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appear as isolated events and better defines the impact bilateral relationships have upon one
another and on regional security.

Comparative Connections: A Quarterly Electronic Journal on East Asian Bilateral Relations
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More of the Same, Times Three

by Ralph A. Cossa and Brad Glosserman, Pacific Forum CSIS

Last quarter we noted that the US profile in Asia rising and China“s image was falling, while
questioning if North Korea was changing. This quarter has been marked by more of the same.
President Obama made a high-profile trip to Asia, visiting India, Korea, Japan, and Indonesia.
Meanwhile, Secretary of State Clinton give a major address in Honolulu (co-hosted by the
Pacific Forum CSIS) on US Asia policy, before her sixth trip to Asia, making seven stops before
ending up in Australia, where she linked up with Secretary of Defense Robert Gates for a 2+2
meeting with their Aussie counterparts. Gates also visited Hanoi in early October and stopped by
Malaysia on his way home from Australia, while the USS George Washington paid a return visit
to the Yellow Sea before participating in a joint US-Japan military exercise near Okinawa.
Beijing appeared to back off its aggressive stance in the East China Sea and South China Sea and
uttered hardly a peep in response to the US aircraft carrier operations off Korea“s west coast. It
did, however, continue to protect and essentially enable Pyongyang®s bad behavior. Pyongyang
once again offered an “unconditional” return to the Six-Party Talks while reinforcing the
preconditions that stand in the way of actual denuclearization. 2010 proved to be a generally
good year, economically, as most economies bounced back. It was not that good a year
politically for Obama, although he did succeed in pressing the Senate in a lame duck session to
vote on the New START Treaty with the Russians, which was ratified at quarter®s end.

Tempering Expectations

by Michael J. Green, CSIS/Georgetown University, and Nicholas Szechenyi, CSIS

Prime Minister Kan Naoto opened the quarter with a speech promising a government that would
deliver on domestic and foreign policy, but public opinion polls indicated he was failing on both
fronts, damaging his own approval rating and that of the ruling Democratic Party of Japan (DPJ).
The US and Japanese governments continued a pattern of coordination at senior levels and North
Korea™s bombardment of Yeonpyeong Island on Nov. 23 furthered trilateral diplomacy with
South Korea and exchanges among the three militaries. President Obama met with Kan on the
margins of the Asia-Pacific Economic Cooperation (APEC) Leaders Meeting in Yokohama to
take stock of the relationship, though a once-anticipated joint declaration on the alliance did not
materialize and the optics of the meeting appeared designed to lower expectations as the
Futenma relocation issue remained unresolved. A bilateral public opinion survey on US-Japan
relations released at the end of the quarter captured the current dynamic accurately with Futenma
contributing to less sanguine views but convergence in threat perception and an appreciation for
the role of the alliance in maintaining regional security as encouraging signs for the future.
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Friction and Cooperation in Run-up to Hu*s US Visit

by Bonnie Glaser, CSIS/Pacific Forum and Brittany Billingsley, CSIS

China-US relations were marked by the now familiar pattern of friction and cooperation.
Tensions spiked over North Korea, but common ground was eventually reached and a crisis was
averted. President Obama's 10-day Asia tour, Secretary of State Clinton®s two-week Asia trip,
and US-ROK military exercises in the Yellow Sea further intensified Chinese concerns that the
administration®s “return to Asia” strategy is aimed at least at counterbalancing China, if not
containing China‘s rise. In preparation for President Hu Jintaos state visit to the US in January
2011, Secretary Clinton stopped on Hainan Island for consultations with Chinese State Councilor
Dai Bingguo and Deputy Secretary of State Steinberg visited Beijing. Progress toward
resumption of the military-to-military relationship was made with the convening of a plenary
session under the US-China Military Maritime Consultative Agreement (MMCA) and the 1"
meeting of the Defense Consultative Talks. Differences over human rights were accentuated by
the awarding of the 2010 Nobel Peace Prize to Chinese dissident Liu Xiaobo.

A Tumultuous Ending of Year 2010

by Victor Cha, CSIS/Georgetown University and Ellen Kim, CSIS

US-Korea relations in the last quarter of 2010 centered around two major events. On the
economic front, even though Presidents Barack Obama and Lee Myung-bak failed to seal a deal
on the KORUS Free Trade Agreement (FTA) during their meeting on the margins of the G20 in
Seoul, the two countries reached final agreement a few weeks later, potentially opening a new
era in bilateral relations pending approval in the two legislatures. Meanwhile, North Korea“s
revelation of its uranium enrichment facility and shelling of Yeonpyeong Island raised tensions
on the peninsula. South Korea and the US demonstrated their strong security alliance and
solidarity even at the risk of a military conflict. North Korea®s artillery attack quelled ongoing
diplomatic efforts to resume the Six-Party Talks, as the prospect for early resumption vanished.

Full Court Press

by Sheldon Simon, Arizona State University

High-level visits to Southeast Asia found President Obama in Indonesia, Secretary of Defense
Gates in Malaysia and Vietnam, and Secretary of State Clinton in several Southeast Asian states,
a trip that was highlighted by her acceptance of US membership in the East Asian Summit and
attendance at the Lower Mekong Initiative meeting. Obama insisted that the multifaceted
relations with Jakarta demonstrate that Washington is concerned with much more than
counterterrorism in its relations with the Muslim world. In Vietnam, Clinton and Gates
reiterated that the South China Sea disputes be resolved peacefully through multilateral
diplomacy led by ASEAN. Clinton expressed Washington®s appreciation that China had entered
discussions with ASEAN on formalizing a Code of Conduct on the South China Sea. In all her
Southeast Asian stops, she emphasized the importance of human rights. While deploring the
faulty election in Burma, the US welcomed Aung San Suu Kyi“s release from house arrest and
the prospect for more openness in Burmese politics.



China Reassures Neighbors, Wary of US Intentions

by Robert Sutter, School of Foreign Service, Georgetown University, and Chin-hao Huang,
University of Southern California

Following last quarter®s strong criticisms moves seen directed against Chinese policies, Chinese
leaders and commentary this quarter reverted to a reassuring message of good neighborliness and
cooperation. Wariness of US policies and practices was registered in lower-level commentaries
while Chinese officials interacted in business-like ways with US counterparts over regional
issues. China consulted with ASEAN representatives seeking to implement a code of conduct in
the disputed South China Sea. This contrasted with the confrontational approach witnessed in
Chinese actions and publicity over fishing and other rights in disputed waters in the East China
Sea and the Yellow Sea. Nevertheless, even reassurances underlined a determination to rebuff
violations of China“s “core interest” in protecting territorial claims. Some military exercises and
enhanced patrols by Chinese ships also were noted in the South China Sea. China‘s positive
reaction to the November elections in Myanmar was in line with its longstanding support for the
authoritarian military leadership.

Looking ahead to 2012

by David G. Brown, The Johns Hopkins School of Advanced International Studies

The pace of progress in cross-strait relations has slowed as agreement continues to take longer
than anticipated. A medical and healthcare agreement was signed in December, but consensus on
an investment protection agreement was not reached and establishment of the Cross-strait
Economic Cooperation Committee (CECC) has been delayed. The mayoral elections in
November saw the opposition Democratic Progressive Party (DPP) receiving more votes than the
ruling Kuomintang (KMT). Both parties are now gearing up for the presidential election in
March 2012. Consequently, campaign politics in Taiwan and jockeying in preparation for the
18" Party Congress in Beijing will dominate the way Beijing, President Ma Ying-jeou, and the
opposition in Taiwan approach cross-strait issues in the year ahead.
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Playing with Fire

by Aidan Foster-Carter, Leeds University, UK

It is hard to recall that a quarter which ended so abysmally had begun more optimistically.
Despite serious tensions over the sinking of the Cheonan, by early October both Koreas appeared
to be seeking a way to mend fences, at least in part. In late October, family reunions were at Mt.
Kumgang for only the second time since 2008. Then, the North*s revelation of a sophisticated
uranium enrichment facility in mid- November followed by its shelling of South Korea“s
Yeonpyeong Island on Nov. 23 turned the mood sour. The ROK responded with stiffened
resolve, showing its military muscle with strong support from the US and Japan. The DPRK, in
turn, warned of dire consequences as China sought to revive the Six-Party Talks. By the end of
the year the worst seemed to have passed as both sides resumed making cautious overtures of
peace. Nevertheless, the damage caused and hostility generated will not be easily overcome.



DPRK Provocations Test China‘s Regional Role

by Scott Snyder, Asia Foundation/Pacific Forum, and See-won Byun, Asia Foundation
China and North Korea took unprecedented steps to consolidate political ties through historic
high-level party and military exchanges in October. North Korea“s artillery attack on
Yeonpyeong Island on Nov. 23 put the Korean Peninsula at the center of regional attention and
intensified diplomatic pressures on China as Beijing mobilized a remarkably swift diplomatic
effort in response. Chinese calls for regional dialogue intensified with South Korean efforts to
deter North Korea through joint naval exercises with the US in the Yellow Sea and live-fire
artillery drills. Beijing™s persistent calls for both Koreas to return to dialogue and Seoul*s
apparent support for inter-Korean dialogue and Six-Party Talks at yearend may open the way for
a return to negotiations. But South Korea“s position remains conditional upon North Korea
acknowledging its responsibility for provocations and taking concrete steps to show its
commitment to denuclearization.

Troubled Waters: Part 11

by James J. Przystup, Institute for National Strategic Studies, NDU

Reactions to the Sept. 7 Senkaku fishing boat incident continued to buffet the relationship. Both
the East China Sea and the Senkaku Islands remain flashpoints in both countries. Anti-Japanese
protests spread through China in mid-October and were followed by smaller-scale anti-Chinese
protests in Japan. Efforts by diplomats to restart the mutually beneficial strategic relationship ran
into strong political headwinds, which hit gale force with the public uploading of the Japan Coast
Guard's video of the September collisions on YouTube. Prime Minister Kan did meet China“s
political leadership, but the Kan-Wen and the Kan-Hu meetings were brief encounters, with the
Chinese taking care to emphasize their informal nature. In Japan, public opinion on relations
with China went from bad in October to worse in December.

The New Cold War in Asia?

by David Kang, University of Southern California, and Ji-Young Lee, Oberlin College

The year ended with heightened tensions resulting from Pyongyang's shelling of Yeonpyeong
Island and the subsequent show of force by South Korea, the US, and Japan. Yet, despite artillery
barrage, the risk of all-out war on the Korean Peninsula is less than it has been any time in the
past four decades. Rather than signifying a new round of escalating tension between North and
South Korea, the events of the past year point to something else — a potential new cold war. The
most notable response to the attack on Yeonpyeong was that a Seoul-Washington-Tokyo
coalition came to the fore, while Beijing called for restraint and shrugged away calls to put
pressure on North Korea. Japan-North Korea relations moved backward with Prime Minister
Kan Naoto blaming the North for an “impermissible, atrocious act.” On the other hand, Japan-
South Korea relations have grown closer through security cooperation. Tokyo“s new defense
strategy places a great emphasis on defense cooperation and perhaps even a military alliance
with South Korea and Australia in addition to the US to deal with China®s rising military power
and the threat from Pyongyang.
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Coping with Korea

by Yu Bin, Wittenberg University

Tensions on the Korean Peninsula preoccupied both Russia and China as the two Koreas edged
toward war at the end of 2010. Unlike 60 years ago when both Beijing and Moscow backed
Pyongyang in the bloody three-year war, their efforts focused on keeping the delicate peace. The
worsening security situation in Northeast Asia, however, was not China“s only concern as Russia
was dancing closer with NATO while its “reset” with the US appeared to have yielded some
substance. Against this backdrop, Chinese Premier Wen Jiaobao traveled to Moscow in late
November for the 15™ Prime Ministers Meeting with his counterpart Vladimir Putin. This was
followed by the ninth SCO Prime Ministers Meeting in Dushanbe Tajikistan. By yearend,
Russia“s oil finally started flowing to China through the 900-km Daqing-Skovorodino branch
pipeline, 15 years after President Yeltsin first raised the idea.

Better Atmospherics, Similar Substance

By Satu Limaye, East-West Center

High-profile visits and meetings characterized Indian relations with both the United States and
East Asia in 2010. While there were no major “breakthroughs” or departures as a result, the
ongoing evolution of both US-India and India-East Asia relations suggests that they are now a
fixed part of the US-Asia dynamic. It is worth noting that while Secretary of State Hillary
Clinton neither visited India during her first trip to Asia in February 2009 (she did visit India in
July 2009) nor made mention of India in her pre-departure address on US Asia policy, in
November 2010 President Obama opened his speech to the joint session of India“s Parliament by
declaring that “[i]t"s no coincidence that India is my first stop on a visit to Asia...” And the joint
statement between the two countries issued during that visit specifically noted a “shared vision
for peace, stability and prosperity in Asia, the Indian Ocean region and the Pacific region...[and]
agreed “to deepen existing regular strategic consultations on developments in East Asia...”
Indeed, including India at all in an Asia itinerary is a recent innovation in US foreign policy and
one that speaks to a larger US policy debate about the evolving Asia-Pacific. Whether such an
innovation sticks remains to be seen, although many indications suggest that it will; especially as
the need to coordinate increases on matters such as the East Asian Summit, maritime cooperation
across the “Indo-Pacific,” and wider global issues.
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Regional Overview:
More of the Same, Times Three

Ralph A. Cossa, Pacific Forum CSIS
Brad Glosserman, Pacific Forum CSIS

Last quarter we noted that the US profile in Asia was on the rise and China“s image was falling,
while questioning if North Korea was changing, as Beijing, among others, seemed to insist. This
quarter has been marked by more of the same, on all three fronts.

President Obama made a high-profile trip to Asia, visiting India, Korea (to attend the first Asia-
hosted G20 meeting), Japan (for the APEC Leaders Meeting), and Indonesia. Secretary of State
Clinton give a major address in Honolulu (co-hosted by the Pacific Forum CSIS) on US Asia
policy, before her sixth trip to Asia, this time traveling to Guam, China, Vietnam (where the US
officially joined the East Asia Summit), Cambodia, Malaysia, Papua New Guinea, New Zealand,
and finally Australia, where she linked up with Secretary of Defense Robert Gates in Melbourne
for a 2+2 meeting with their Aussie counterparts. Gates also visited Hanoi for the first ASEAN
Defense Ministers Meeting Plus gathering in early October and stopped by Malaysia on his way
home from Australia, while the USS George Washington paid a return visit to the Yellow Sea
before participating in a joint US-Japan military exercise near Okinawa.

Beijing appeared to back off its aggressive stance in the East China Sea and South China Sea and
uttered hardly a peep in response to the US aircraft carrier operations off Korea®s west coast. It
did, however, continue to protect and essentially enable Pyongyang®s bad behavior by blocking
any serious UNSC response to North Korea™s artillery attack on South Korean civilians on
Yeonpyeong Island, its recently unveiled uranium enrichment program, or its ongoing efforts to
subvert UNSC sanctions. Pyongyang once again offered an “unconditional” return to the Six-
Party Talks while reinforcing the preconditions (including a peace treaty with the US and
recognition of its nuclear-weapons state status) that stand in the way of actual denuclearization.

2010 proved to be a generally good year, economically speaking, as most economies bounced
back from the mauling they received in 2009. It was not that good a year politically for President
Obama, as he watched his Democratic Party take a real drubbing in the November mid-term
elections. He did, however, exhibit great political courage in pressing the Senate in a lame duck
session to vote on the New START Treaty with the Russians, which was ratified at quarter™s end.
Rumors of Obama’s political demise are, we suspect, greatly overstated.

