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SUMMARY

This dissertation begins with a critiqgue of two-level games, and the
concept of two-front games is introduced, whereby two-front games are more
appropriate to China as far as China's domestic and international relations are
concerned. The study proposes a new perspective to explain China's foreign
economic policy formulation and implementation. In contrast to the existing
literature and models (which neglected the discussion on policy implementation
when studying policy making), this study argues that China's foreign economic
policy making is not fragmented or decentralized in the way many scholars have
argued. It is decentralized, yet the “decentralization” of the power is not in the
conventional policy-making process. It is during the policy implementation
process and the policy justification process that we can observe such a trend.
Therefore, the policy implementation process ought to attract more attention from
scholars, since the power of local governments in the policy implementation
process far outweighs that of the policy formulation process itself.

Policy formulation and implementation are different but closely related.
The new perspective of “Dynamic Authoritarianism” taken by this study
comprises both of these two processes. It illustrates that Chinese foreign economic
policy making is still an authoritarian one, with dominance in the decision-making
process held by the central government on the one hand. However, this should not
dismiss the bargaining power and space to manoeuvre held by the policy
implementation process of local governments since they have more bargaining
power and free space to manoeuvre. It is characterized as a dynamic model

because local governments and academic scholars, especialy those affiliated to

Vii



the government are participating more in the policy making process. To be more
specific, they tend to play more roles in the policy implementation and
justification processes. Policy implementation, as argued in this study, is aso
regarded as a process of policy reformulation, which is susceptible to change.
Bureaucratic politics still plays a key role under the present Chinese
political system. After introducing the various bureaucracies and the academia
involved in the field of foreign policy especially foreign economic policy, the
study first discusses foreign economic policy formulation and implementation
processes of the Chinese government in general. As a policy background to the
case of the ChinacASEAN Free Trade Agreement (CAFTA), the study discusses
Chinas genera foreign economic policy changes toward Southeast Asian
countries, i.e. from bilateralism to reactive multilateralism, and further to
pro-active multilateralism in the new millennium. The idea of the CAFTA was
China’'s response to the concerns of the Association of Southeast Asian Nations
(ASEAN) on China's entry into the WTO. Moreover, China's political and
strategic considerations of building an FTA with ASEAN should not be ignored
either. Based on the fieldwork done in Beljing, Guangxi Zhuang Autonomous
Region and Yunnan Province, the case study of the CAFTA has proved the
validity of the dynamic and authoritarian nature of China's foreign economic

policy formulation and implementation processes.
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CHAPTER ONE
INTRODUCTION: INTEGRATING POLICY FORMULATION
AND POLICY IMPLEMENTATION
The process of foreign economic policy making inn@hs distinctively different
from that in western democratic countries. In casitto existing models, China’s
foreign economic policy making is not fragmenteddecentralized in the way
many scholars have argued. To analyze more apptelyithe present foreign
economic policy making mechanism in China, it ixessary to take a new
perspective that encompasses an integration gbahey formulation and policy

implementation processes.

I. A Framework of China’s Foreign Economic Policy Making: Two-Front
Games Versus Two-Level Games

In his study of the links between domestic and rivdaBonal politics, Robert
Putnam developed what he called the theory of ‘evel games® The theory

states that international agreements are the pt®dofc negotiations at both
national and international levels in liberal denamies. According to Putnam,
domestic politics and international relations wergangled and interacted with
each other. He argued, “the politics of many irdéonal negotiations can
usefully be conceived as a two-level game”: at tia¢ional level, which he

defined as level I, “domestic groups pursue theterests by pressuring the
government to adopt favorable policies, and pdditis seek power by

constructing coalitions among those groups”; atitibernational level, defined as

! Robert D. Putnam, “Diplomacy and Domestic Politi@he Logic of Two-Level Games,”
International OrganizationVol.42, No.3 (Summer, 1988): 427-460; P. B. EyahsK. Jacobson,
and R. D. Putnam, edsDouble-edged Diplomacy: International Bargaining dafiDomestic
Politics (Berkeley: University of California Press, 1993ge also James N. Rosenau, eitkage

Politics: Essays on the Convergence of National emtérnational System@ew York: The Free
Press, 1966).



level I, “national governments seek to maximizeirtt@mvn ability to satisfy
domestic pressure, while minimizing the adverseseqonences of foreign
developments.? “Neither of the two games can be ignored by céntra
decision-makers, so long as their countries rematerdependent, yet
sovereign.? The theory has been adopted to describe the aeddtip between
domestic level and international level in westeemdcratic countries, yet the
applicability of the theory to the case of Chinad®to be examined.

China is a centralized unitary state. The stategoaw concentrated in the
central government, whereas local governments loabe delegated powetsand
therefore are removable by the central governmEme. central government, as
the main actor in the international arena, hasate fboth the outside world and
local governments. Such a role is similar to thie rof the state in Putnam’s
two-level games. Nevertheless, the relationshipvben the central government
and local governments in terms of the decision-mgldrocess is quite different
from western democratic countries, be it democrigtiteral states or democratic
unitary ones. China is administratively dividedoir#3 provinces, 5 autonomous
regions, 4 municipal cities that have the sametipalj economic as well as
jurisdictional rights as provinces, and 2 spectihmistrative regions. Although
local governments should align their local intesesith the national interests,
each administrative unit does have its own interest

First, in western democratic countries, policyificstion is an integral part of

the policy-making process and the role of policstification is vital. Based on the

2 Robert D. Putnam, “Diplomacy and Domestic Politifhe Logic of Two-Level Games,”
International OrganizationVol.42, No.3 (Summer, 1988): 434.
3 .

