture. “We know the ideal,” he said, but “how do you get
leadership to change? There is no appetite for new institutions.”

In a concluding comment, one of the organizers noted that in Europe,
young people are no longer worried about military conflict between their
countries. This is not yet true in Asia. The region is on a positive course,
but it still has a long way to go. It is a long-term vision, but we need to keep
the vision and optimism alive.
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