Six-Party Talks: light at the end of the tunnel?
If it is always darkest before the dawn, perhaps next quarter will see some movement toward the

resumption of the long-stalled (since December 2008) Six-Party Talks aimed at Korean
Peninsula denuclearization. During this quarter, however, Pyongyang made it more and more
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difficult for Seoul and Washington to accept its “unconditional” offer to resume negotiations. In
addition to its (not surprising) refusal to admit complicity in last spring™s Cheonan attack,
Pyongyang unexpectedly revealed what appeared to be a fully operational uranium enrichment
facility at Yongbyon and also responded to a clearly defensive pre-announced South Korean
military exercise with a violent artillery attack (some four hours later and apparently after a visit
to the area by Kim Jong Il and his heir-apparent Kim Jong Un) on military and civilian facilities
on Yeonpyeong Island. Pyongyang then warned of a “nuclear holocaust” or “holy war” should
Seoul resume military exercises in this sensitive area, which Seoul did, but only after pledging
that any further hostile action by Pyongyang would be met “immediately and sternly” with a
strong military response. ROK Air Force (ROKAF) jet fighters were airborne for the subsequent
military exercises to underscore this warning. In the face of this determined South Korean stance,
Pyongyang chose not to respond militarily to a 94-minute South Korean show of force.

The North, in stating that it “did not feel any need to retaliate against every despicable military
provocation,” then warned of a “second and third powerful retaliatory strike” that would “lead to
blowing up the bases of the US and South Korean puppet warmongers.” The North*s decision to
not retaliate does not deserve applause as some (like New Mexico Gov. Bill Richardson, who
was in Pyongyang at the time) suggested. Rather, as US State Department spokesman P.J.
Crowley noted: “This is the way countries are supposed to act. The South Korean exercise was
defensive in nature. The North Koreans were notified in advance. There was no basis for a
belligerent response.”

During his “private visit” to Pyongyang, Richardson also announced that North Korea was
prepared to have International Atomic Energy Agency (IAEA) inspectors visit the North*s main
nuclear complex at Yongbyon, including the new uranium enrichment facility, and was willing
to sell South Korea 12,000 plutonium fuel rods. Note the North did not offer to freeze or halt
activity at this plant or to place it under permanent IAEA safeguards. An TAEA visit would
merely serve to legitimize a facility that appears to violate both the spirit and letter of UNSC
Resolutions 1874 and 1718 (barring all nuclear activity in North Korea). The North“s offer did
not address other still-undeclared HEU and related facilities which are suspected to exist.

Washington and Seoul made it clear that Richardson was not authorized to speak or negotiate on
anyone“s behalf but his own and that offers from Pyongyang to the IAEA, Seoul, or Washington
should be delivered through recognized channels, not through third parties. South Korean
Foreign Minister Kim Sung-hwan, in underscoring that Richardson was “not in a position to
discuss nuclear issues,” opined to the ROK National Assembly“s Committee on Foreign Affairs
that “I suspect North Korea may have tried to use Gov. Richardson®s visit for regime
propaganda.” Others have been blunter, describing the former UN Ambassador as “a shameless
self-promoting Secretary of State wannabe who brought CNN commentator Wolf Blizter and a
New York Times reporter along with him on his trip to maximize international attention.”

Washington and Seoul also made it clear that they were in no rush to return to Six-Party Talks,
absent some hard evidence that Pyongyang was serious about denuclearization: “There are things
North Korea must know. Before mentioning the resumption of the Six-Party Talks, the North
must stop its provocative and risky behavior and prove the seriousness of its intent to
denuclearize the country. In this sense, it would be better for Pyongyang not to test the will of
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South Korea and the United States.” National Security Council spokesman Mike Hammer further
noted that a return to the negotiating table “depends on whether North Korea can show behavior
that shows it will abide by the promises it made to the world and become a responsible member
of the international community.”

At quarter”s end there were glimmers of hope that dialogue would resume. ROK President Lee
Myung-bak called for a resumption of Six-Party Talks and North-South dialogue, carefully tying
DPRK actions and apologies to the latter and not the former. Ironically, the North“s failure to
respond militarily to the ROK*s Yeonpyeong show of force after threatening to do so may have
provided the Lee administration with the face necessary to move forward on nuclear talks. As
regards North-South dialogue (and a resumption of much-needed South Korean assistance as
spring planting season approaches), President Lee appeared forthcoming in his New Year's
message: “I remind the North that the path toward peace is yet open. The door for dialogue is
still open. If the North exhibits sincerity, we have both the will and the plan to drastically
enhance economic cooperation together with the international community.”

What has been absent thus far in US statements regarding the resumption of nuclear talks is an
explanation of what “hard evidence” Washington seeks to convincingly demonstrate a genuine
DPRK commitment to denuclearization. We would suggest that this should start with
Pyongyang“s willingness to pick up where the last round of Six-Party Talks broke down, with the
acceptance of a verification regime that can expand upon and validate the North*s “complete and
correct” declaration of “all its nuclear activities,” which now obviously needs to be amended to
include any and all uranium enrichment-related facilities. Placing all of its nuclear-related
activities (both plutonium- and uranium-based) back under IAEA safeguards and freezing all
enrichment activities would be another important signal of renewed commitment, as would a
new moratorium on nuclear and long-range missile testing. As far as exhibiting “sincerity”
toward Seoul, we suspect an apology for the Cheonan sinking remains an unrealistic expectation
but a statement of regret over the tragic loss of life as we approach the first anniversary of the
attack would be good first step, as would be a willingness to discuss the Yeonpyeong Island
attack and its implications.

China as part of the problem

Last quarter we argued that when it came to Korean Peninsula denuclearization, China was
becoming more a part of the problem than a partner in finding a solution. Unfortunately, this
trend is continuing. Even if one accepts (which we don®t) the North“s explanation for its attack
on Yeonpyeong — that the South“s earlier military exercise had resulted in artillery shells falling
into (contested) North Korean waters — the response was disproportionate and unacceptable.
While the militaries had exchanged fire periodically since the 1953 Armistice, in this case
innocent civilians were targeted and killed. This resulted in widespread condemnation from
almost all quarters; even Moscow condemned the Nov. 23 shelling. Not so Beijing, which
blocked any criticism of Pyongyang at an emergency session of the UN Security Council called
by the Russians to defuse tensions at the time of Seoul“s follow-up show of force. Claiming that
criticism of Pyongyang™s behavior would be a “provocation,” China was prepared to accept only
a bland statement calling for calm on the peninsula and for restraint from both sides, a
formulation Washington and Seoul (among others) found unacceptable, as well they should have.
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The ambassadors of both North and South Korea addressed the Security Council during the
emergency session. Sin Son Ho, the North Korean ambassador, reportedly warned that if war
broke out, it would not be limited to the peninsula but could easily spread worldwide. He called
live-fire exercises near the Northern Limit Line (a UN-imposed sea boundary between North and
South) a violation of North Korean territory and “gangsterlike” behavior, according to diplomats
in the meeting. Park In-kook, the South Korean ambassador, noted that the line had been
established in 1953 and that North Korea had accepted it under a 1992 agreement, pointing out
that South Korea had conducted similar exercises over decades and, as this time, had always
given notice. At the end, no statement was issued. As Philip Parham, Britain‘s deputy permanent
representative, told the council in remarks released by his mission, “It is not enough simply to be
concerned by tensions on the Korean peninsula and urge restraint on all sides, we need to be
clear who bears responsibility. In this case, we have one party — the D.P.R.K.”

China“s protection of Pyongyang was not limited to the Yeonpyeong incident. For several
months, Beijing blocked the issuance of a report from the UN North Korea Sanctions Committee
assessing the effectiveness and implementation status of UN sanctions under UNSCR 1784 and
1874. The report was submitted to the committee in May but due to China‘s protest, the contents
were not made public until early November. The report states that North Korea has set up front
companies to trade nuclear materials and arms. In addition to blocking any follow-up action as a
result of this report, China has also thus far blocked any condemnation of Pyongyang™s illegal
uranium enrichment activities. While Beijing had argued in blocking condemnation of the
Cheonan attack that the evidence of the North*s guilt as not conclusive (an international
investigation notwithstanding), in the latest instances, the North actually bragged about its attack
on Yeonpyeong and showed off its uranium enrichment facility to a visiting US scientist, further
demonstrating that current sanctions are not preventing nuclear-related equipment from finding
its way into North Korea. Beijing™s “willful blindness” (as President Obama described the
Chinese reaction to Cheonan) continues to enable and encourage the North Koreans to
misbehave, knowing that regardless of how egregiously they act, Beijing will come to the rescue.

US profile in Asia continues to rise

President Obama‘s high-profile trip to Asia underscored Washington®s continued commitment to
the region over the past quarter, as did trips by Secretary Clinton and Secretary Gates. To briefly
summarize (since specifics are contained elsewhere in this chapter and in the bilateral chapters),
President Obama began by visiting India, where the “strategic partnership” between Washington
and New Delhi was strengthened and broadened. He expressed his support for India“s permanent
membership on the UNSC in the context of broader Security Council reform (which no one
predicts will or could happen anytime soon). In Korea, he attended the first Asia-hosted G20
meeting (reviewed below) while underscoring vastly improved ties between Washington and
Seoul. The low point of the trip was his visit to Japan to attend another ho-hum Asia Pacific
Economic Cooperation Leaders Meeting, while barely commemorating the 50™ anniversary of
the US-Japan alliance — one hopes for better when and if Prime Minister Kan makes his planned
trip to Washington in the spring.Obama also finally visited Jakarta for his too often delayed
“homecoming,” underscoring Indonesia“s important role as a major driving force behind
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ASEAN. Indonesia assumes the ASEAN Chair for 2011 and thus will host the next East Asia
Summit (EAS), which Obama has promised to attend.

Meanwhile, Secretary of State Clinton in late October gave a major address in Honolulu on US
Asia policy (also reviewed below), before traveling to Guam, China, Vietnam (to formally
commemorate the US officially joined the EAS), Cambodia, Malaysia, Papua New Guinea, New
Zealand, and finally Australia, where she was joined by Secretary of Defense Robert Gates in
Canberra for a 2+2 AUSMIN meeting with their Aussie counterparts to celebrate the alliance™s
60™ anniversary. This was Gates” second visit to the Asia-Pacific this quarter, having visited
Hanoi for the first ASEAN Defense Ministers Meeting Plus gathering in early October, as
promised during his June visit to Singapore for the Shangri-La Dialogue. Gates also stopped by
Malaysia on his way home from Australia, underscoring the vast improvement in military-to-
military relations between the two countries since former Defense Minister Najib Razak became
prime minister.

In the midst of this diplomatic activity, the USS George Washington paid a return visit to the
Yellow Sea for promised military exercises off Korea™s west coast. While this is part of a
continuing series of military exercises primarily aimed at sending a message to Pyongyang, it
also reinforced the US commitment to freedom of the seas despite earlier Chinese claims that
these are “territorial waters.” The George Washington battle group then traveled to the vicinity
of Okinawa to participate in the Keen Sword exercise, the largest-ever joint exercise between the
US and Japanese militaries, further underscoring the US commitment to the defense of Japan
(and territories administered by Japan). In another first, South Korean observers watched the
joint US-Japan exercise. Japanese observers had joined a US-ROK exercise off the east coast of
Korea earlier in the year.

America®s ever-rising profile in the Asia Pacific

On Oct. 28, 2010, the Pacific Forum was honored to co-host a major policy address on
“America“s Engagement in the Asia-Pacific” by Secretary of State Hillary Clinton in Honolulu.
[For a video of the speech, see http://csis.org/event/secretary-state-clinton-next-steps-
us%E2%80%94asia-pacific-strategy] Clinton®s address emphasized “one overarching set of
goals: to sustain and strengthen US leadership in the Asia-Pacific region and to improve security,
heighten prosperity, and promote our values.” She said that the US was practicing “forward-
deployed diplomacy” along three key tracks: “first, shaping the future Asia-Pacific economy;
second, underwriting regional security; and third, supporting stronger democratic institutions and
the spread of universal human values.”

Secretary Clinton identified “our alliances, our emerging partnerships, and our work with
regional institutions” as the “main tools” of US engagement in Asia, identifying the US-Japan
alliance as the “cornerstone” of America™s engagement in the Asia-Pacific and the US-ROK
alliance as “a lynchpin of stability and security in the region and now even far beyond” (thus
contributing to what is frankly the quite silly debate over what takes pride of place: cornerstone
or lynchpin). She also highlighted the 25" anniversary of the AUSMINSs, the Creative
Partnership Agreement with Thailand, and the upcoming (in January 2011) first 2+2 dialogue
with the Philippines.
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In discussing new partners, she spoke first of Indonesia, praising the Bali Democratic Forum and
Jakarta“s role as “a leading advocate for democratic reform throughout Asia,” and then of the
“more productive than ever” level of cooperation with Vietnam. Others specifically mentioned
were Singapore (“few countries punch as far above their weight”), Malaysia, and New Zealand.
She also noted that India and the US “have never mattered more to each other,” citing the
common interests and common values that unite us, and predicting that President Obama“s then-
upcoming trip to India would elevate the US-India partnership to an “entirely new level.” She
spent most time discussing the “complex” US-China relationship, noting that it is of “enormous
consequence and we are committed to getting it right.” In response to those who accuse the US
of trying to “contain” China, she noted that since the 1970s, Republican and Democratic
administrations alike have consistently supported China“s economic development. She also
called for a more effective joint approach in dealing with challenges from North Korea and Iran
and “responsible policy adjustments” when it comes to currency and trade.

Among the regional institutions highlighted were ASEAN (the “fulcrum” for the emerging
regional architecture) and APEC (which was at a “pivotal moment”). Important “mini-laterals”
included US support for the Lower Mekong Initiative and the Pacific Island Forum. She also
outlined the two core principles the administration would take in its approach to the East Asia
Summit: “first, ASEAN"S central role, and second, our desire to see EAS emerge as a forum for
substantive engagement on pressing strategic and political issues, including nuclear
nonproliferation, maritime security, and climate change.”

A more substantive East Asia Summit?

Secretary Clinton®s desires notwithstanding, the East Asia Summit (EAS) has to date proven
itself to be far less than substantive and the most recent meeting was no exception. The highlight
of this year's fifth anniversary meeting in Hanoi was the admission of Russia and the US, who
joined the original ASEAN plus six (China, South Korea, Japan, Australia, New Zealand, and
India) founders in this “leaders-led forum for dialogue and cooperation on broad strategic,
political, and economic issues of common interest and concern with the aim of promoting peace,
stability and economic prosperity and integration in East Asia.”

The Hanoi Declaration on the Commemoration of the Fifth Anniversary of the East Asia Summit
highlighted concrete progress in the following areas: finance, education, energy, disaster
management, and bird flu prevention, all of which have been selected as priority areas to be
addressed intensively by the EAS for regional cooperation. As all declarations have done in the
past, this year"s statement once again stressed that ASEAN Plus Three (China, Korea, Japan)
remains the main vehicle upon which to build an East Asia Community as a long-term goal,
while reinforcing (again as always) ASEAN"s ole as “the primary driving force.”

In commemorating the US entry, Secretary Clinton outlined the five key principles that will
guide US engagement with the EAS:

- First, we are making an enduring commitment to this institution.
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- Second, as the EAS evolves, ASEAN should continue to play a central role as a fulcrum for
the region®s emerging regional architecture.