Ibid.
* Local governments in this study refer to proviha@vernments. The counterpart of local
governments in the United States is state govertsneather than governments at counties,
municipalities, townships and villages that comptical governments in the United States.



fact that domestic forces are very powerful, thécps of western democracies
are usually domestic-oriented with the domestiaenae as priority. For example
when initiating a bill, the bill will have difficty being adopted either because it is
unable to secure the approval of the congress ors itopposed by big
conglomerates. In contrast, China has an entrenblezdrchy of policy-makers
and lacks such powerful interest groups as founglastern democratic countries,
though the influence of similar Chinese interesbugrs is increasing. Some
policies of the Chinese government may have sdgidtensgressed the interests
of certain local governments or social groups. Mindess, it is usually
impossible for local governments and such sociatgs to turn into a powerful
lobbying force. After a policy has been adoptedCinna, it is sure to be carried
out in most cases. In recent years, although pglistification is gaining more
importance in China’s policy-making process, in@ yet as vital as in western
democratic countries.

Second, China emphasizes much more on nationatstéethan local interests.
Local governments are not granted as much powdhesvestern democratic
countries. A comparison between the United StatdsGhina can corroborate this
argument: The United States is widely regardedl@saaon of democracy. The 50
state governments of the United States constitalipshare sovereignty with the
national government. In the early years prior te #doption of the Federal

Constitution, each state was actually an autononmumits Due to this tradition,

® As will be discussed in this study, the policy-fimakprocess includes the processes of policy
formulation and policy implementation, whereas fi@icy formulation process comprises the
processes of policy initiation, policy coordinatiand policy justification. Policy justification and
policy implementation are regarded as integralgpafthe policy-making process. In China, policy
justification is also conducted before top leadarsiate policies, but in most cases policy
justification is to reinforce the applicability ohe policy, rather that to justify whether a polisy
applicable. Moreover, such actions usually takegkmong a narrow group of people and are not
open to scrutiny, thus little is known to the pablNevertheless, it shall still be noted that alijto
policy justification is not as vital as in westetemocratic countries, the Chinese leadership cannot
ignore the influence from different interests imt@mporary China.



state governments in the United States enjoy muate autonomy compared to
their counterparts in China. In fact, those stamwprising the federation in the
federal system have a set of constitutional fumstiavhich cannot be unilaterally
changed by the central government. As long as thie governments adopt no
laws contradicting or violating the Constitution thie laws of the country, they
enjoy full rights over matters that lie entirely thin their borders, such as
regulations relating to property, industry, busgjepublic utilities, the state
criminal code, and internal communications. Stadeeghnments also have three
branches, consisting of the executive, legislatamg judicial branches, which
function equivalently to their national countergaith contrast, local governments
are subordinated to the central government under Ghinese constitution.
Although they have a certain amount of autonomy smae bargaining power,
they have no veto power against the policies madéhe central government.
Moreover, their bargaining power is usually morermunced in the economic
field. That is, when economic interests are coregrthe scope of bargaining for
local governments increases. In fact, in terms atomomy, what local
governments enjoy more is in the process of potigylementation rather than in
the policy formulation process. Nevertheless, gdseto be pointed out here that
the central government can compensate local gowertsmif the interests of
certain local governments are violated. The majer@nce in the relationship
between the “central-local” governments of China &me United States is that
when the federal government exercises respongyillithe states, programs are
usually adopted on the basis of cooperation betwsetwo levels of government,

rather than as an imposition from above.



Third, in western democratic countries, constragusr the exercise of power
of the actors on the international stage have beemalized by laws and
constitutions of the state. Moreover, such a systéfinule of law” goes on well
and is strictly adhered to. For example, as defihgdhe Constitution of the
United States, foreign policy making powers areid#id between the President
and the Congress. The President as the chief spakesf the nation, directs
government officials and machinery in the daily @oct of diplomacy, and has
the principal responsibility for taking action talvance U.S. foreign policy
interests. Congress can affect the course of pdhecgugh the enactment of
legislation and through the appropriation or dewiafunds. Thus, the executive
and legislative branches play different roles aaoth lhave opportunities to initiate
and change foreign polidy Moreover, powerful interest groups play a vitdero
in both pressing and lobbying the central goverrtmdren it is making policies.
Thus, in a democratic country like the United S{atihe domestic level is the
basic level of policy input; the President is coefi to the domestic level first and
then bargains internationally. Even up to the pres€hina lacks such a
well-oiled system of checks and balances that laleeta confine the powers of the
central government. The present Chinese leadersdet@mined to turn the
country from “rule by law” to the Western democcathodel of “rule of law.”
However, even under some of the existing powerioisin arrangements, the
level of implementation of such rules is relatividy in China.

Therefore, the state of China, as an actor onrttegriational stage, does not
actually face two levels in terms of domestic artkmnal relations. In other words,

local and international spheres are not at paréetls in China’s case. Local

® See Richard F. Grimmett, “Foreign Policy Rolestloé President and Congress.” Available
online at:http://usinfo.state.gov/usa/infousa/politics/prpslicy.htnt retrieved on June 12, 2006.




governments can provide input to policy justificati and implementation
processes, but not as often or as much when it €aimepolicy initiative;
moreover, such power is more confined to econonalcld. In order to make
Putnam’s theory of “two-level games” applicableGhina’s one-party system, it
will be more appropriate to modify it into a new ded, i.e. two-front games,
where the internal front is the local governmentl dhe external front is the
international sphere. As shown in Figure 1-1, ia thodel of two-level games,
international constraints and domestic determinaarts at parallel levels in
influencing the decision-making of the state, whilethe model of two-front
games, the state is stationed in the middle ofrnatéonal constraints and
domestic determinants. It has to face internatiaoalstraints, which is the same
in the model of two-level games. Neverthelesseims of domestic determinants,
the state actually has more influence and power theedomestic side compared
to western democratic countries. Domestic determignean affect policy makers
to some extent, as the dashed arrow in the figuieates, but such effects and
influences are much smaller compared to both iateynal constraints and the
influence of the state on the domestic side. Tlaenéwork of the “two-front
games,” which is characterized by weaker domestaostaints, is a key
determinant of the model of the policy formulatiand policy implementation

processes that will be discussed hereafter.
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Figure 1-1: Two-Front Games vs. Two-Level Games

Note: Solid arrows refer to the actual directioninfluence; dashed arrow indicates
nominal direction of influence or the scale of thiguence is much smaller compared
to other influences listed.

II. Explaining China’s Foreign Economic Policy Formulation and
Implementation

This section will first review the various perspees of the literature on policy
formulation, as well as on policy implementatiooljJdwed by the illustration of a
synthesized model integrating policy formulationdapolicy implementation,

which | believe will explain China’s foreign econamiehavior effectively.

Review of Approaches on Policy Formulation

In the early renowned works of Graham Allison amdlip Zelikow on the Cuban
Missile Crisis,Essence of Decision: Explaining the Cuban Missitesi§; they
illustrated three models that were applicable ipl&xing the Cuban Missile
Crisis, i.e., the Rational Actor or “Classical” Mald an Organizational Process
Model; and a Governmental (Bureaucratic) Politicede.” These models refer
to governmental choice, goals and objectives; argéional outputs; a result of

various bargaining games among players in the matigovernments respectively.

" See Graham T. AllisorEssence of Decision: Explaining the Cuban Missilisi€ (Glenview &
London: S. Foresman, 1971); see also Robert K. &Gin,The Case Study Anthologlyondon &
New Delhi: Sage Publications, 2004).



According to this Organizational Behavior Model, attRational Actor Model
analysts characterized as “acts” and “choices’tlaoeght of instead as outputs of
large organizations functioning according to regydatterns of behavior. From
what organizational context, pressure, and pro@ddid this decision emerge?
According to the Governmental Politics Model, egemt foreign affairs are
characterized neither as unitary choices nor asnizgtional outputs. Rather,
what happens is understood as a result of bargagames among players in the
national government, the players whose interestisaations impact the issue in
guestion, the factors that shape players’ perceptand stands, the established
procedure or action for aggregating competing pesfees, and the performance
of the player$. These approaches have been well summarized invioek. The
Chinese decision-making process can also be explaifa the above-mentioned
three perspectives. However, the model of ratiawbr and the bureaucratic
model are more suitable in China since the orgéinizeias understood by Allison
and Zelikow are relatively weak in the country.

Based on Allison and Zelikow’s arguments and takimgm a step further, |
am of the view that in general, there are mainkeehdifferent approaches in
terms of Chinese foreign policy-makifigthe Rational Actor approacf}, the

structural approach, and the approach which focasethe relationship between

8 Robert K. Yin, ed.The Case Study Antholo@lyondon & New Delhi: Sage Publications, 2004):
19.

® There are other approaches, such as those that éocthe perceptions, ideas and culture as the
analytical units. However, it is beyond the scopé¢his study. Examples of such works include,
Robert JervisPerception and Misperception in International Pigkt (Princeton, N.J.: Princeton
University Press, 1976), and Paul Egon Rohrich,ofteenic Culture and Foreign Policy: The
Cognitive Analysis of Economic Policy Makingfhternational Organization Vol.41, No.1
(Winter, 1987): 51-92.

% For works on foreign policy making based on thipraach see John T. Rourkielaking
Foreign Policy: United States, Soviet Union and r@@h{Pacific Grove, Calif.: Brooks/Cole
Publishing Co., 1990), which is a detailed compegastudy of foreign policy making in the
United States, Soviet Union and China. See alsoushf. Kim, 4' ed., China and the World:
Chinese Foreign Policy Faces the New Millenni{Boulder: Westview Press, 1998).



state and society. The Rational Actor approach si¢he state as the unitary
international actor, while the structural approashitches the emphasis from
international sphere to domestic determinants ef ¢bnstituent bureaucracies.
This study will adopt the second approach.

The structural approach on China’s foreign policgkmg emphasizes more
on functions of different actors, such as paramdeaders and bureaucracies in
the decision-making processes. In this regard, $aloolarly works are worth
mentioning. A. Doak Barnett's worK,he Making of Foreign Policy in Chin#s
considered a landmark piece on Chinese foreigncyotiaking. In his book,
Barnett discussed various domestic institutions #relr interaction with the
Chinese foreign policy making proceSs.Kenneth Lieberthal and Michel
Oksenberg developed two models on the Chineseypolaking process, one of
which is the “power model” attributing the stimul@sr policy changes to the
perpetual jockeying for position among the leadérSome of the conclusions
and arguments of the above models are still aggécan contemporary China.
However, in the years since these two works wefldighed, many fundamental
changes have taken place in the Chinese foreigaypolaking process. Such new
changes, as will be discussed later, have modifiednajor characteristics of the
Chinese decision-making paradigm. Within the stmattapproach, the following

three models can be identifiéd:

11 seeA. Doak Barnett,The Making of Foreign Policy in China: StructuredaRrocesgBoulder:
Westview, 1985).

2 The other model is the “rationality model,” whiabcfises on the responses of the leaders to the
changing economic and foreign policy environmei@se Kenneth G. Lieberthal and Michel
Oksenberg,Policy Making in China: Leaders, Structures, ando&sses(Princeton, N.J.:
Princeton University Press, c1988): 4.

13 The following three models, namely the totalitaismm model, authoritarianism model, and
pluralism model, are often considered as the moddls political system rather than
decision-making. However, as the decision-makiracess is actually determined by the structure
of the political system, it is hard to separatenthdistinctively. In this study, | use these models
describe the paradigms of China’s decision-making.