- Third, given its membership and its growing stature, the EAS should pursue an active
agenda that involves the most consequential issues of our time, including nuclear
proliferation, the increase in conventional arms, maritime security, climate change, and the
promotion of shared values and civil society.

- Fourth, EAS discussions should complement and reinforce the work being done in other
forums, such as APEC, the ARF, and the ASEAN Defense Ministerial Meeting.

- Finally, the US will continue to leverage the strength of its bilateral relationships, starting
with its alliances, and will continue expanding its emerging partnerships, both in the EAS
context and beyond.

Secretary Clinton noted that these principles all stem from one overarching goal: “to help
strengthen and build this organization as a key forum for political and strategic issues in the
Asia-Pacific.” The 2011 EAS will be in Jakarta, with President Obama scheduled to be in
attendance. From an ASEAN perspective, the most important aspect will be Obama actually
showing up. From a US perspective, we will have to wait and see just how substantive the
discussion becomes.

ADMM-+ at last

This quarter heralded inauguration of the ASEAN Defense Ministers™ Meeting Plus 8
(ADMM+), which gathered the defense heads or their representatives from the 10 ASEAN
nations and their eight dialogue partners — Australia, China, India, Japan, the Republic of Korea,
New Zealand, Russia and the United States. It is the first official defense forum involving
ASEAN defense officials and those dialogue partners. The meeting was held in Hanoi, and was
chaired by Gen. Phung Quang Tranh, Vietnam"s minister of national defense.

While applauding the contributions of the “plus” nations to regional peace, security, and
development, the group reaffirmed ASEAN®s central role in any institutional initiative and
stressed that any mechanism should abide by “ASEAN principles of respect for independence
and sovereignty, non-interference in internal affairs of member states, consultation and
consensus, and moving at a pace comfortable to all parties.”

Drawing from the discussion paper, “Potential, Prospects and Direction of Practical Cooperation
within the Framework of the ADMM-Plus” which was tabled at the meeting, the group agreed to
set up five expert working groups (EWG) on humanitarian assistance and disaster relief,
maritime security, military medicine, counter-terrorism, and peacekeeping operations (PKO).
Vietnam and China offered to co-chair the EWG on HADR; Malaysia and Australia took up the
EWG on maritime security, and the Philippines will work with New Zealand on PKOs. The
ADMM+ set up an ASEAN Defense Senior Officials Meeting Plus (ADSOM+) to monitor
progress. Brunei will host the next ADMM-+ in 2013. While the ADMM-+ is currently scheduled
to convene only once every three years, the ADSOM+ will reportedly meet more frequently.
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Many observers consider the ADMM+ initiative to be overdue. Foreign ministries have
monopolized regional security gatherings. For some critics, that explains their (lack of)
effectiveness and their attention to style over substance. Others counter that militaries should be
subordinated to bureaucracies and a little pomp is a small price to pay for civilian control over
the military. Others worry that a one-day meeting every three years is unlikely to yield much in
the way of substance; more astute commentators counter that a lot can get done under the radar if
militaries are given the chance to cooperate out of public view. Finally, there is the view among
some that the forum is an attempt by ASEAN to regain the initiative on regional security
initiatives, and to parry (and ultimately replace?) the IISS Shangri-La Dialogue.

G20 gyrations

The South Korean government saw the November G20 summit as another opportunity to focus
international attention on Seoul, prove its leadership ability, and demonstrate that this forum is
the true locus of global economic decision making. Sadly, the urgency that propelled G20 leaders
to step up two years ago to deal with the worst financial crisis in nearly a century has abated, and
with it, the direction and the drive of the G20 itself. In its last confabs, G20 leaders have shown
that they can recognize problems, but they aren‘t prepared to do much about them. The G20 may
be more representative of global wealth and power than other forums, but there isn“t much to
unite its members besides the sizes of their economies.

Sure, there was the usual pledge to “resist” protectionism, and leaders agreed that they had to
rebalance the global economy. That means ending the “persistently large imbalances” in
consumption and savings. Crudely put, the US has to put its house in order — save more and
spend less — while the surplus states, such as China and Germany, need to stimulate their own
demand. The leaders agreed to move “toward more market-determined exchange rate systems,”
and will do this by “enhancing exchange rate flexibility to reflect underlying economic
fundamentals, and refraining from competitive devaluation of currencies.” The group agreed to
develop “numerical indicators” that would signal when imbalances are too big but that is a future
assignment. By next year, only a progress report is required. What those indicators will
ultimately be, and what they will be used for, remains unclear.

The G20 is supposed to provide a framework for common action on behalf of the global system.
The Seoul meeting offered little proof that countries are prepared to pay for systemic goods.
Instead, there are incremental “beggar thy neighbor” policies; they aren“t crudely protectionist,
but the impact is the same. Weirdly, promising signs stem from the divergence of developing
country interests — countries like Brazil and India recognize that Chinese currency policies affect
them too. While there is no stomach for squaring off against China directly, that recognition
could provide a basis for setting general principles to govern state behavior. That is preferable to
regular battles between developing and developed economies.

APEC - four adjectives in search of purpose

The annual Asia Pacific Economic Cooperation (APEC) Leaders Meeting followed the Seoul
G20 shindig. Japan played host this year, and hopes were high that Tokyo would get the APEC
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train back on track after the multilateral forum had drifted for some time. Expectations were
heightened by the fact that 2010 was the 50" anniversary of the US-Japan security alliance and
the US would be hosting APEC in 2011. The Japan-US “one-two punch” was supposed to
demonstrate how two allies could work together, show real leadership, revive moribund
institutions, and provide sustained direction for economic policy. In explaining her “pivotal
moment” remarks in her Honolulu speech, Secretary Clinton had, before the fact, warmly praised
Tokyo's “forward-leaning leadership,” forecasting a “new path forward for APEC on trade
liberalization” highlighted by “special efforts to increase business investment in small and
medium enterprises.”

Fat chance! In truth, APEC produced little besides the usual boilerplate to pursue an
economically integrated community that encompasses the entire Pacific Rim. The trick is making
that vision real, and the Yokohama Leaders Meeting made little progress on that front.
Truthfully, the chair deserves some of the blame. If APEC aims to promote free trade and
investment, then the chair needs to make that case in the run-up to the meeting. Unfortunately,
Japan isn“t onboard. The Japanese economy remains captive to vested interests, the most
powerful of which is the agriculture lobby. Its strength (along with that of other groups)
continues to strangle initiatives in Japan to liberalize trade.

This time, it effectively prevented the government of Prime Minister Kan Naoto from joining the
Trans Pacific Partnership (TPP), a nine-member initiative that is intended to prod Asia-Pacific
governments and APEC collectively toward a free trade area. The US is a big fan of the TPP, a
view that pits it against Beijing, which prefers an Asian — rather than Asia-Pacific — economic
architecture. TPP proponents also have a shorter deadline for creation of the free trade area,
another source of irritation for regional governments who don“t want to be pushed toward
liberalization. Liberalizers in Tokyo see the TPP as a way of forcing reform on Japan; for that
reason, it is resisted by domestic interests who like the status quo.

The G20 and APEC also provide opportunities for bilateral meetings. At the G20, Presidents
Obama and Lee met, as did Obama and Prime Minister Kan at APEC. Their meeting was short
and a disappointment to anyone who expected a definitive statement during the 50™ anniversary
year of the bilateral security alliance. APEC also gave Kan the chance to palaver with Russian
President Dmitry Medvedev to dispel some of the tensions after Medvedev's Nov. 1 visit to the
disputed island of Kunashir. And Kan and Chinese President Hu Jintao had a 22-minute confab —
set up just 30 minutes beforehand — at which they laid out their respective positions on the
disputed Senkaku/Daioyutai Islands.

The Asian dynamo keeps its pace

APEC and G20 shortcomings notwithstanding, the Asia Pacific region continues to power the
global economy. In a December paper, Goldman Sachs forecasts Asia will register 7 percent
growth in 2011, a slight decline from the 8 percent of 2010 but still a substantial jump over the
4.1 percent growth recorded in 2009. Excluding Japan, the rest of Asia should expand 8.3
percent in 2011. Goldman forecasts that China will lead the way in 2011 with 10 percent growth,
followed by India with 8.7 percent, Indonesia with 6.2 percent, Malaysia, the Philippines and
Hong Kong each expanding 5.2 percent, and Singapore growing a “mere” 4.8 percent (after a
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torrid 14.8 percent expansion in 2010). South Korea“s economy will grow 4.5 percent and
Thailand 4.2 percent.

Those robust figures contrast with anemic numbers among the G7 countries. Goldman
anticipates 2.3 percent growth for those seven nations in “11. That is a retreat from the 2.7
percent growth registered in “10, but is still considerably better than the 3.5 percent shrinkage of
2009. Goldman projects US growth of 2.7 percent in 2011 (the consensus estimate is 2.4 percent)
and a 1.1 percent expansion in Japan (slightly less than the consensus forecast of 1.2 percent.)

The big unknowns are the perennial favorites. Will there be another property meltdown or bank
failure in the US? Will US politicians muster the will to stimulate the economy and force
unemployment down? If they do, can they then address the spiraling budget deficits and get the
national deficit under control? How long will China be able to contain inflation and its property
bubbles? Will Asia“s expanding middle class be able to provide sufficient demand to compensate
for the loss of markets in the West? There is little reason to lose sleep today, but as the foregoing
discussion of multilateralism should have made clear, current trends are unsustainable over the
long run. Structural change is required, but there is little indication that anyone is prepared to
accept the costs that will entail.

A new START for arms control

Most observers expected the New Strategic Arms Reduction Treaty (START) to be a victim of
the “shellacking” handed the Democrats in the mid-term elections, forcing the administration to
delay consideration until the new Congress was seated. Instead, as part of the flurry of activity
that may make this the most productive “lame duck” session in history, the Senate ratified New
START with a 71-26 vote.

New START replaces the 1991 Strategic Arms Reduction Treaty, and limits each country to
1,550 deployed nuclear warheads (a reduction from 2,200 under an earlier agreement) and 800
strategic delivery vehicles. It had support from all senior members of the US military
establishment, as well as foreign policy experts and former officials from Democratic and
Republican administrations. Still, serving Republicans opposed the treaty, claiming that it was
being rushed through Congress, that it might limit US missile defense options, or that US nuclear
infrastructure required more attention and money. The administration countered that there had
been dozens of hearings and attempts to respond to questions since the treaty was signed in the
spring; that consideration had been delayed at GOP request to avoid politicizing the treaty; that
nothing in the document restricted missile defense policies (the language was time-tested and its
intent was clear); and, finally it promised to request more than $85 billion over the next decade
to build new nuclear research and production facilities and overhaul aging warheads.

Arms control proponents complain that the treaty doesn®t go far enough. There is some truth to
that charge, but the treaty is a critical first step that restores momentum to the arms control
process. It reduces US and Russian nuclear arsenals and makes credible their claim to be
committed to disarmament. Ultimately, that credibility is a prerequisite to international buy-in on
more effective nonproliferation measures. Disarmament is a necessary component of the drive to
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create a unified front when dealing with governments like North Korea and Iran, suspected of
acquiring their own nuclear capabilities.

The treaty also boosts the US-Russia relationship. Russian officials saw the treaty as a litmus test
for bilateral relations; failure to approve it would have been seen as a rejection of the Obama
administration's attempt to “reset” relations with Moscow. Coming on the heels of the Lisbon
meeting at which NATO and Moscow reportedly ,,reset™ their relationship, New START is a
reminder to leaders in the West and Moscow that they share common interests and can make
progress when they choose to work together. It is also a call to other nuclear weapon states to
start discussing arms control as well.

A wounded president?

As alluded to above, the conventional wisdom was that the midterm elections and the tidal wave
that returned control of the House of Representatives to the Republican Party were a referendum
on President Obama‘s first term, and the White House would retreat, reflect, and resume its
efforts to govern with more humble ambitions and diminished horizons. The big question was
whether Obama would adopt some version of President Bill Clinton®s “triangulation” strategy
that co-opted Republican themes and win back the independent voters that propelled him to
victory in 2008 and whose desertion in 2010 torpedoed Democratic prospects.

Yet, since the November ballot, Obama, in addition to winning Senate approval of New START,
secured passage of an economic package that nearly equaled the size of his original stimulus
package, forged a trade deal with South Korea, repealed the “Don‘t Ask, Don't Tell” ban on gays
serving in the military, and passed stronger food safety regulation and the extension of health
benefits for 9/11 workers. That is an impressive list for any legislative term, much less for a
“lame duck” session and “a wounded” president.

The notion that Obama is a spent force is wrong. He retains the power of the bully pulpit, and his
party still has a majority in the Senate. The loss of the House weakens the president; if nothing
else, GOP control of that august body allows it to harass the executive branch with its
investigatory powers. That will slow things down and undermine the presidents authority, but a
determined White House has other options if it wants to govern without Congressional approval.

Asia policy as a whole is likely to stay on course, just as it did during the transition from Bush to
Obama. Expect showdowns on trade issues, where free trade-leaning Republicans will go up
against Democrats protecting labor constituencies. Traditionally, the White House has come
down on the side of the free traders, and the “renegotiation” of the Korea-US free trade
agreement suggests that alignment may yet prevail. Obama is likely to find more support among
Republicans than Democrats as he struggles to deal with Afghanistan. China could emerge as a
battlefield as conservatives who worry about the PLA make common ground with liberals
worried about jobs, environmental policies, and human rights activists.

The key question is how the Republican Party will act. The GOP could decide that its best hope
for the 2012 presidential ballot is denying the president any legislative victories until then. If so,
then every initiative will be a battleground and Washington will be a very unpleasant place. Or
the party could reject “scorched earth tactics” and decide that it must act responsibly —
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demonstrating that it can govern and help solve pressing national concerns. The great unknown
is the thinking of the freshman class in the 2010 Congress. Some believe in compromising with
the opposition, others consider that collaboration to be a sellout. Equally significant, there is no
indication of what their foreign policy positions are — or if they even have any.

At a minimum, a Congress bent on denying the president any victories will undermine his
international status and leverage. Astute foreign leaders — and certainly the ones most able to
give the US trouble — will conclude that Obama is weak or that they can undercut his opposition
to their policies by appealing to the opposition in Washington. The idea that politics stops at the
water®s edge is fiction —especially when those foreign leaders can get knee-deep in US politics.
Why should a foreign leader bother negotiating an agreement — a trade deal or an arms control
treaty — if the president can‘t get it through Congress?

Regional Chronology
October — December 2010

Oct. 4-6, 2010: The eighth Asia-Europe Meeting (ASEM) is held in Brussels, Belgium.
Australia, Russia, and New Zealand join as new members.

Oct. 4-9, 2010: UN Framework Convention on Climate Change Conference is held in Tianjian.
Oct. 6, 2010: ROK President Lee Myung-bak meets European Union (EU) President Herman
Van Rompuy and European Commission President Jose Manuel Barroso. They agree to form a

strategic partnership and sign the Korea-EU free trade agreement (FTA).

Oct. 6, 2010: Vietnam demands the release of 11 fishermen who were arrested by Chinese
authorities near the Paracel Islands on Sept. 11.

Oct. 6, 2010: US Assistant Secretary of State for East Asian and Pacific Affairs Kurt Campbell
visits Tokyo to discuss strategies to deal with North Korea.

Oct. 7, 2010: Secretary Campbell visits Seoul for talks on a wide range of issues.

Oct. 8, 2010: South Korean Defense Minister Kim Tae-young meets US Defense Secretary
Robert Gates in Washington for an annual Security Consultative Meeting (SCM).