Totalitarianism Model

The best description of such a model can be trhee# to the 1950s, when Carl
Friedrich and Zbigniew Brzezinski put forward thencept* They later
summarized six common features of totalitarianadaships, which consist of “a
totalistic ideology, a single party committed talswan ideology and typically led
by one man, a terroristic police, a communicationenopoly, a weapons
monopoly, and a centrally directed econoriy.As some features characterizing
totalitarianism may also be found under other pmalitsystems, some scholars
called for a distinction between totalitarianismdatotalitarian elements in a
political system'® It is a meaningful academic attempt. Neverthelabg
differentiation cannot be overemphasized. When iagplo policy-making, as
long as the totalitarian features dominate the tipali system, it is still
characterized as totalitarianistn Scholars supporting this model hold the view
that the scope of the power of local governmentstrstly determined by how
much power the central government wants to shatk Wi In their view, the
foreign policy making process is totally under tparview of the central
government while local governments almost have ingtito do with it. This
model applied perfectly during Mao’s era, when airall policies were made by
major leaders especially Mao himself, while bureacies and local governments
only played a role as his agents (See Figure B2)Doak Barnett pointed out

earlier, the system was “designed to penetrate paiticize every segment of

14 See Carl J. Friedrich and Zbigniew K. Brzezinsikytalitarian Dictatorship and Autocracy
(Cambridge, Massachusetts: Harvard University P35S6).

15 Carl J. Friedrich and Zbigniew K. Brzezinsik®2d., revised by Carl J. Friedrichotalitarian
Dictatorship and AutocracyCambridge, Massachusetts: Harvard University 1E365): 126.

16 See Barrington MoorePolitical Power and Social Theor¢Cambridge: Harvard University
Press, 1958).

17 See Juan J. LinZotalitarian and Authoritarian Regiméoulder & London: Lynne Rienner
Publishers, 2000).
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society, at all levels, in a way that would enable regime to plan and control all
social activities.*®* The main reason why such a model is applicabaged on
the revolutionary experience of Mao. His charismd eredibility had been firmly
built up due to his whole-hearted devotion and mieent ability to lead the
Chinese people out of an abyss of suffering taghbnew future. As the primary
leader in the founding of the People’s Republi€bina (PRC), his position was

unchallenged.

Top Leaders

Tog-Down

Bureaucracies
(Central & Local)

Figure 1-2: Totalitarianism Model

Obviously, this model emphasizes too much on thesrof top officials and
the central government. Today, local governmergspéalying an increasing role
in the foreign policy making process, especiallythe foreign economic policy
making process, which is a less sensitive area adicymaking. Moreover,
concerning the issue of policy implementation, dicggocannot be carried out
without the active participation and involvemeniafal governments. Since each
local government has its own interests and theee sill spaces for local
governments to potentially maneuver, they may etkemir possible influences to
affect the policy making process in the first plarel may act according to their

highest interests. Thus, a new model is neededshndan better take into account

18 A. Doak Barnett, “Values and Institutions in Csig&iChapter 1, in A. Doak Barnettincertain
Passage: China’s Transition to the Post-Mao Evdashington, D. C.: The Brookings Institution,
1974): 2.
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the new inputs of the foreign economic policy makprocess under the new

transformation of China’s foreign policy making.

Authoritarianism Model

As pointed out by Peter Calvert, the word “auttesi#n” describes more
traditional dictatorships. The beliefs that underpiuch systems include the belief
“in the transcendental importance of the princfl@uthority; an emphasis on the
exclusive use of political power, unfettered byidigal restraint or civil liberties;
and a tendency to excuse the excesses either itdagyldecision-making or of
despotic methods of political and social contrdl.ln an authoritarian system,
political power is concentrated in a small grouptayd-leaders. Such a model is
different from a totalitarian model in that it tod¢es and leaves a certain space for
pluralist actors to exert their influences on tldiqy-making process. Moreover,
the authoritarian governments exercise their powiénin relatively predictable
limits.

Although the question of China’'s system being tiamsed from
totalitarianism to authoritarianism is still undgiscussiorf° it is certain that the
totalitarian model no longer applies to the currpoticy-making situation in
China. What makes the authoritarian model distirectiom the totalitarian model
is that local governments are increasingly expasedcentives from the top-level
rather than being merely dictated to from abovesides top-down orders, local
governments and bureaucracies now enjoy more ampand are able to bargain

with the central government, as shown in Figureldefdw.

19 peter Calvert, “Authoritarianism,” Chapter 7, iridilael Foley, ed.ldeas That Shape Politics
(Manchester and New York: Manchester UniversitysBrd994): 62.

% For example, in his work, Guo Sujian argued thet fundamental features of totalitarianism
have remained unchanged in post-Mao China althoQbma had experienced considerable
guantitative changes. See Sujian GRost-Mao China: From Totalitarianism to Authoritariism?
(London: Praeger, 2000).
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Top Leadership

Top-Down Bargaining

Bureaucracies
(Central & Local)

Figure 1-3: Authoritarianism Model

Scholars subscribing to this model are too numetoumention, but they
include Harry Harding, Kenneth Lieberthal, and reng Zhao, just to name a
few. Harding named the model of China’s policy fatation as “consultative
authoritarianism®' In 1992, Lieberthal and Oksenberg labeled it aagthented
authoritarianism?* The fragmented authoritarianism model assertsthatocal
level of the Chinese political system is actualisaymented and disjointed” and
“the fragmentation is structurally based and hanlenhanced by reform policies
regarding procedures.” They emphasized the concéptbargaining” and
“reciprocity.” According to Lieberthal, the fragmtex authoritarianism increased
the chances of bargaining by the lower level buresties®® However, as
realized by Lieberthal himself, this model has bgeaastioned by the authors of

the major works that once contributed to this mottekheir view, this model is

2l See Harry HardingQrganizing China: The Problem of Bureaucracy, 19496 (Stanford:
Stanford University Press, 1981); See also Harrydidg, China’s Second Revolution: Reform
After Mao(Washington, D.C.: Brookings Institution, 1987).

22 See Kenneth G. Lieberthal and David M. Lamptors. d8ureaucracy, Politics, and Decision
Making in Post-Mao ChingBerkeley: University of California Press, 1992).

% Kenneth G. Lieberthal, “Introduction,” in Kenne@ Lieberthal and David M. Lampton, eds.,
Bureaucracy, Politics, and Decision Making in P&&o China (Berkeley: University of
California Press, 1992): 8-9; See also Kenneth @bdrthal and Michel Oksenberolicy
Making in China: Leaders, Structures, and Procegfesiceton, N.J.: Princeton University Press,
€1988).
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more applicable to economic decision-makifign the same year, Quansheng
Zhao brought up the concept of describing the Glanreign policy making
process as from “vertical authoritarianism” to “izontal authoritarianism?® By
“vertical authoritarianism” he refers to a parambobueader dominating the
policy-making process, while “horizontal authongmism” means a
policy-making process that is “essentially autrasrén and highly centralized but
with several power centers at the top level reprisg and coordinating various
interests and opinion$® Since horizontal authoritarianism is less persagell
and more institutionalized, it is more likely toveééop into a more pluralistic
policy-making system’ Later Suisheng Zhao and Carol Lee Hamrin further
borrowed the “bureaucratic authoritarianism” coricdppm Guillermo A.
O’Donnell in describing China’s policy-making paiguh.?®

Leadership succession has actually acceleratecchthages in the foreign
policy making model. As observed by Michel Oksegb&rwe consider Mao as a
totalitarian leader, Deng was an authoritafiarin Mao’s era, policy-making was

under his strict control. He has the final say limast all the policies, while in

% For Example, Andrew Walder argued, “The key chemstic of the municipal fiscal
environment is that of concentration of power rattiean of its fragmentation”. See Andrew G.
Walder, “Local Bargaining Relationships and Urbadustrial Finance,” Chapter 11, in Kenneth
G. Lieberthal and David M. Lampton, ed&ureaucracy, Politics, and Decision Making in
Post-Mao China(Berkeley: University of California Press, 1993)8-333. See also Kenneth G.
Lieberthal, “Introduction,” in Kenneth G. Lieberthand David M. Lampton, edsBureaucracy,
Politics, and Decision Making in Post-Mao Chi(Berkeley: University of California Press, 1992):
19.

% Quansheng Zhao, “Domestic Factors of Foreign RoliErom Vertical to Horizontal
Authoritarianism,” Annals of the Academy of Political and Social SméervVol.519, China’s
Foreign Relations (January, 1992): 158-175.

*® |pid., 161.

" bid.

% See Carol Lee Hamrin and Suisheng Zhao, “Intradogtin Carol Lee Hamrin and Suisheng
Zhao, edsDecision-Making in Deng’s China: Perspectives fromiders(Armonk: M. E. Sharpe,
1995): xxi-xlviii; and Guillermo A. O’'DonnellModernization and Bureaucratic-Authoritarianism:
Studies in South American Politi¢Berkeley: Institute of International Studies, Usisity of
California, 1979).

2 Michel Oksenberg, “Economic Policy-Making in ChirBummer 1981, The China Quarterly
N0.90 (June, 1982): 170.
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Deng’s era, although he was still held in high rdgdis personal power was
limited. Under the third and fourth generation eédership led by Jiang Zemin
and Hu Jintao, the power of the paramount leadassbleen further reduced since
both lack the revolutionary credentials. “Persormaithority” is no longer
applicable on them. What has replaced personaloatyhis “institutional
authority,” which Suisheng Zhao defined as “a meafscontrolling and
mobilizing material resources through the bureaictzargaining process® In
other words, top leaders are not able to enjoy gmals power over other
government officials due to historical changes &mel new situation that has
evolved. Their power is framed and legalized byrfak institutional arrangements.
In contrast to the old practice where local goveznta obey the imperative orders
issued by top officials, lower bureaucracies anthllagyovernment officials now
enjoy more freedom in the bargaining process.

With regard to the two seemingly contradictory angumts, we can refer to
two scholars who specialize in the field of Chinéseign policy making. On the
one hand, as pointed out by Doak Barnett, new awamng the Chinese foreign
policy making process diverted its system from li@@aanism where the
paramount leader has the final say to a “colleatieeision making” systefit. On
the other hand, new changes in Chinese foreigmypoliaking have confirmed the
model of “vertical authoritarianism,” instead ofditizontal authoritarianism.” The
essence of Barnett's insights is that the decisiaking process in China has

remained authoritarian in nature while it has reradi “highly centralized,

%0 Suisheng Zhao, “The Structure of Authority and Bien-Making: A Theoretical Framework,”
in Carol Lee Hamrin and Suisheng Zhao, eBec¢ision-Making in Deng’s China: Perspectives
from Insiders(/Armonk & London: M. E. Sharpe, 1995): 236.

3L A. Doak BarnettThe Making of Foreign Policy in China: StructuredaRrocess(Boulder:
Westview Press, 1985): 16.
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personalized and lacks institutionalizatidf.In fact, as discussed in detail in the
following chapters, these two arguments do not seardy contradict each other.
Since they both take into account the new changéisel Chinese foreign policy
making process, the solution is to figure out a meadel that can explain such

new changes.

Pluralism Model

“Pluralism” in the policy-making model means thaiffatent groups within
society exert influences on the policy-making pescePluralism can be divided
into two forms: bureaucratic pluralism and socidurglism. Bureaucratic
pluralism is inside-system pluralism, where bureatic interests are different and
bureaucracies lobby on the basis of their individagerests. In social pluralism,
there are also interest groups, but this model asiphs more on outside
government factors, such as enterprises. In thidystpluralism refers to social
system pluralism (See Figure 1-4). Neverthelegsethtill exists one fundamental
distinction between the pluralism in this study d@hd pluralism in democratic
countries.