Oct. 11, 2010: ASEAN Defense Ministers Meeting (ADMM) is held in Hanoi.
Oct. 11-12, 2010: Russia“s Deputy Foreign Minister and chief Russian negotiator at the Six-
Party Talks Alexei Borodavkin travels to Seoul to meet Wi Sung-lac, South Korea™s lead

negotiator for Six-Party Talks, and Foreign Minister Kim Sung-hwan.

Oct. 12, 2010: North Korea™s lead Six-Party Talks negotiator Kim Gye-Gwan meets Chinese
Vice Foreign Minister and chief negotiator at the Six-Party Talks Wu Dawei in Beijing.
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Oct. 12, 2010: China releases nine Vietnamese fishermen that had been detained in the disputed
Paracel archipelago in the South China Sea since Sept. 11.

Oct. 12, 2010: The first ADMM Plus 8§ (ADMMH+) is held in Hanoi. Defense ministers or
representatives from the 10 ASEAN states and their eight dialogue partners (Australia, China,
India, Japan, the ROK, New Zealand, Russia, and the US) attend.

Oct. 12-13, 2010: The second ASEAN Plus 3 Forum on nontraditional security threats, hosted
by China“s People*s Liberation Army (PLA), is held in Shijiazhuang, Hebei province.

Oct. 13-14, 2010: South Korea hosts a Proliferation Security exercise near Busan named Eastern
Endeavor 2010. The exercise is designed to demonstrate the capacity to deter the proliferation of
weapons of mass destruction.

Oct. 21-23, 2010: G20 Ministerial Meeting is held in Gyeongju, Korea.

Oct. 28, 2010: Secretary of State Hillary Clinton visits Honolulu where she meets Japanese
Foreign Minister Maehara Seiji and gives a speech on US engagement in Asia.

Oct. 28-30, 2010: The 17"™ ASEAN Summit and related summits are held in Hanoi.

Oct. 28-Nov. 8, 2010: Secretary of State Hillary Clinton visits Asia with stops in China,
Vietnam, Cambodia, Malaysia, Papua New Guinea, New Zealand, and Australia.

Oct. 30, 2010: The fifth East Asia Summit is held in Hanoi. Russia and the US are officially
invited to join and accept membership in the forum.

Nov. 2, 2010: PLA Marine Corps conducts exercises in the South China Sea involving at least
100 warships, submarines, and aircraft. More than 200 military students from 40 countries and
regions observe.

Nov. 2, 2010: China turns down Secretary Clinton“s reported offer to mediate talks between
China and Japan over disputed islands in the East China Sea. Foreign Ministry spokesman Ma
Zhaoxu calls Clinton®s proposal “wishful thinking.”

Nov. 4, 2010: The US and New Zealand sign a new partnership document, the Wellington
Declaration, which covers general defense cooperation, nuclear nonproliferation, and South

Pacific and Antarctic cooperation.

Nov. 6-14, 2010: President Barack Obama visits Asia with stops in India, Indonesia, South
Korea, and Japan.

Nov. 7, 2010: Burma holds an election that is described by outside observers as deeply flawed.
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Nov. 8, 2010: Minister for Foreign Affairs Kevin Rudd, Minister for Defense Stephen Smith,
Secretary of State Hillary Clinton, and Secretary of Defense Robert Gates meet in Melbourne for
the 25™ annual Australia-US Ministerial (AUSMIN) Consultations.

Nov. 9, 2010: US Chairman of the Joint Chiefs of Staff (JCS) Adm. Mike Mullen reiterates the
US pledge to send an aircraft carrier into the Yellow Sea for joint drills with the ROK in the near
future, despite objections from China.

Nov. 10, 2010: A report by UN experts charging North Korea with supplying nuclear technology
to Syria, Iran, and Myanmar, which had been blocked by China for six months, is submitted to
the UN Security Council for consideration.

Nov. 11-12, 2010: The G20 Summit is held in Seoul.
Nov. 13, 2010: The Asia-Pacific Economic Cooperation Leaders Meeting is held in Yokohama.
Nov. 13, 2010: Aung San Suu Kyi is freed from house arrest in Burma.

Nov. 16, 2010: Alleged arms dealer Viktor Bout is extradited to the US from Thailand. Bout was
arrested in Bangkok in 2008 after trying to sell weapons to agents posing as Colombian rebels.

Nov. 20, 2010: The New York Times reports that Siegfried Hecker was shown a highly
sophisticated uranium enrichment facility during his recent visit to North Korea.

Nov. 21, 2010: Chairman of the JCS Adm. Mullen denounces the DPRK for seeking a uranium-
based nuclear program in violation of its agreement to denuclearize.

Nov. 22, 2010: Special Envoy Bosworth meets Foreign Minister Kim Sung-hwan and ROK
negotiator Wi Sung-lac in Seoul. Bosworth also meets his Japanese counterpart in Tokyo to

discuss the most recent revelations regarding the DPRK uranium enrichment facility.

Nov. 22, 2010: Defense Secretary Gates denounces North Korea for violating UN resolutions
with its uranium enrichment facility.

Nov. 23, 2010: North Korea fires artillery rounds on Yeonpyeong Island, killing 4 and injuring
dozens of people.

Nov. 23, 2010: Special Envoy Bosworth travels to Beijing to meet his counterparts over the
DPRK"Ss uranium enrichment facility and the possibility of the resuming the Six-Party Talks.

Nov. 25, 2010: US State Department issues the Annual Report on International Religious
Freedom in which China is listed among “countries of special concern.”

Nov. 26, 2010: Chairman of the JCS Adm. Mike Mullen urges China to pressure North Korea to
refrain from provoking South Korea and to abide by its denuclearization commitments.
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Nov. 28, 2010: China proposes emergency consultations among delegates to the Six Party Talks.

Nov. 28-Dec. 1, 2010: The US and ROK naval forces including the USS George Washington
carrier group conduct exercises west of the Korean Peninsula to “demonstrate the strength of the
[ROK]-US alliance and our commitment to regional stability through deterrence.”

Dec. 3,2010: US and South Korea finalize a supplementary agreement on the KORUS FTA.

Dec. 3-10, 2010: Japan and the US conduct joint military exercise Keen Sword off the southern
islands of Japan. The exercise is the “largest ever” joint exercise between the two militaries.

Dec. 6, 2010: Secretary of State Clinton, Japanese Foreign Minister Maehara Seiji, and South
Korean Foreign Minister Kim Sung-hwan meet in Washington.

Dec. 6, 2010: International Criminal Court (ICC) opens investigation into Cheonan incident and
Yeonpyeong shelling to see whether either constituted “war crimes” on the part of the DPRK.

Dec. 8, 2010: Chairman of the JCS Adm. Michael Mullen visits Korea and meets his South
Korean counterpart, Gen. Han Min-koo, and other senior officials.

Dec. 9, 2010: China‘s State Councilor Dai Bingguo visits Pyongyang and meets DPRK leader
Kim Jong Il. China®s Xinhua reports that “The two sides reached consensus on bilateral relations
and the situation on the Korean Peninsula after candid and in-depth talks.”

Dec. 13, 2010: Papua New Guinea Prime Minister Michael Somare, facing misconduct charges
relating to late filing of annual tax returns, “steps aside” to concentrate on fighting the charges,
and appoints Deputy Prime Minister Sam Abal as acting prime minister.

Dec. 14, 2010: The US releases its first Quadrennial Diplomacy and Development Review.

Dec. 14, 2010: Russian Prime Minister Vladimir Putin urges North Korea to “unconditionally
comply with UN Security Council resolutions” on its nuclear development.

Dec. 14-17, 2010: Deputy Secretary of State James Steinberg leads a US delegation including
National Security Council Senior Director for Asian Affairs Jeffrey Bader, Assistant Secretary of
State for East Asia and Pacific Affairs Kurt Campbell, and Special Envoy Sung Kim to Asia for
consultations with China on regional security issues.

Dec. 16, 2010: South Korea, China, and Japan sign an agreement to establish a cooperation
secretariat in Seoul next year.

Dec. 18, 2010: Russia expresses its extreme concern over South Korea“s upcoming drills and

requests an emergency meeting of the UN Security Council. China also expresses its opposition
to South Korea“s upcoming drills.
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Dec. 19, 2010: UN Security Council meets in emergency session to discuss a Russian draft
statement calling on both North and South Korea to refrain from escalation of the conflict but
fails to reach any agreement on a coordinated statement.

Dec. 20, 2010: South Korea stages a live-fire exercise on Yeonpyeong Island near the disputed
border. North Korea says it would not hit back despite having vowed deadly retaliation.

Dec. 22, 2010: The US Senate ratifies the New Strategic Arms Reduction Treaty (START).

Dec. 29, 2010: South Korean President Lee Myung-bak calls for the revival of Six-Party Talks
and North-South dialogue.
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US-Japan Relations:
Tempering Expectations

Michael J. Green, CSIS/Georgetown University
Nicholas Szechenyi, CSIS

Prime Minister Kan Naoto opened the quarter with a speech promising a government that would
deliver on domestic and foreign policy, but public opinion polls indicated he was failing on both
fronts, damaging his own approval rating and that of the ruling Democratic Party of Japan (DPJ).
The US and Japanese governments continued a pattern of coordination at senior levels and North
Korea“s bombardment of Yeonpyeong Island on Nov. 23 furthered trilateral diplomacy with
South Korea and exchanges among the three militaries. President Obama met with Kan on the
margins of the Asia-Pacific Economic Cooperation (APEC) Leaders Meeting in Yokohama to
take stock of the relationship, though a once-anticipated joint declaration on the alliance did not
materialize and the optics of the meeting appeared designed to lower expectations as the
Futenma relocation issue remained unresolved. A bilateral public opinion survey on US-Japan
relations released at the end of the quarter captured the current dynamic accurately with Futenma
contributing to less sanguine views but convergence in threat perception and an appreciation for
the role of the alliance in maintaining regional security as encouraging signs for the future.

Kan: good pronouncements, but deliverables?

In a speech to the Diet on Oct. 1, Prime Minister Kan vowed to exhibit political leadership in the
form of a “true-to-its-word Cabinet,” continue economic stimulus measures, and pursue an
“active” foreign policy to be reflected in economic diplomacy and a new defense strategy due at
the end of the year. The Kan government introduced various policy initiatives in the ensuing
weeks but public opinion polls at the end of the quarter revealed a fundamental lack of
confidence in Kan‘s ability to implement them, yielding a 30-point decline in his approval rating
to just over 20 percent by December.

In the economic arena, the Bank of Japan announced a monetary easing policy on Oct. 5
featuring a reduction in the overnight call rate to between 0 and 0.1 percent and a $61 billion
asset purchase program to fight deflation. A stimulus package of similar size was approved by
the Diet in late November and Kan also announced a 5 percent reduction in the corporate income
tax rate as part of a tax package for the fiscal year beginning in April 2011. Despite employing
rhetoric regarding fiscal restraint in the context of the DPJ presidential election back in
September, the Kan government approved a record high draft budget of $1.1 trillion in late
December that will be the subject of heated debate in the next Diet session scheduled for late
January. All of this was overshadowed, however, by Kan‘s argument in his Diet speech that
Japan had to open its economy to remain competitive and should actively consider free trade
agreements as a pillar of economic policy, specifically the Trans-Pacific Partnership (TPP)
negotiations among nine countries including the United States.
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The reference to TPP was bold given predictable opposition from agricultural interests.
Subsequent arguments in favor of TPP by Foreign Minister Maehara Seiji and other Cabinet
members raised expectations in the media of a formal decision to enter negotiations during the
APEC forum in Yokohama in mid-November. But as with several other issues (such as climate
change and the relocation of Marine Corps Air Station Futenma on Okinawa), the DPJ could not
reach internal consensus and the Kan government announced a policy on comprehensive
economic partnerships shortly before APEC that called for a study of agricultural reform but
deferred a decision on entering TPP negotiations until June 2011. Kan did manage to initiate a
lively debate about the economic and strategic importance of TPP and trade liberalization overall
but the failure to match rhetoric with action in the short run raised questions about his credibility.

Defense policy also garnered significant media attention during the quarter in the lead-up to the
release of a comprehensive defense strategy in mid-December known as the National Defense
Program Guidelines (NDPG). The NDPG offered a pragmatic approach to the security
challenges Japan faces but arguably was not resourced sufficiently in the budgetary framework,
or Mid-Term Defense Plan (MTDP), that accompanied it. The NDPG was organized around the
concept of “dynamic defense,” which departed from core principles focused on homeland
defense toward a more pro-active posture to support regional and global security. The document
called for a reallocation of resources from the Ground Self-Defense Forces, which featured
prominently in previous strategies to defend the North during the Cold War, to the Air and
Maritime Self-Defense Forces to better defend the Nansei (southwest) island chain and
strengthen Japan‘s capacities in the maritime domain. Yet the MTDP did not include substantial
investments in new technology and equipment to advance the strategy and the draft defense
budget for fiscal year 2011 decreased 0.4 percent compared to the previous year (exclusive of
host nation support). In another example of the Kan government failing to meet expectations,
the strategy stopped short of relaxing limits on arms exports to facilitate defense industrial
cooperation with other countries including the US, which would enable Japan to access new
technologies for less than it would cost to develop them indigenously. The NDPG simply
included a short statement to “study” the matter despite recommendations from an outside
advisory board and the security policy committee of the DPJ to relax said limits. That may have
left a sufficient opening to proceed on a case-by-case basis, but the decision to punt on the arms
export question stemmed from a political calculation that cooperation with the left, namely the
Social Democratic Party (SDP), would prove critical in passing a budget in the next Diet session.

Political turmoil: to be continued

Kan defeated Ozawa Ichiro handily in the DPJ presidential race last September but the rivalry
between them quickly resurfaced on Oct. 4 when a citizens™ panel recommended Ozawa be
indicted over an alleged funding scandal. Kan and DPJ Secretary General Okada Katsuya
pleaded with Ozawa to answer questions in the Diet in the interest of transparency but he
adamantly refused, essentially testing Kan's mettle and rallying his own supporters in the
legislature. Kan also faced pressure from the opposition Liberal Democratic Party (LDP), which
threatened to boycott Diet deliberations if Ozawa did not appear for questioning. Ozawa
eventually relented and announced on Dec. 28 that he would appear once the next session of the
Diet commenced and reports surfaced that he was pressing for the dismissal of Chief Cabinet
Secretary Sengoku Yoshito, a vocal Ozawa critic, in exchange for his testimony and would
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demand that one of his lieutenants be installed in that post. In addition to facing the threat from
Ozawa, Kan also had to pursue coalition building to secure passage of budget-related bills in the
next Diet session. Potential partners included the SDP, the Komeito (Clean Government Party),
and even the fledgling Sunrise Party of Japan led by former LDP members Yosano Kaoru and
Hiranuma Takeo. In the end, Kan found no takers and faced the real prospect of legislative
gridlock and internecine warfare with the Ozawa camp heading into next year.

The Kan government also continued to face criticism for mismanaging foreign policy issues
including a September incident where a Chinese fishing boat collided with two Japanese coast
guard vessels near the Senkaku Islands. Kan‘s problems were compounded when video of the
collision was leaked to YouTube by a member of the Coast Guard, which raised doubts about the
protection of classified information and government control of the bureaucracy. On Nov. 26 the
Upper House, where the DPJ lost its majority after an election in July, passed non-binding
censure motions against Chief Cabinet Secretary Sengoku and Transportation Minister Mabuchi
Sumio for their handling of the Senkaku incident, which led to calls for their respective
resignations. (Sengoku had also embarrassed Kan by referring to the Self-Defense Forces as
“instruments of violence” during a Diet committee hearing.)