Suisheng Zhao uses the two terms “individual plsmal and “institutional
pluralism” to differentiate China’s increasing mlism from the Western
pluralism® “Individual pluralism” is actually the decision-fiag mechanism of
the Chinese government, the so-called decisionmgaiy consensus or collective
decision-making. He borrowed the idea of “instag@l pluralism” from Jerry

Hough, which Hough used to explain the post-Stajistem in the Soviet Union,

32 Quansheng Zhao, “Domestic Factors of Foreign RoliErom Vertical to Horizontal
Authoritarianism”, Annals of the Academy of Political and Social SméerV/ol.519, China’s
Foreign Relations (January, 1992): 158-175.

% Suisheng Zhao, “The Structure of Authority and Bien-Making: A Theoretical Framework”,
in Carol Lee Hamrin and Suisheng Zhao, eB&¢ision-Making in Deng’s China: Perspectives
from Insiders(/Armonk & London: M. E. Sharpe, 1995): 241.
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to describe the functional division of authoriti&s.In fact, to name it
“institutional pluralism” is misleading to some ert. In China, different
institutions carry different responsibilities artu$ have different powers. It is
hard to use the word pluralism to describe the poskstribution among the
complex bureaucracies. In my view, pluralism in deratic countries is more
institutionalized, and thus more “unlimited,” whasethe pluralism in China is
actually a much-limited form of pluralisit. “Limited pluralism” can be

considered as one characteristic of authoritamanihis is the main reason why |
still include authoritarianism in the new modelttham about to propose without
including the word “pluralism.” This study arguebat the Chinese foreign
economic policy model comprises some elements dhoatarianism and of

pluralism?3®

Top-Leadership

igop—Down

Policy-Making

Inputs ‘ Inputs

Central
Bureaucracies
TLocal
Bureaucracies
Society

Figure 1-4: Pluralism Model

Notes: Society here refers to academics, enterpresed etc.

3 Jerry F. HoughThe Soviet Union and Social Science Thg@gmbridge: Harvard University
Press, 1977): 22.

% Juan J. Linz,Totalitarian and Authoritarian Regiméboulder & London: Lynne Rienner
Publishers, 2000): 161.

% Eviderce of his can be gleaned from China’s policy of lettingtegprises “go-out” As is
well-known, the power of the central government tiesreased, and under its authorization, local
governments can now contact and sign contractsfaiigign countries directly.

17



Scholars who tend to adopt the pluralism model aripat since the death of
Mao Zedong, especially after the reform and openingolicy in 1978 that led to
radical changes in China, it is no longer accutateontinue to just regard the
state as a mere policy maker and actor in inteynati sphere. Under such
circumstances, some works analyze the influencsoofal forces over China’s
foreign policy making process.

In a special issue oChina Quarterly many scholars discussed the role of
think tanks, research institutes and organizatiorghina’s foreign policy making
process. As argued by Bonnie Glaser and Phillim8exs, since Chinese foreign
policies tend to be more pragmatic and its poli@king process tends to be more
bureaucratic, the opportunities for China’s civiligesearch institutes to affect
foreign policy have increased. Beijing now takemare active attitude and is
enthusiastically involved itself in the internattdncommunity. The complex
international environment has created increasedaddrfor research and analysis
to aid Chinese leaders in making informed decisiGAsmore pluralistic and
competitive policy environment has given analystsd ahink tanks more

38 At the end of their article, Glaser and Saundisted four types of

influence.
policy influences of the civilian research instgsit they are “positional influence
based on where an analyst works in the bureaucexpgrtise influence based on
the analyst’'s expert knowledge; personal infludmased on the analyst’s personal

connections with policy makers; and experientifllience based on the analyst’s

37 yufan Hao and Lin SuChina’s Foreign Policy Making: Societal Force antli@ese American
Policy (Hampshire & Burlingtog: Ashgate, 2005). For samilworks refer to David Shambaugh,
“China’s International Relations Think Tanks: Evioly Structure and ProcessThe China
Quarterly, Vol.171 (September, 2002): 575-596; Bates Gill alames Mulvenon, “Chinese
Military-Related Think Tanks and Research Insting”, The China Quarterly Vol.171
(September, 2002): 617-624 and Barry Naughton, ri€ki Economic Think Tanks: Their
Changing Role in the 1990sThe China QuarterlyVol.171 (September, 2002): 625-635.

% Bonnie S. Glaser and Phillip C. Saunders, “Chir@is#lian Foreign Policy Research Institutes:
Evolving Roles and Increasing Influencélhe China QuarterlyVol. 171 (September, 2002):
597-616.
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career history and personal experienteCorrespondingly, Quansheng Zhao
generalized seven channels at work between thaatemtd periphery when
defining Chinese foreign policy, such as consutatiwith policy makers, internal
reports via government channels, conference andicppblicy debates, policy
NGOs, outside-system discussions, overseas schalals highly specialized
professional communities. “The Center,” he defiresl including key policy
making individuals and organizations in the partg ¢he government, while “the
Periphery” is defined as including the news medisdyersities, and think tanKs.
In another newly published work that focuses on gheietal force in China’s
foreign policy making, the role of Chinese elitasd media sources such as the
Internet are discussed in various articles compilétin it.** Quansheng Zhao
proposed an analogy on the future directions ofale of social forces in foreign
policy making, i.e., positioning its role as theagg half-filled with water, for
which “the glass is half full in that there has mea noticeably increasing
influence of intellectuals and think tanks in fgeipolicy communities; the glass
is half empty in that there are still limitations terms of policy inputs® This
may be considered an insightful description ofghesent role of intellectuals and
think tanks in China.