Public opinion surveys showed Kan had lost the confidence of the public with respect to foreign
affairs, economic policy, the Ozawa funding scandal, and leadership overall. A Nov. 15 Asahi
Shimbun survey indicated 77 percent of the population did not support Kan®s foreign policy. A
Dec. 7 Yomiuri Shimbun poll found 83 percent of the population disapproved of Kans approach
to the economy and 86 percent said the Ozawa scandal was being mismanaged. Another Asahi
Shimbun survey released Dec. 13 posted a 21 percent approval rating for Kan and a disapproval
rating of 60 percent with 65 percent of respondents citing the inability to implement policies as
the primary cause. The budget debate in the first quarter of next year would be his most crucial —
and perhaps final — test as premier.

Bilateral coordination

Despite the Kan government's troubles at home, bilateral US-Japan coordination proceeded well
this quarter. Secretary of State Hillary Clinton and Foreign Minister Maehara met in Hawaii on
Oct. 27 to continue consultations that began on the margins of the United Nations General
Assembly a month earlier. They covered a wide range of issues during the two-hour session
including North Korea, Iran, base realignment issues including the Futenma replacement facility,
the agenda for APEC, and Japan's steps toward ratifying the Hague Convention on International
Parental Abduction and enhancing parents™ basic visitation rights. The headline from the
meeting was a discussion of rare earth metals and a statement by Clinton during a press
conference afterward that Japan and the US should seek additional sources of supply while
encouraging China to resume normal trading in those materials. Clinton also welcomed Japan‘s
interest in TPP.

Defense Secretary Robert Gates and Defense Minister Kitazawa Toshimi also had an opportunity
to address security matters on Oct. 11 at the Association of Southeast Asian Nations Defense
Ministers Meeting Plus 8 (ADMM+) in Hanoi. Defense cooperation progressed with a
successful Aegis ballistic missile defense test flight intercept test conducted by the Maritime
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Self- Defense Force (MSDF) and the US Missile Defense Agency (MDA) off the coast of Kauai,
Hawaii on Oct. 29. The two governments also concluded negotiations over host nation support
in mid-December after reaching a compromise that would essentially maintain Japanese budget
outlays at current levels for the next five years.

North Korea“s shelling of Yeonpyeong Island on Nov. 23 furthered trilateral coordination with
South Korea, which sent observers to Keen Sword 2011, a US-Japan joint training exercise held
Dec. 3-10. Secretary Clinton then hosted Foreign Minister Machara and ROK Minister of
Foreign Affairs and Trade Kim Sung-hwan for a trilateral ministerial in Washington on Dec. 6
and issued a trilateral joint statement that reaffirmed efforts to consult closely on North Korea-
related issues; condemned North Korea™s construction of a uranium enrichment facility as a
violation of United Nations Security Council resolutions; reiterated that sincere denuclearization
efforts by North Korea were a prerequisite for the resumption of the Six-Party Talks; and
stressed the importance of strengthening trilateral cooperation on political, economic, and
security issues, and various global challenges.

APEC Leaders Meeting

President Obama and Prime Minister Kan met on Nov. 13 on the margins of the APEC Leaders
Meeting in Yokohama and briefly appeared before the media, though they did not take questions.
Kan vowed to press forward with the May 28 agreement on Futemna relocation after the
Okinawa election and repeated his interest in Japan joining negotiations for the Trans-Pacific
Partnership (TPP). Obama welcomed Japan‘s interest in TPP (Kan attended a meeting of TPP
members in Yokohama as an observer) and mentioned a bilateral open skies agreement as a
concrete example of economic cooperation. Obama also expressed support for Japan becoming a
permanent member of the UN Security Council and referred to Japan as a “model citizen” in
supporting international rules and norms. Obama also invited Kan to visit Washington in the
first half of next year. The two governments did not produce a joint declaration to commemorate
the 50 anniversary of the bilateral security treaty as anticipated earlier in the year but did issue
fact sheets highlighting cooperation on nuclear security issues and economic dialogues on clean
energy and trade.

The lack of a joint statement proved quizzical to the Japanese media in light of the contention by
the administration that the trip was to emphasize the centrality of alliance relationships to US
strategy in Asia. But the impasse over the relocation of the Marine Corps Air Station Futenma
on Okinawa, a core element in a larger realignment plan for US forces in Japan, precluded any
such effort and the two leaders presumably declined questions from the media to avoid the topic
altogether. The president™s invitation to the prime minister did offer some breathing room to
reach a deal by spring. Okinawa Gov. Nakaima Hirokazu rejected a bilateral agreement to build
a replacement facility for Futenma in northern Okinawa and repeated demands to remove
Futenma from the prefecture soon after being reelected on Nov. 28 and stood firm during
separate visits by Kan and Maehara to Okinawa in December. A national survey published by
Asahi Shimbun on Dec. 15 found that 59 percent of the population felt the bilateral agreement
should be renegotiated.
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Bilateral developments this quarter featured a healthy level of coordination to address immediate
policy challenges; less predictable is the extent to which the two governments can agree over the
coming months on a long-term strategy in which alliance cooperation will be rooted.

Perceptions of US-Japan relations

A joint survey on US-Japan relations published by Gallup and Yomiuri Shimbun in December
found the Japanese public much more negative about the state of the relationship than Americans
with 40 percent of Japanese answering “poor” or “very poor” compared to just 10 percent in the
US, arguably due to exhaustive coverage of the Futenma issue in the Japanese media. More
encouraging is a sense of convergence with respect to North Korea and China: both rated North
Korea as the most serious threat in the world and both publics expressed concern about China,
though Japanese distrust China much more than Americans do, a clear impact of the Senkaku
incident. Most reassuring is the recognition of the alliance as a public good in both countries,
with 76 percent of Japanese and 72 percent of Americans stating that the alliance contributes
greatly or somewhat to the security of the Asia-Pacific region.

Q1 2011

Prime Minister Kan could reshuffle his Cabinet to boost his public approval rating heading into a
difficult Diet session focused primarily on the budget. Budgetary debates should also prevail in
Washington when divided government returns to Congress with Republicans in control of the
House of Representatives. Bilateral diplomacy will continue with Foreign Minister Maehara and
other Japanese officials expected to visit Washington to begin preparing for the next bilateral
summit in the first half of 2011.

Chronology of US-Japan Relations
October — December 2010

Oct. 1, 2010: In an address to the Diet, Prime Minister Kan Naoto calls for an “active foreign
policy” including participation in free trade agreements such as the Trans-Pacific Partnership
(TPP) and vows to lead a “true-to-its-word Cabinet.”

Oct. 1, 2010: The Asia-Pacific Economic Cooperation (APEC) forum™s Women's
Entrepreneurship Summit is held in Gifu, Japan.

Oct. 4, 2010: A citizens™ panel orders indictment of Democratic Party of Japan (DPJ) lawmaker
Ozawa Ichiro in connection with a funding scandal.

Oct. 4, 2010: Mainichi Shimbun poll indicates a 49 percent approval rating for the Kan Cabinet.
Oct. 5, 2010: Yomiuri Shimbun poll posts a 53 percent approval and 37 percent disapproval
rating for the Kan Cabinet. Seventy-two percent of respondents considered “inappropriate” the

decision to release the captain of a Chinese fishing vessel that collided with two Japanese Coast
Guard vessels near the Senkaku Islands in September; 90 percent said the government needs to

US-Japan Relations 21 January 2011



clearly demonstrate that the Senkaku Islands are Japanese territory; 71 percent said Japan should
deepen its alliance with the US; and 84 percent said they do not trust China.

Oct. 5, 2010: The Bank of Japan announces a monetary easing policy, lowering the overnight
call rate to between 0 and 0.1 percent and introducing a plan to purchase various financial assets
such as government securities and commercial paper.

Oct. 6, 2010: Assistant Secretary of State for East Asian and Pacific Affairs Kurt Campbell
visits Tokyo for consultations with Japanese officials.

Oct. 6, 2010: A Kyodo News poll indicates a 47 percent approval rating for the Kan Cabinet.
Fifty-four percent of respondents suggested Ozawa Ichiro should resign from the Diet due to an
alleged funding scandal and 63 percent said Ozawa should resign from the DPJ.

Oct. 11, 2010: US Defense Secretary Robert Gates and Japanese Defense Minister Kitazawa
Toshimi discuss the East China Sea issue and the relocation of Marine Corps Air Station
Futenma on the sidelines of the inaugural ASEAN Defense Ministers Meeting Plus 8 in Hanoi.

Oct. 12, 2010: Chief Cabinet Secretary Sengoku Yoshito tells a news conference the government
will discuss whether to revise Japan‘s three arms exports principles. That evening Prime Minister
Kan states he has no intention of changing said principles.

Oct. 12, 2010: Japanese Vice Foreign Minister Sasae Kenichiro meets with US Deputy Secretary
of State James Steinberg at the State Department in Washington.

Oct. 14, 2010: Japan submits a nuclear disarmament resolution to the United Nations General
Assembly for the 17" straight year.

Oct. 19, 2010: Japanese Foreign Minister Maehara Seiji declares Japan should enter negotiations
over the Trans-Pacific Partnership trade liberalization initiative (TPP) at a conference hosted by

Nikkei Shimbun and the Center for Strategic and International Studies (CSIS) in Tokyo.

Oct. 19, 2010: In a monthly economic report, the Government of Japan declares economic
momentum in a lull.

Oct. 22, 2010: Minister of State for Economic and Fiscal Policy Kaieda Banri argues during a
press conference that Japan should join the TPP trade liberalization initiative.

Oct. 24, 2010: Former Foreign Minister Machimura Nobutaka of the Liberal Democratic Party
(LDP) wins a by-election in Hokkaido for a seat in the Lower House of the Diet.

Oct. 25, 2010: US Ambassador to Japan John Roos and Transportation Minister Mabuchi Sumio
sign a memorandum of understanding regarding a bilateral open skies agreement.

Oct. 27, 2010: US Secretary of State Hillary Clinton and Foreign Minister Maehara meet in
Honolulu, Hawaii to discuss security and economic issues including rare earth metal supplies.

US-Japan Relations 22 January 2011



Oct. 28, 2010: Secretary Clinton delivers remarks about US engagement in the Asia-Pacific in
Honolulu, Hawaii.

Oct. 28, 2010: The Bank of Japan revises downward its forecast for economic growth in fiscal
year 2010 to 2.1 percent compared to an estimate of 2.6 percent in July. The central bank leaves
interest rates unchanged and releases details of a $61 billion asset purchase program.

Oct. 29, 2010: Japan's Maritime Self Defense Force (MSDF) and the US Missile Defense
Agency (MDA) conduct a successful 4egis Ballistic Missile Defense (BMD) flight intercept test
off the coast of Kauai in Hawaii.

Oct. 30, 2010: Secretary Clinton offers to host trilateral talks with her Chinese and Japanese
counterparts during a press conference on the margins of the East Asian Summit in Hanoi.

Nov. 4, 2010: Ozawa Ichiro meets DPJ Secretary General Okada Katsuya and refuses to testify
in the Diet about a funding scandal.

Nov. 5, 2010: Video footage of the Sept. 7 collision between a Chinese fishing boat and two
Japanese Coast Guard vessels near the Senkaku Islands is leaked to YouTube.

Nov. 8, 2010: The Kan Cabinet"s disapproval rate exceeds its approval rate by a margin of 48 to
32 percent according to a survey by Kyodo News. Seventy-four percent of respondents were
dissatisfied with the Kan government™s foreign policy; 46 percent supported Japan joining TPP;
and 58 percent wanted Ozawa Ichiro summoned to the Diet to answer questions about an alleged
funding scandal. A similar poll by Yomiuri Shimbun shows an approval rate of 35 percent and a
disapproval rate of 55 percent with 61 percent in favor of Japan joining TPP.

Nov. 9, 2010: The Kan Cabinet approves a trade liberalization policy including discussions of
agricultural reform but defers a decision on whether to join TPP to June 2011.

Nov. 11, 2010: Foreign and trade ministers of the Asia-Pacific Economic Cooperation (APEC)
forum member countries meeting in Yokohama adopt a joint statement denouncing
protectionism and supporting efforts toward a Free Trade Area of the Asia-Pacific (FTAAP).

Nov. 13, 2010: The leaders of the nine TPP countries including President Obama meet on the
margins of the APEC forum in Yokohama. Prime Minister Kan participates as an observer.

Nov. 13, 2010: Prime Minister Kan and President Obama meet on the margins of the APEC
forum in Yokohama and discuss several issues including Afghanistan, bilateral security issues,
United Nations Security Council reform, APEC, and TPP. The two governments issue a fact
sheet on bilateral initiatives on economic, energy, and nuclear security issues.

Nov. 14, 2010: APEC leaders adopt a joint declaration entitled “Yokohama Vision: Bogor and
Beyond” outlining steps toward FTAAP.
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Nov. 14, 2010: Japanese Justice Minister Yanagida Minoru reportedly questions his appointment
in remarks to constituents and makes light of deliberations in the Diet.

Nov. 15, 2010: Asahi Shimbun poll indicates a 27 percent approval rating for the Kan Cabinet
with 77 percent of respondents disapproving of Kan*s foreign policy.

Nov. 16, 2010: A DPJ panel on foreign policy and national security submits to the government
recommendations for the National Defense Program Guidelines (NDPG) due in December.
Suggestions include a permanent law for the dispatch of SDF forces and a relaxation of Japan‘s
three principles on arms exports.

Nov. 18, 2010: Chief Cabinet Secretary Sengoku refers to the SDF as an “instrument of
violence” during a session of Upper House Budget Committee in the Diet.

Nov. 18, 2010: US Energy Secretary Steven Chu and Japanese Minister of Economy, Trade and
Industry (METI) Ohata Akihiro issue a joint statement on technological cooperation on clean

energy summarizing progress of a bilateral initiative launched in November 2009.

Nov. 22, 2010: Justice Minister Yanagida resigns after criticism of his remarks about Diet
deliberations.

Nov. 22, 2010: Mainichi Shimbun survey reports 26 percent approval rating for the Kan Cabinet.

Nov. 24, 2010: Kyodo News poll shows the Kan Cabinet"s approval rating fell to 23 percent and
support for the DPJ fell below that of the LDP for the first time by a margin of 22 to 24 percent.

Nov. 26, 2010: The Diet approves a $61 billion stimulus package.

Nov. 26, 2010: Upper House of the Diet passes non-binding censure motions against Chief
Cabinet Secretary Sengoku and Transportation Minister Mabuchi for their handling of a collision
between a Chinese fishing boat and two Japanese Coast Guard vessels near the Senkaku Islands
in September.

Nov. 28, 2010: Nakaima Hirokazu is reelected governor of Okinawa.

Nov. 30, 2010: Foreign Minister Maehara states there is no deadline for resolving Futenma
relocation, de-linking that issue from the expected visit of the prime minister to Washington in

spring 2011.

Dec. 3-10, 2010: US military personnel and the Japanese Self Defense Forces participate in a
bilateral training exercise titled Keen Sword 2011.

Dec. 6, 2010: Prime Minister Kan announces plans to strengthen ties with the Social Democratic
Party (SDP) and the People*s New Party (PNP) before the next Diet session.
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Dec. 6, 2010: Secretary of State Clinton, Foreign Minister Maehara, and ROK Foreign Minister
Kim Sung-hwan conduct trilateral ministerial in Washington and issue a joint statement.

Dec. 7, 2010: Yomiuri Shimbun survey posts a 25 percent approval rating for the Kan Cabinet.
Eighty-three percent of respondents were dissatisfied with Kan®s approach to the economy and

86 percent said the government was mishandling the Ozawa funding scandal.

Dec. 7, 2010: The Kan Cabinet decides to exclude the relaxation of the three arms non-export
principles from the National Defense Program Guidelines.

Dec. 9, 2010: Chairman of the Joint Chiefs of Staff Adm. Michael Mullen visits Tokyo to meet
several officials including Defense Minister Kitazawa.

Dec. 13, 2010: Prime Minister Kan announces a 5 percent cut in the corporate income tax rate as
part of a package of tax measures for fiscal year 2011.

Dec. 14, 2010: The US and Japanese governments reach an agreement on host-nation support for
US forces in Japan for the next five years.

Dec. 15, 2010: Fifty-nine percent of the population thinks Japan should renegotiate the Futenma
relocation plan according to a nationwide survey conducted by Asahi Shimbun.

Dec. 17, 2010: Government of Japan releases National Defense Program Guidelines and Mid-
Term Defense Plan.

Dec. 17, 2010: Prime Minister Kan visits Okinawa to discuss Futenma issue with Gov. Nakaima
and other officials.

Dec. 20, 2010: Ozawa Ichiro meets Prime Minister Kan and rejects a plea to answer questions
about a funding scandal in the Diet.

Dec. 21, 2010: Foreign Minister Maehara visits Okinawa to meet with Gov. Nakaima.

Dec. 22, 2010: A joint survey by Gallup and Yomiuri Shimbun finds 40 percent of the Japanese
public thinks US-Japan relations are “poor” or “very poor” but a record 52 percent said they trust
the United States “very much” or “somewhat.” Forty-nine percent of US respondents said

relations with Japan are “good” or “very good.”

Dec. 22, 2010: Secretary of State Clinton issues a statement honoring the Emperor of Japan®s
birthday on Dec. 23.

Dec. 24, 2010: Kan Cabinet approves record-high $1.11 trillion draft budget for fiscal year 2011.

Dec. 28, 2010: Ozawa Ichiro announces his intention to appear before the Diet to answer
questions about a funding scandal after the next session of the Diet opens in January.

US-Japan Relations 25 January 2011



US-Japan Relations 26 January 2011



Comparative Connections
A Quarterly E-Journal on East Asian Bilateral Relations

US-China Relations:
Friction and Cooperation in Run-up to Hu*“sUS Visit

Bonnie Glaser, CSIS/Pacific Forum CSIS
Brittany Billingsley, CSIS

In the final quarter of 2010, China-US relations were marked by the now familiar pattern of
friction and cooperation. Tensions spiked over North Korea, but common ground was eventually
reached and a crisis was averted. President Obama‘s 10-day Asia tour, Secretary of State
Clinton“s two-week Asia trip, and US-ROK military exercises in the Yellow Sea further
intensified Chinese concerns that the administration®s “return to Asia” strategy is aimed at least
at counterbalancing China, if not containing China“s rise. In preparation for President Hu
Jintao“s state visit to the US in January 2011, Secretary Clinton stopped on Hainan Island for
consultations with Chinese State Councilor Dai Bingguo and Deputy Secretary of State Steinberg
visited Beijing. Progress toward resumption of the military-to-military relationship was made
with the convening of a plenary session under the US-China Military Maritime Consultative
Agreement (MMCA) and the 1" meeting of the Defense Consultative Talks. Differences over
human rights were accentuated by the awarding of the 2010 Nobel Peace Prize to Chinese
dissident Liu Xiaobo.

Gaping differences over North Korea

North Korea™s provocative moves this quarter posed a challenge to the US-China bilateral
relationship and Northeast Asian stability. The news that North Korea had built a sophisticated
uranium enrichment plant took Washington and Beijing by surprise. As the two countries
prepared to consider how to respond to the apparent North Korea violation of UN Security
Council resolutions, Pyongyang shelled South Korea™s Yeonpyeong Island, killing two civilians
and two marines deployed on the island. In sharp contrast to the immediate condemnations of
North Korea issued by Moscow, Tokyo, and Washington of the unprovoked attack, Beijing
avoided blaming either side for the incident. Xinhua quoted Premier Wen Jiabao as saying
during his meeting with Russia™s President Medvedev that “all concerned parties” should
exercise “maximum restraint” and that the international community should “make more efforts
conducive to easing tensions.” China“s proposal to convene an emergency meeting of the Six-
Party Talks was judged premature and was rebuffed by the US and its allies.

In a phone call with South Korean President Lee Myung-bak after the incident, President Barack
Obama called for China to take a firmer stance on North Korea. Pressure on China was further
intensified by public calls from Adm. Mike Mullen, chairman of the Joint Chiefs of Staft, for
China to get North Korea to stand down. Speaking on 4ABC*s “The View,” Mullen stated that
“The one country that has influence in Pyongyang is China and so their leadership is absolutely
critical.” State Department spokesman P.J. Crowley also urged China to act. “China does have
influence with North Korea and we would hope and expect that China will use that influence,
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first to reduce tensions that have arisen as a result of North Korean provocations and then
secondly to continue to encourage North Korea to take affirmative steps to denuclearize,”
Crowley said. Speaking on background, a senior US administration official told The Washington
Post that China“s “embrace of North Korea in the last eight months has served to convince North
Korea that China has its back and has encouraged it to behave with impunity ... We think the
Chinese have been enabling North Korea.”

As calls mounted from the US, Japan, and South Korea for Beijing to curb North Korea, China“s
Ambassador to Japan Cheng Yonghua told the Asahi Shimbun that the three nations should talk
directly to North Korea about their concerns, rather than ask China to do it. “I cannot understand
why whenever something occurs in North Korea the responsibility is always pushed upon
China,” Cheng told the Japanese newspaper.

Immediately following the shelling, the White House told the press that President Obama would
place a phone call to Hu Jintao to discuss the crisis, but the call was not arranged until Dec. 5,
almost two weeks after the attack, apparently due to the two presidents™ conflicting schedules.
According to a statement released by the White House, Obama emphasized the need for North
Korea to halt its provocative behavior and to meet its international obligations, including its
commitments in the 2005 Six Party Joint Declaration. He urged China “to work with us and
others to send a clear message to North Korea that its provocations are unacceptable.”
According to a Xinhua account of the conversation, Hu Jintao maintained that China is “deeply
worried” about the current situation on the Korean Peninsula and views the security situation as
“fragile.” “If handled improperly,” Hu warned, there could be “continuous escalation of the
tense situation, and even the loss of control.” He called for dealing with the situation in a “calm
and rational manner” and to “resolutely prevent the further deterioration of the situation.”

At a closed-door emergency meeting of the United Nations Security Council initiated by Russia,
the US and China crossed swords. The US insisted on a clear condemnation of North Korea, but
China insisted that blaming Pyongyang would be a “provocation.” After six hours of talks, the
majority of council members concluded that no statement would be preferable to an ambiguous
statement that fails to assign responsibility for North Korea“s aggression against South Korea.

Steinberg Goes to Beijing

When President Obama talked by phone to President Hu, he suggested dispatching a senior
official to Beijing to discuss the situation on the Korean Peninsula and address other issues in
preparation for Hu's January visit to the US. Hu agreed, and Deputy Secretary of State James
Steinberg traveled to Beijing in mid-December accompanied by Jeff Bader, senior director for
Asia at the National Security Council, and Sung Kim, special envoy for the Six-Party Talks.
During the visit, the US delegation met State Councilor Dai Bingguo, Director of the
International Department of the Central Committee of the Communist Party Minister Wang
Jiarui, Executive Vice Foreign Minister Zhang Zhijun, Vice Foreign Minister Cui Tiankai, and
Special Representative on the Korean Peninsula Affairs Amb. Wu Dawei.

In a meeting with Dai Bingguo, Steinberg exchanged views on several issues including both
general bilateral relations and the situation on the Korean Peninsula. A press release issued by
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the Chinese Ministry of Foreign Affairs (MFA) quoted Dai, saying that China was “willing to
make joint efforts with the U.S. side, properly handle relevant sensitive issues, and eliminate
interferences” so that bilateral relations would continue to experience “positive, cooperative, and
comprehensive growth on the basis of mutual respect, mutual benefit, and a win-win
development.” The two sides reaffirmed their common interests in the preservation of peace and
stability and the promotion of denuclearization of the peninsula. According to the Chinese MFA
statement, the US would “continue to work with China to promote the contact and negotiation
process, including dialogue between the South and the North.”

In a Dec. 17 statement, US Embassy in China‘s spokesman Richard Buangan stated that the
group had “useful conversations concerning shared interests in peace and stability in northeast
Asia,” notably denuclearization of the Korean Peninsula and implementation of the 2005 Joint
Statement. Apparently, Steinberg strongly urged Beijing to send a firm message to North Korea
to halt its provocations. Jin Canrong, associate dean of international studies at Renmin
University, told The Financial Times that Steinberg™s “attitude was quite stern, so China went
and made some strong effort [to lobby Pyongyang].”

Crediting China

By the end of the quarter, US-China consultations on North Korea had successfully led to a
common path forward. The Obama administration credited Beijing with persuading Pyongyang
to refrain from responding militarily to live-fire drills that were conducted by South Korea™s
military Dec. 22-24. The US and China agreed on a plan to press the North to reconcile with the
South as a precursor to resumption of US-North Korea bilateral dialogue and the Six-Party
Talks. Undoubtedly, the upcoming January visit by Hu Jintao to the US provided impetus for the
two countries to find common ground.

Clinton meets Dai on Hainan Island

During her Asia trip in October, Secretary of State Hillary Clinton met State Councilor Dai
Bingguo for two hours on Hainan Island in the South China Sea. The meeting had originally
been scheduled to take place in Hanoi, but at China‘s request, Clinton agreed to hold the meeting
on Chinese territory. Kurt Campbell, US assistant secretary of state for the Bureau of East Asian
and Pacific Affairs, stated in an Oct. 26 press conference that Clinton and Dai had agreed to have
“more informal diplomacy, more regular consultations” on several issues during multilateral
meetings in the region, and that the side-trip to Hainan offered such an opportunity. According
to a press release issued by the Chinese Embassy in Washington following the talks, the two
sides made “positive comments” on US-China relations; agreed to enhanced dialogue, trust and
cooperation; and pledged to stay in close contact to “create a favorable atmosphere” for Hu
Jintao®s January visit.

Sino-Japanese tensions and Chinese policy on exports of rare earth minerals dominated the
discussions. China had halted exports of rare earths to Japan in September after the Japanese
refused to release the captain of a Chinese fishing trawler who had rammed into two Japanese
patrol craft near the Senkaku (Diaoyu) Islands. Restrictions on Chinese rare earth exports then
appeared to spread to shipments to the US and Europe a month later, raising concerns globally.
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Beijing denied that it was interfering with exports and insisted that it would remain a “reliable
supplier.” Prior to her stopover in Hainan, during a press conference in Honolulu, Hawaii,
Clinton expressed concerns that China could use its rare earth monopoly as a political tool and
called for countries to find alternative suppliers for the materials. Subsequently, Clinton met
Chinese Foreign Minister Yang Jiechi in Hanoi on the sidelines of the East Asia Summit. At a
press conference following their talks, Clinton stated that with regard to the rare earth issue,
Yang had “clarified that China has no intention of withholding these minerals from the market.
He said that he wanted to make that very clear.” Following the meeting on Hainan, US officials
stated that Dai had made similar statements and had reassured Clinton that Beijing did not pursue
a policy that restricts the sales of China“s mineral assets.

China debates and reacts to US Asia strategy

President Obama®s 10-day Asia tour and Secretary Clinton™s two-week Asia trip this quarter
were widely portrayed in the Chinese media as aimed at shaping the strategic balance in the
region so it is more favorable to the US. Some Chinese experts depicted the visits as deliberately
designed to drive a wedge between China and its neighbors and strategically encircle China. In
an article posted on Guangming Wang, for example, Qiu Lin maintained that the Obama
administration made a “deliberate detour” of China and sought to “counter China“s increasing
influence in the Asia-Pacific region.” Qiu maintained that the four countries on Obama‘s
itinerary (India, Indonesia, South Korea, and Japan) are “all closely connected to the United
States in national defense and security,” which shows that the US is changing its “long-
established strategy” toward China from “the one-to-one dialogue in the past to roping in a series
of its allies to collectively apply pressure on China.” Other experts charged that Obama“s support
for India to become a permanent member of the UN Security Council was intended to sow
discord between China and India and counterbalance Chinese influence.

Not all Chinese analysts agreed with such analysis, however, and several cautioned against over
interpreting the trips to Asia by President Obama and Secretary Clinton. Writing in Liaowang,
Du Lan, a researcher from the Ministry of Foreign Affairs think tank, noted that Obama“s stops
in South Korea and Japan were for the purpose of attending the G20 Summit and the APEC
Forum respectively, and that Indonesia was included because Obama had twice canceled planned
visits there. Du disagreed with the proposition that Obama was “detouring around without
entering, and encircling China,” arguing instead that Obama had visited China in November
2009, so it was “very normal” for him to not visit China on this trip. Moreover, he stated,
Treasury Secretary Timothy Geithner and Vice Premier Wang Qishan had recently held an ad
hoc meeting at the Qingdao airport, and Secretary Clinton had stopped in Hainan to meet with
Dia Bingguo. Therefore, Du concluded, “It is evident that contact and cooperation are still the
main thread in Sino-U.S. relations, and the United States still needs to coordinate with China on
major issues” even as it seeks to use the countries on China“s periphery to counterbalance China.
In an article entitled “Do Not Over-Interpret Obama“s Asian Trip” carried by Dongfang Zaobao,
Shen Dingli, executive vice dean of the Institute of International Affairs at Fudan University,
similarly argued that President Obama®s visiting China‘s neighbors without entering China
“absolutely does not mean that the United States wants to draw Japan, the ROK, and India to its
side to contain China.”
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Secretary Clinton‘s assertion that the Senkaku Islands (Diaoyu Islands in Chinese) are covered
under Article 5 of the 1960 Japan-US Security Treaty, which obligates the US to come to the
defense of Japan, prompted a harsh official reaction from Beijing. Clinton®s statement, which
was a reiteration of US policy that she had made as recently as September in New York, was
made on Oct. 28 at a press conference in Honolulu following a meeting with Japanese Foreign
Minister Maehara Seiji. China's Foreign Ministry spokesman insisted that China has
“indisputable sovereignty” over the islands and maintained that the US-Japan Treaty “should not
harm the interests of any third parties, including China.” The spokesman declared that the
Chinese government and people would “never accept any word or deed that includes the Diaoyu
Island within the scope of the treaty.”

A few days later in Hanoi on the sidelines of the East Asia Summit, Foreign Minister Yang
Jiechi warned Secretary Clinton to not make erroneous remarks on such a highly sensitive issue
and urged her to respect China“s sovereignty and territorial integrity. A signed commentary on
the website of the PRC-owned Hong Kong Journal 7a Kung Po blasted Clinton*s remarks,
saying that they “can only smear her own image as a politician and are very unfavorable for
Sino-Japanese relations and Sino-U.S. relations.”

Beijing firmly rejected a proposal by Secretary Clinton to hold a trilateral US-China-Japan
meeting that had originally been scheduled in June 2009, but had been postponed by China due
to concerns about a negative reaction by North Korea. Media reports claimed that Clinton had
offered to mediate the territorial dispute between Japan and China. China™s Foreign Ministry
spokesman said that “Having official trilateral talks between China, Japan and the United States
is only the wishful thinking of the U.S. side.”