It has already been widely accepted that Chinarsiga policy-making is
becoming more pragmatic and professional by tagim@oard more insights from

various sources. However, in the case of foreigmemic policy-making, which

% Ibid., 608.

0 Quansheng Zhao, “Impact of Intellectuals and Thifdnks on Chinese Foreign Policy,”
Chapter 6, in Yufan Hao and Lin SOhina’s Foreign Policy Making: Societal Force antliese
American PolicyHampshire & Burlingtog: Ashgate, 2005): 123-138.

*l See Yufan Hao and Lin SiGhina’s Foreign Policy Making: Societal Force andi@ese
American PolicyHampshire & Burlington: Ashgate, 2005).

2 Quansheng Zhao, “Impact of Intellectuals and Thifdnks on Chinese Foreign Policy,”
Chapter 6, in Hao & Su, op. cit. p.135.
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was once considered as one of the most applicedbis fdue to its less sensitivity,

the real role that is being played by the societyds further elaboration.

Review of Approaches on Policy | mplementation
The most widely accepted definition of implememativas formulated by Daniel

Mazmanian and Paul Sabatier. They state,

Implementation is the carrying out of a basic pplidecision, usually

incorporated in a statute but which can also take form of important

executive orders or court decision. ldeally, thacidion identifies the
problem(s) to be addressed, stipulates the obg@&)vo be pursued, and in
a variety of ways, “structures” the implementatiprocess.

The process normally runs through a number of stalgeginning with

passage of the basic stature, followed by the pdidputs (decisions) of the
implementing agencies, the compliance of targetigsowith those decision,
the actual impacts- both intended and unintendedthose outputs, the
perceived impacts of agency decision, and finathportant revisions (or

attempted revisions) in the basic statfite.

In brief, as one stage of the policy making procesdéicy implementation is
actually a process to answer that once a policybleeh made, how shall it be
carried out and whether it has been completely effettively implemented or
not.

One method to classify policy implementation preceswhether a policy is
conducted by a top-down approach or a bottom-upoagp. The former is
centered on a hierarchical system, under whiclpdttiey is formed by the central

government and performed by local governméfitsSome argue that the

“3 Daniel A. Mazmanian and Paul A. Sabatienplementation and Public Polig@lenview, IIl.:
Scott, Foresman, 1983): 20-21.

* For further works on top-down approach of polimplementation see: Pressman Jeffrey L. and
Aaron Wildavsky, “Implementation,” (1973) in Jay Mhafritz, Albert C. HydeClassics of
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successful implementation of a policy depends orersé factors, such as the
availability of resources, the nature of the poliepd the administrative
structure® The latter approach focuses more on the diffefectors that have
direct influence on the result of the implementafid Obviously, the definition of
implementation by Daniel Mazmanian and Paul Sabaise a top-down
perspective. If we take the view from bottom-upe tlefinition by Andrew
Dunsire is most concise and vivid. He defined it“psagmatization.*” Any
ready-made policy shall have some space of flawgibwhen it is being carried out.
Therefore, policy implementation is considered atlaer possible interest
distribution process, during which the concernedigs exert their efforts to
bargain for their own advantages. In this studyicgamplementation refers to
local government carrying out the policies madeh®y central government. Two
implications of this definition shall be noted heFerst, policy implementation in
this study is a process in which local governmemes major actors. Second, it
emphasizes the interactive relationship betweercéinéral government and local
governments.

Mazmanian and Sabatier pointed out three persmsctto study policy
implementation: the center, the periphery and énget group&® Nevertheless, it

is hard to separate the three actors distinctidigg. Ho Chung illustrated a “triple

Public Administration3 ed. (Pacific Grove, Calif.: Brooks/Cole Pub. Ct992): 406-410; and
Daniel A. Mazmanian and Paul A. Sabatienplementation and Public Polic§Glenview, Ill.:
Scott, Foresman, 1983).

% For further information on the application of ttup-down approach, see Jeffrey L. Pressmen
and Aaron WildavskyiHow Great Expectations in Washington Are Dashe@akland(California:
University of California Press, 1973); related angunts see Marcus Powell, Chapter 1, “Policy
Implementation,” inAn Analysis of Policy Implementation in the ThirdrWef (Aldershot: Ashgate,
1999): 1-20.

“ For further works concerning the bottom-up apphoat policy implementation see: Michael
Lipsky, Street-Level Bureaucracy: Dilemmas of the IndividimPublic ServiceyNew York:
Russell Sage, 1980) and Benny Hjern and D. O. Rdttaplementing Structures: A New Unit of
Administrative Analysis,’'Organization Studigs/ol.2, No.3 (1981): 211-227.

7 Andrew Dunsire|mplementation in a Bureaucra¢@xford: Martin Roberson, 1978): 178.

“8 Daniel A. Mazmanian and Paul A. Sabatinplementation and Public Polic{Glenview,
lllinois: Scott, Foresman and Company, 1983): 12.
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mix” typology as the pattern of local policy implentation, which oscillates
between the two extreme situations, i.e. completenpdiance and total
non-compliance. The three forms of local policy lempentation he referred to

"9 Just as the

were the forms of “pioneering,” “bandwagoning” aftrdsisting.
name implies, pioneering means performing aheadtbérs; bandwagoning
means Kkeeping at a moderate performing speed, whahasting means
unwillingness to follow-up with the policy of thewtral government. His division
method of policy implementation is quite reasonadte inclusive. However, it
focuses more on the attitudes of local governmentshe policies made by the
central government by neglecting a major actor etipselated to the policy
implementation process, that is, the central gavenmnt.