In late November, the US deployment of a carrier battle group to the Yellow Sea following
North Korea®™s attack on Yeonpyeong Island provoked criticism from Beijing. In response to a
question about the planned US-ROK military exercise that would include the USS George
Washington aircraft carrier, the Foreign Ministry spokesman said that an unnamed country was
“brandishing swords and spears.” This formulation was nevertheless significantly more
restrained than remarks made in July about an earlier exercise that was reportedly planned for the
Yellow Sea, but was eventually conducted on the eastern side of the Korean Peninsula. On that
occasion, China“s Foreign Ministry spokesman had expressed “resolute opposition” to “foreign
warships or military airplanes conducting activities in the Yellow Sea and other coastal waters of
China that will affect China“s security interests.” An editorial in Hong Kong*s PRC-owned Wen
Wei Po, which is often used to signal Chinese positions, took a much harsher stance on the latest
exercise, calling the military drill an effort by the US to “capitalize on the DPRK-ROK military
dispute” that “seriously provokes China and exposes the U.S.“s strategic plot to curb China.”

Pentagon officials insisted that the military drills were not aimed at China and took place in
international waters. In an interview with Phoenix Television, Adm. Mike Mullen, chairman of
the Joint Chiefs of Staff, revealed that the US-ROK exercises had been planned a month prior,
and that the US had informed China of their objective and how long the drills would last.

Following on the heels of the Yellow Sea drills, the US and Japan conducted their biggest-ever
joint military exercises in early December with the South Korean military taking part as an
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observer. Keen Sword 2010 involved more 34,000 Japanese and 10,000 US troops and ran for
eight days. China criticized the Keen Sword exercise as an obstacle to easing tensions on the
Korean Peninsula, and reiterated its call for increased diplomatic efforts. “Brandishing of force
cannot solve the issue,” Chinese Foreign Ministry spokeswoman Jiang Yu said. “Some are
playing with knives and guns while China is criticized for calling for dialogue. Is that fair?”

US provides clarification and reassurance

Perhaps to assuage Beijing™s intensifying suspicions and unease about US intentions toward
China as well as to counter the narrative that was taking hold in the Western media that US-
China relations are rapidly deteriorating, US officials sought to reassure the Chinese several
times during this quarter that the Obama administration®s “return to Asia” is not aimed at
harming Chinese interests. In a speech delivered in Hawaii on her way to Asia, Secretary
Clinton denied that the US and China have a zero-sum relationship, where “whenever one of us
succeeds, the other must fail.” She also rejected the view that she attributed to “many in China”
that the US is bent on containing China. Instead, she said that “the U.S. and China are working
together to chart a positive, cooperative, and comprehensive relationship for this new century.”

Ahead of defense talks with Australia, US Defense Secretary Robert Gates told the media that
the US was “looking at ways to strengthen” its presence in Asia, but he stressed that the US
moves in the region were not a response to actions by Beijing. “No, this isn“t about China at
all,” Gates said, pointing to increased ties with countries in the region on shared interests such as
counterterrorism, counterpiracy and disaster relief. “It“s more about our relationships with the
rest of Asia than it is about China.”

At a press conference with Indonesian President Yudhoyono in Jakarta, President Obama seized
the opportunity to offer his own reassurances. “We want China to succeed and prosper,” he
stated, adding that “we‘re not interested in containing that process.” At the same time, Obama
stated that the US wants “to make sure that everybody, including China, the United States, and
Indonesia, is operating within an international framework and sets of rules in which countries
recognize their responsibilities to each other.”

Briefing the press on the eve of President Obama®s departure for Asia, Jeff Bader, the senior
director for Asia at the National Security Council, insisted that there is “nothing new” about
areas of difference and friction in the Sino-US relationship. Noting that relations have never
been “easy,” he maintained that there has always been “a balance sheet of issues where we*re
cooperating and issues where we“re not cooperating.” Bader put forward three “fundamental
pillars” on which the administration®s approach to dealing with China is based: 1) broadening
areas of cooperation in the bilateral relationship, 2) strengthening US relationships with partner
and allies throughout the region “to assure that China‘s ... rise contributes to, rather than detracts
from Asian stability,” and 3) insisting that China abide by global norms and international law.

In a speech on US-China relations delivered to the Center for American Progress on Dec. 7,
Deputy Secretary Steinberg also attempted to put to rest concerns about growing friction. He
noted that the “flavor of the week” is that the relationship is “experiencing a serious downturn”
or “a freeze,” but asserted that “frankly we don“t see it that way.” Reiterating prior statements
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by President Obama and Secretary Clinton, Steinberg asserted that the administration “welcomes
the rise of a successful, strong, and prosperous China that plays a greater role in global affairs.”

Liu Xiaobo award brings human rights to the fore

The award of the Nobel Peace Prize to Liu Xiaobo, a human rights activist who advocated
political reforms and the end of communist one-party rule in China, has been a media sensation
this quarter, primarily over the battle of wills between Norway and China. Nevertheless, the US
role also factored into China“s frustrations. President Obama released a statement in support of
Liu only a few hours after the public announcement of the award, describing him as “an eloquent
and courageous spokesman for the advance of universal values through peaceful and non-violent
means, including his support for democracy, human rights, and the rule of law.” He urged the
Chinese government to release Liu from prison “as soon as possible.”

This is not the first time that Liu“s imprisonment and US concern has ruffled feathers in Beijing.
News reports on diplomatic cables released by Wikileaks this quarter allegedly show that the two
governments have been at odds over Liu for years and the US has actively sought his release
since his imprisonment in 2008.

Beijing reacted harshly to the decision to award the prize to Liu. It accused the Nobel Committee
of using the award as a political tool and maintained that awarding it to a man serving an 11-year
prison sentence for state subversion was “profane” and “a desecration of the rule of law.”
Chinese officials also hinted that they suspect the US may have had a hand in the decision. In
October, when Secretary Clinton met State Councilor Dai, he said that the Chinese government
viewed the award as an “American conspiracy to embarrass Beijing.” Such tensions in the US-
China relationship, while an on-going irritant, are certainly not new or surprising. Human rights
are always on the agenda and as such are a consistent sticking point in bilateral discussions.

Military ties gradually restored

In the first substantive sign that a resumption of the US-China military-to-military relationship is
underway, US Defense Secretary Gates and Chinese Minister of National Defense Liang
Guanglie held a meeting in Hanoi on the sidelines of the ASEAN Defense Ministers Meeting
Plus Eight (ADMM+) in mid-October. The meeting took place 10 months after China suspended
military exchanges with the US in response to the Obama administration®s approval of a $6.4
billion arms sale to Taiwan.

Opening the 50-minute discussion, Minister Liang said that the military relationship constitutes
an important part of the overall bilateral relationship, which is of increasing global impact,
according to People’s Daily. Noting that some problems were present in the cooperation
between the two militaries, Liang highlighted that US arms sales to Taiwan are “the biggest
obstacle.” He also stressed the need for the two countries to respect each other”s core interests
and consolidate strategic mutual trust. Secretary Gates expressed his hope that the military
relationship would be determined by mutual interests and responsibilities. He underscored the
need for “greater clarity and understanding of each other” which he said was “essential to
preventing mistrust, miscalculations and mistakes.”
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Gates told reporters that his meeting with Liang was a “good forward step” conducted in a
friendly spirit, and noted that he had emphasized his conviction that the dialogue between the
two militaries should be sustainable regardless of any ups and downs in the two countries”
relations. Regarding arms sales to Taiwan, Gates said that such sales are political decisions that
are made at the White House, not at the Department of Defense, and therefore should not disrupt
ties between the US and Chinese militaries.

According to China®s [International Herald Leader, the topics discussed included: 1) the
importance of Sino-US relations and the general situation of overall cooperation, 2) the obstacles
to military exchanges, and 3) the broad space for cooperation in fighting terrorism, conducting
rescue missions, providing humanitarian relief, providing shipping escorts and cooperating in
other nonconventional security fields. In what People’s Daily described as a “goodwill gesture
to improve military relations between the world*s two powerful countries, Liang invited Gates to
visit China in early 2011 and Gates accepted the invitation.

MMCA

A few days after the defense ministers meeting, senior officials from the US Pacific Command
and China“s Ministry of National Defense held a two-day plenary session under the US-China
Military Maritime Consultative Agreement (MMCA) in mid-October in Honolulu. Marine Maj.
Gen. Randolph Alles, director of plans and policy at Pacific Command, was the senior US
representative. People“s Liberation Army (PLA) Navy Rear Adm. Liao Shining, a deputy chief
of staff of the PLA Navy, led the Chinese delegation. The MMCA talks have taken place
intermittently since 1998 to discuss ensuring safety of both countries™ airmen and sailors
operating in close proximity to each other. The last MMCA annual meeting was held in 2008. A
special MMCA meeting convened in August 2009 to discuss Chinese harassment of US ocean
surveillance vessels.

According to Xinhua, “The two sides exchanged opinions on their maritime security situation
and solutions to maritime security concerns in a ,,substantial” and ,,candid* manner.” US Pacific
Command said in a statement at the conclusion of the session that the discussion was significant
for a “sustained, reliable and meaningful military-to-military relationship.” Maj. Gen Alles
described the October talks as “a professional and frank exchange.” The two sides reached
agreement on the issues to be addressed in next year”s MMCA working group meetings.

11" Round of Defense Consultative Talks

After a hiatus of 18 months, the Defense Consultative Talks (DCT) were held in Washington DC
in mid-December. An agreement to resume the high-level policy talks was reached in September
when Deputy Assistant Secretary of Defense for East Asia Michael Schiffer visited Beijing. The
11" round of the DCT was co-chaired by Undersecretary of Defense for Policy Michele
Flournoy and Deputy Chief of the PLA General Staff Ma Xiaotian.

Following a full day of discussions, Flournoy gave an upbeat assessment to Pentagon reporters,
noting that progress had been made in sharing information on military capabilities. Describing
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the talks as “positive,” she added that they “form the basis for a more productive relationship
between our two countries and our two militaries over time.” On issues where there was
disagreement, Flournoy noted, “we had a very candid, frank and productive exchange.” “The
Chinese provided a brief about their defense doctrine and how they view the world and the role
of their military in it,” she said, which was “a step forward.” The US delegation provided a brief
on the administration™s nuclear posture, ballistic missile and space defense plans, which,
according to Flournoy, were the same level of detail as briefs given to the closest allies. Guan
Youfei, deputy director of the PLA"S Foreign Affairs Office, described the atmosphere of the
talks as “candid and pragmatic” at a separate press conference that was summarized by Xinhua.

The bilateral military relationship was a major focus of the talks. For more than a decade, US-
Chinese military exchanges have been periodically suspended due to untoward incidents in the
overall relationship. The last two times — in October 2008 and January 2010 — Beijing halted
exchanges in response to a US arms sale to Taiwan. At the DCT, both sides discussed “how to
develop a more durable framework to shift the military-to-military relationship to a more
sustained and reliable and continuous footing,” according to Flournoy. Guan said that the two
sides had agreed that relations between the two armed forces are “an integral part of bilateral
ties” and should be kept “healthy and stable.”

During the talks, Ma Xioatian indicated that while the US and Chinese militaries share a broad
range of common interests, there are “problems and hurdles” in their relationship. He cited the
main hurdles as “U.S. arms sales to China“s Taiwan province, Congress™ restrictions on military
exchanges between the two countries, and U.S. air and sea military surveillance operations in
China’s exclusive economic zones.” To ensure that the military-to-military relationship remains
on a “stable development track,” Ma insisted that the US and China need to “respect each other*s
core interests and major concerns, properly handle differences and sensitive issues, continuously
foster and increase mutual strategic trust, and consolidate and expand common interests.

The two sides also discussed maritime safety and regional issues, including North Korea,
Afghanistan-Pakistan, Africa, and Iran. Flournoy thanked the Chinese for their support for
tightening sanctions against Iran in the UN Security Council.

After the DCT, an announcement was made that Defense Secretary Gates would visit China Jan.
10-14 and that Chen Bingde, chief of the General Staff of the PLA, would visit the US at a
mutually convenient time in 2011. Both visits were supposed to have taken place in 2010.

Mixed bag on economics and trade
G20 meeting in Seoul

On Nov. 3, just one week before the opening of the Group of 20 (G20) Summit in Seoul, the US
Federal Reserve announced its plan to purchase $600 billion of longer-term Treasury securities
by the end of the second quarter of 2011. This second round of quantitative easing, known as
QE2, was designed to push down long- and medium-term interest rates to encourage consumers
to buy, banks to lend, and companies to spend and hire more workers. In addition to provoking
criticism domestically, the QE2 had its foreign critics as well, including China. Cui Tiankai,
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vice foreign minister and a lead negotiator at the G20, questioned the motivations behind the
QE2, saying the US “owes us some explanation.” Vice Finance Minister Zhu Guangyao
maintained that the US was “not recognizing the responsibility it should take as a reserve
currency issuer, and not taking into account the effect of this excessive liquidity on emerging
market economies.” The same day, President Obama refuted criticism of the QE2, saying that
“The Fed“s mandate, my mandate, is to grow our economy. And that“s not just good for the
United States, thats good for the world as a whole.”

The QE2 set the US on a collision course with G20 member countries and diverted attention
away from the discussion that the US hoped to have in Seoul on how to shift exchange rates from
the current “market oriented” rates to “market determined” rates. The US plan to rally
multilateral support for its efforts to encourage faster appreciation of China“s currency, the yuan,
was doomed to failure.

In negotiations over language for the group®s joint statement, the US pushed to include the
phrase “competitive undervaluation” to signal a united, strong G20 stance on China‘s currency
policy. In the end, however, the statement only said that the parties agreed to refrain from
“competitive devaluation” of their currencies and move toward market-determined exchange rate
systems. While the language was directed at China, its subtlety avoided any direct accusation or
specific timelines. When Presidents Hu and Obama met on the sidelines of the G20 Summit,
currency dominated their discussion. Hu pledged that China would continue to appreciate its
currency, but in an obvious rebuke to Obama‘s sense of urgency, he insisted that the process
would be gradual and would require a “sound external environment.”

JCCT

The 21% meeting of the US-China Joint Commission on Commerce and Trade (JCCT), which
serves as the primary forum in which the US and China engage bilaterally on trade issues and
promote commercial opportunities, convened in Washington on Dec. 13-14. Vice Premier Wang
Qishan headed the Chinese delegation of roughly 100 officials and co-chaired the meeting with
Commerce Secretary Gary Locke, US Trade Representative Ron Kirk, and Agriculture Secretary
Tom Vilsack. During the meeting, the US sought greater market access in China and protection
of intellectual property. According to a statement by Foreign Ministry spokeswoman, Jiang Yu,
China hoped that the JCCT would “expand mutual cooperation and maintain the healthy and
stable development of bilateral economic and trade relations.”

The two countries signed agreements in several areas, including investment, agriculture,
inspection and quarantine, energy resources, water conservation, and statistics as well as several
economic and trade cooperation accords. They also agreed to consider the establishment of a
bilateral cooperation framework on intellectual property rights (IPR), and pledged to work
together to “ensure the openness, fairness and transparency of the business and investment
environment and be open to foreign investment,” according to the joint statement.

Where the G20 had been an overall failure for US economic objectives, the JCCT proved far

more fruitful. Secretary Locke described the negotiations as “productive and effective.”
According to Locke, “real and substantial” results were achieved and progress made would help
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reduce bilateral trade imbalances. A Dec. 15 press release from the Department of Commerce,
listed “intellectual property rights (IPR) enforcement, open and neutral technology standards,
clean energy, and government procurement” among the US initiatives on which China agreed to
cooperate. For instance, China agreed to no longer base its decision to purchase wind power
generators from the US on past results with the technology.

China also agreed to resume imports of boneless and bone-in beef from cattle under the age of 30
months, products that have been banned since 2003 due to concerns over mad cow disease. It
also agreed to lift its avian influenza bans on poultry imports from Idaho and Kentucky, so long
as the products met quarantine requirements. Secretary Vilsack stated that the achievement was
of the “utmost importance” for US farmers. The US Department of Agriculture will send a
delegation to China in January for further negotiations on beef imports.

China committed to increasing both enforcement of IPR protection and legal software purchases,
according to the joint statement, by conducting campaigns to fight IPR infringements and
counterfeit products, and actively advancing software legalization.” USTR Kirk maintained that
these commitments to IPR “will have systemic consequences for the protection of US innovation
and creativity in China.” China also promised to prevent discrimination against foreign suppliers
by revising a major equipment catalogue for heavy machinery and other industrial equipment. In
addition, China agreed to simplify the process for approving mobile phone product codes and to
adjust standards for mobile phone fees. These outcomes will help US businesses® competiveness
and improve their market-access in China.

Wang Qishan echoed his US counterparts™ upbeat assessment of the talks, calling the JCCT
“fruitful” and a “great success.” Through “candid exchanges and dialogues,” he added, China
and the US have “enhanced mutual understanding and trust and laid the groundwork for
intensive, in-depth, close economic cooperation between the two countries.” However, China“s
gains from the dialogue were far less concrete than what it promised the US. Washington
acknowledged Chinese concerns and agreed to continue reforming its export control regime and
said it would take China“s suggestions and ideas under consideration during this process. In
addition, the US would “exercise caution” when taking trade remedy measures against China and
promised to observe WTO rules. According to the joint statement, the US would also "seriously
consider” Chinese concerns regarding market economy status and would “be ready” for
enhanced communications and exchanges with China on this matter to “accelerate the process of
recognizing China as a market economy.”

Currency

Just as the JCCT produced some progress on economic issues for the US, the currency issue
raised its head again. This time it was in the Senate with the re-emergence of the Currency
Reform for Fair Trade Act, a House bill that would authorize the Department of Commerce to
treat currency undervaluation as an illegal export subsidy under US trade law so that US
companies could request a countervailing duty to offset China‘s price advantage. The bill had
passed in the House in September, but no action was taken by the Senate due to the mid-term
elections and voting on other legislation. China had factored heavily in a number of states in the
mid-term elections, notably in campaign ads that portrayed China as stealing US jobs. These
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sentiments, combined with the need to pass the bill through the Senate this year in order for it to
become law, brought on another push from policymakers.

On Nov. 29, Senators Sherrod Brown (OH-D) and Olympia Snowe (ME-R) sent a letter to
Senate Majority Leader Harry Reid and Senate Minority Leader Mitch McConnell requesting
that the Senate schedule a vote on the bill. As weeks passed and the vote was not scheduled,
Brown and Snowe filed the bill as an amendment to the high-priority bill to extend expiring tax
breaks. Their strategy failed, however, when the Senate leadership pushed the tax legislation
through without permitting amendments to it. “Addressing Chinese currency manipulation is
vital to getting our economy back on track,” Brown said in a joint statement with Snowe, who
added that the amendment would “make certain our government is prepared to investigate
currency manipulation policies and penalize violators of global trade rules.”

Now that the tax legislation has passed, Senate leadership is considering allowing senators to
pose amendments, but it is unlikely that any — including the House bill — will pass before the end
of the legislative session. If not approved by the Senate during the current Congress, which ends
by Jan. 5, 2011, the House bill will die. In order for the new Congress to consider it, the bill
must be re-introduced into the House and Senate as a new bill, starting the process all over again.

As the year ended, the yuan strengthened above 6.6 per dollar for the first time in 17 years,
bringing gains for 2010 to 3.6 percent. Analysts speculated that China would allow the currency
to appreciate further in early January in advance of Hu Jintaos state visit to Washington.

Looking ahead

On Dec. 22, the Obama administration issued a statement announcing that Hu Jintao would visit
the White House on Jan. 19 for an “official state visit.” The statement noted that Hu"s visit
would “highlight the importance of expanding cooperation between the United States and China
on bilateral, regional, and global issues, as well as the friendship between the two countries.”
Hu will be hosted for an official state dinner at the White House and will subsequently travel to
Chicago. Foreign Minister Yang Jiechi will travel to the US Jan. 3-7 to make final preparations
for the visit. Also in advance of Hu"s visit to the US, Defense Secretary Gates will visit China
Jan. 10-14.

2009 was an exceptionally smooth year for the US-China relationship, in part because the
Obama administration put off actions that were likely to irritate Beijing as part of a strategy of
establishing mutual trust and habits of cooperation early to provide a cushion against later
tensions. 2010 was especially rocky, beginning with US arms sales to Taiwan and President
Obama‘s meeting with the Dalai Lama. The two countries butted heads over the South China
Sea and US military exercises in the Yellow Sea, and disagreed over how to handle North Korea.

There are reasons to be hopeful that 2011 will see an improvement in relations. Both countries
now have realistic expectations and fully understand the other*s priorities, sensitivities, and red
lines. Hu Jintao®s visit to the US presents an opportunity to reset the relationship. His trip,
combined with the January visit by Secretary Gates to China, could be part of a process to build
mutual strategic confidence. To make this a reality, both countries will need to exert efforts.
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Chronology of US-China Relations'
October — December 2010

Oct. 8, 2010: President Barack Obama issues a statement welcoming the Nobel Committee™s
decision to award the Nobel Peace prize to Liu Xiaobo.

Oct. 9, 2010: Zhou Xiaochuan, the governor of China“s Central Bank, meets Treasury Secretary
Timothy Geithner on the margins of the G20 meeting in Washington.

Oct. 11, 2010: On the sidelines of the ASEAN Defense Ministers Meeting Plus 8 (ADMMH+) in
Hanoi, US Defense Secretary Robert Gates meets Chinese Defense Minister Liang Guanglie and
accepts an invitation to visit China in early 2011.

Oct. 13, 2010: Chinese Vice Premier Wang Qishan converses by telephone with Gary Locke,
co-chair of the China-US Joint Commission on Commerce and Trade (JCCT) and US Commerce
Secretary, and Ron Kirk, US trade representative.

Oct. 14, 2010: After meeting former Secretary of State Madeline Albright, Chinese Vice Premier
Wang Qishan calls for efforts from both sides to safeguard China-US relations.

Oct. 14-15, 2010: A Military Maritime Consultative Agreement (MMCA) meeting is held at US
Pacific Command in Hawaii.

Oct. 15, 2010: The US Trade Representative agrees to investigate a complaint by the United
Steelworkers union against China.

Oct 16-20, 2010: Charles Bolden, head of the National Aeronautics and Space Administration
(NASA), visits China seeking cooperative opportunities between the nations™ space programs.

Oct. 18, 2010: Fifth Plenary Session of the 17" Communist Party of China Central Committee
announces promotion of Xi Jinping to vice chairman of the Central Military Commission.

Oct. 20, 2010: The People's Bank of China raises benchmark one-year lending rate by 25 basis
points to 5.56 percent and the one-year deposit rate by the same margin to 2.5 percent
respectively, the first time in almost three years that China has raised interest rates.

Oct. 21, 2010: Attorney General Eric Holder visits China to discuss cooperation on intellectual
property rights violations, terrorism, transnational crime, and to promote the rule of law through
the US-China Legal Experts Dialogue.

Oct. 22, 2010: US Envoy on Climate Change Todd Stern and Xie Zhenhua, his Chinese
counterpart, meet in Beijing but fail to reach any binding agreements.

! Chronology and research assistance by CSIS intern David Silverman
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Oct. 23, 2010: During a tour of several US cities, Wang Yi, director of the Taiwan Work Office
of the Communist Party of China Central Committee and the State Council Taiwan Affairs
Office, meets briefly with Secretary of State Hillary Clinton and other US officials.

Oct. 23, 2010: Speaking about the South China Sea at the Xiangshan security forum in Beijing,
Deputy Chief of General Staff of the People®s Liberation Army (PLA) Ma Xiaotian says, “We
believe the situation in the region is stable and all the passing ships and planes have a sufficient
amount of freedom and security.”

Oct. 25, 2010: Pentagon spokesman Geoff Morrell reiterates that the USS George Washington
will operate in the Yellow Sea again and that joint US-ROK naval exercises were “absolutely
and categorically ... not scaled back in order to placate Beijing.”

Oct. 28, 2010: Secretary of State Clinton delivers a speech in Honolulu in which she says the US
is not seeking to contain China and denies that US and Chinese interests are at odds.

Oct. 30, 2010: On Hainan Island, Secretary Clinton meets Chinese State Councilor Dai Bingguo.

Oct. 30, 2010: Secretary Clinton meets Chinese Foreign Minister Yang Jiechi on the margins of
the East Asia Summit and receives reassurances on the Chinese government's policy on the
export of rare earth minerals.

Nov. 1, 2010: In Phnom Penh, Secretary Clinton calls on Cambodia to maintain a more
independent foreign policy and not be overly dependent on any one country.

Nov. 2, 2010: China“s Marine Corps holds a major naval exercise in the South China Sea. The
live-fire exercises, codenamed Jiaolong 2010, include more than 1,800 troops and over 100
ships, submarines, and aircraft.

Nov. 2, 2010: China turns down Secretary Clinton“s reported offer to mediate talks between
China and Japan over disputed islands in the East China Sea. Foreign Ministry spokesman Ma
Zhaoxu calls Clinton®s proposal “wishful thinking.”

Nov. 4, 2010: Sen. Jim Webb, chairman of the Subcommittee on East Asian and Pacific Affairs
of the Foreign Relations Committee, issues a statement criticizing China“s “military aggression

toward Japan, Vietnam, and other nations over territorial disputes in regional waters.”

Nov. 5, 2010: Cui Tiankai, vice foreign minister, says the US proposal for setting caps on
nations™ current account is a return “to the days of a planned economy.”

Nov. 11, 2010: President Obama meets President Hu Jintao on the sidelines of the G20 Summit.
Nov. 17, 2010: Energy Secretary Steven Chu visits China to attend a meeting related to the Sino-

US clean energy research center and meets Vice Premier Li Keqiang and State Councilor Liu
Yandong.
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Nov. 18, 2010: The US-China Economic and Security Review Commission 2010 report claims
China Telecom, the state-owned telecommunications operator, “hijacked” 15 percent of the
world®s internet traffic, including sensitive encrypted data from the US Senate, the Department
of Defense and NASA, in April 2010.

Nov. 18, 2010: On a visit to Washington, State Council Information Office Director Wang Chen
meets Under Secretary of State for Public Diplomacy and Public Affairs Judith McHale to
discuss strengthening bilateral cooperation in public diplomacy and cultural exchanges.

Nov. 23, 2010: Special Envoy of the Chinese Government for Korean Peninsula Affairs Wu
Dawei meets US Special Envoy on North Korea Stephen Bosworth in Beijing.

Nov. 24, 2010: State Department spokesman Phil Crowley says that China is pivotal to moving
North Korea in a fundamentally different direction.

Nov. 24, 2010: Adm. Mike Mullen, chairman of the Joint Chiefs of Staff, says that China is
“absolutely critical” in dealing with North Korea, saying “Its very important for China to lead.”

Nov. 24, 2010: In a phone conversation with South Korean President Lee Myung-bak, President
Obama says that China should take a more resolute stance on North Korea.

Nov. 25, 2010: State Department issues the Annual Report on International Religious Freedom
in which China is listed among “countries of special concern.”

Nov. 26, 2010: Secretary Clinton talks over the phone with Foreign Minister Yang Jiechi to
discuss the situation on the Korean Peninsula.

Nov. 26, 2010: The US announces upcoming joint military drills with South Korea in the
Yellow Sea that include an aircraft carrier battle group, stating that the exercises are not aimed at
China, but are intended to deter North Korean aggression.

Nov. 26, 2010: China‘s Foreign Ministry spokesman declares that China opposes any military
acts in its exclusive economic zone without permission.

Nov. 28, 2010: State Councilor Dai Bingguo calls Secretary Clinton to discuss the situation on
the Korean Peninsula.

Nov. 28, 2010: Chinese Envoy Wu Dawei calls for an emergency meeting in Beijing of
delegates to the Six-Party Talks.

Dec. 2, 2010: Wang Jiarui, head of the International Department of the CPC Central Committee,

meets Deputy Secretary of State James Steinberg. Wang is visiting Washington to attend the
Second China-US High-Level Political Party Leaders Dialogue.
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Dec. 6, 2010: President Obama phones President Hu to warn that China“s muted response to
Korean Peninsula tensions is emboldening North Korean provocations, reiterating a June
assertion that China was practicing “willful blindness” to DPRK transgressions.

Dec. 6, 2010: 30 US senators send a letter to Chinese Vice Premier Wang Qishan calling for the
yuan to “appreciate meaningfully” before President Hu"s trip to Washington.

Dec. 8, 2010: US House of Representatives approves a resolution congratulating Liu Xiaobo for
winning the Nobel Peace Prize and calls on China to release him.

Dec. 10, 2010: Under Secretary of Defense for Policy Michele Flournoy meets Deputy Chief of
the PLA General Staff Gen. Ma Xiaotian at the 11" round of US-China Defense Consultative
Talks in Washington.

Dec. 13, 2010: A World Trade Organization ruling upholds US duties on Chinese tires put in
place last year.

Dec. 14, 2010: Vice Premier Wang Qishan arrives in Washington leading a Chinese delegation
to the US-China Joint Commission on Commerce and Trade (JCCT).

Dec. 15, 2010: Deputy Secretary of State Steinberg arrives in Beijing, leading a high-level US
delegation for discussions on Korean Peninsula issues.

Dec. 19, 2010: China, the US, and other members of the UN Security Council meet to discuss
tensions and events on the Korean Peninsula but fail to agree on a joint statement condemning
North Korea“s actions.

Dec. 22, 2010: The Obama administration accuses China of illegally subsidizing the production
of wind power equipment and calls for discussions at the WTO, the first step in a trade case

sought by US steelworkers.

Dec. 28, 2010: PACOM Commander Adm. Robert Willard says that he believes the Chinese
anti-ship ballistic missile program has achieved “initial operational capability.”
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US-Korea relations in the last quarter of 2010 centered around two major events. On the
economic front, even though Presidents Barack Obama and Lee Myung-bak failed to seal a deal
on the KORUS Free Trade Agreement (FTA) during their meeting on the margins of the G20 in
Seoul, the two countries reached final agreement a few weeks later, potentially opening a new
era in bilateral relations pending approval in the two legislatures. Meanwhile, North Koreas
revelation of its uranium enrichment facility and shelling of Yeonpyeong Island raised a real
possibility of war on the peninsula. South Korea and the US once again demonstrated their
strong security alliance and solidarity even at the risk of a military conflict. North Koreas
artillery attack quelled ongoing diplomatic efforts to resume the Six-Party Talks, as the prospect
for early resumption vanished.

G20 Summit and KORUS FTA

The Seoul G20 Summit in November served as a platform for South Korea to project its
economic prosperity and leadership in the global economic order. As the first non-G7 and the
first Asian country to host the G20, South Korea felt that the summit™s success would be a
n