Giandomenico Majone and Aaron Wildavsky held theaithat a justification
of policy was needed. In their view, when a pohegs implemented, it ought to
be changed due to either the interaction amongsaaoas a response to new
circumstances. Implementation in their opinion wasfact an evolutionary
process of the ready-made polffyTheir idea was novel by considering the
policy implementation as a dynamic process. Nee&ts, they neglected one of
the most important aspects of the policy implenmtgona that is, the interaction
between policy implementer and policy formulatoreitNer top-down nor
bottom-up approach is inclusive enough to be agpire this study. Like the
approach adopted in this study on the policy foatiah process, an interactive

approach is also more suitable when discussing phecess of policy

49 Jae Ho Chung, “Introduction,” in Chun@entral Control and Local Discretion in China:
Leadership and Implementation during Post-Mao Diectivization (Oxford: Oxford University
Press, 2000): 6-8.

0 Giandomenico Majone and Aaron Wildavsky, “Implenagion as Evolution,” in Jeffrey I.
Pressman and Aaron Wildavsky, edmplementation(Berkeley: University of California, 1984):
163-180.
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implementation. The interactive approach or adaptapproach was first
supported by Eugene BardathThis approach emphasizes adjustments made to
policy during the implementation process and theous strategies adopted by
the implementers.

Literature on policy implementation is concernedsthowith the congruence
or incongruence between policy intention and theiacoutcome, and focuses
either on the different stages or the difficultiescountered during the policy
implementation proces$. However, due to the level of sensitivity in China,
scholarly works on China’s policy implementatiorogess are few. As discussed
by David Lampton, it is actually hard to define segs and failure depending on
the level of congruence between intention and on&omainly for three reasons:
first, it depends on the analyst’s standpointspsd¢ unintended consequences
produced by the interaction among policies and gualflicts within policies,
come along together with the original intentiotsrd, there exists the problem of
a “hidden agenda,” which means the principal objectof policy remains
unspokerr® Therefore, this study will also take the procetiuapproach by
focusing on the policy implementation process tscdss whether the central
government’s idea or policy is strictly implement@dnot. Interactive behaviors

such as bargaining and reciprocity are here ta stay

*1 See Eugene BardacHhe Implementation Gan{€ambridge, Mass.: MIT Press, 1977).

2 For more information, see Helen Ingram, “Policyplementation through BargainingPublic
Policy, Vol.25, No.4 (Autumn, 1977): 499-526; see alsob&b T. Nakamura and Frank
Smallwood, The Politics of Policy ImplementatiofNew York: St. Martin’s Press, 1980) and
Randall Ripley and Grace FrankliBureaucracy and Policy Implementatitdiomewood: Dorsey
Press, 1982).

3 David M. Lampton, “The Implementation Problem iasBMao China,” Chapter 1 in David M.
Lampton, ed.Policy Implementation in Post-Mao ChiifBerkeley: University of California Press,
1987): 5-7, and 13.
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Integrating Policy Formulation and Implementation: The Perspective of
Dynamic Authoritarianism

The existing literature on policy formulation anthglementation has three
common limitations. First, rarely has any literatutouched on the foreign
economic policy making process despite the fadt litexature on foreign policy
formulation is not hard to find. In other wordsgetlexiting literature mainly
focuses on a discussion of the foreign policy mgkpmocess by granting no
specific attention to the foreign economic polickimg process. Although the
foreign economic policy making process and theifprgoolicy making process
cannot be fully separated from each other, foreigpnomic policy making is still
different from foreign policy making in terms of thothe organizations involved,
as well as the power distribution structure betwedka central and local
governments. Second, the policy implementation ggechas also been largely
neglected. However, the fact is that the policy lempentation process makes
more sense in terms of foreign economic policieChina. It is the area of
policymaking that local governments are able ty piere roles. On the one hand,
the overall government policy is always very gehef@uring the policy
implementation process, such policies will be mgpecified. On the other hand,
the actual policies local governments are implemgntay have been modified
within certain permissible limits.

David Lampton’s workPolicy Implementation in Post-Mao Chinahile not
on foreign policy implementation, is still relevaat a general discussion on
policy implementation>* He generalizes the value of the implementation

approach by arguing that this approach “movesdel lof analysis downward by

> See David M. Lampton, edPolicy Implementation in Post-Mao Chir{Berkeley: University
of California Press, 1987).
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viewing central politics in its interactive relatiship with the multitude of
subordinate functional and territorial entitied;also “disaggregates ‘the Center,’
making it clear that central authority in the na#b capital is itself highly
fragmented® Peter Cheung and James Tang concluded that althtbegpower
of foreign policy making is still dominated by theentral government, “the
expansion of provincial foreign affairs, driven bgmpeting economic interests
and diverse strategic considerations, is alreadkimgaan impact on the
international behavior of Chind® Similarly, in their famous work on public
policy implementation, Michael Hill and Peter Hupd#ivided the policy
implementation paradigm into three phases: the afeinterventionism
(1930-1980); market and corporate government (1880s1990s) and the age of
pragmatism (from the 1990s to the preséhtThe paradigm shifts of China’s
policy implementation are quite similar to thissddication, especially by taking
the present stage as the pragmatic one. Local ganits are not independent
actors at all in the foreign economic policy demismaking process in China’s
case. This is different from Panayotos Soldatosctusion of taking sub-national
governments as foreign policy actd?sHowever, the autonomy and space of
local governments in Chinese foreign economic polimplementation has
unquestionably increased. A popular Chinese sayélgs to illustrate why more

attention is needed to focus more on the policyléementation process: “the order

> David M. Lampton, “The Implementation Problem iosBMao China,” Chapter 1, in David M.
Lampton, ed.Policy Implementation in Post-Mao ChiifBerkeley: University of California Press,
1987): 4.

% peter T. Y. Cheung and James T. H. Tang, “TherBateRelations of China’s Provinces,”
Chapter 4, in David M. Lampton, ed:he Making of Chinese Foreign and Security Policyhie
Era of Reform, 1978-200tanford: Stanford University Press, 2001): 120.

" Michael J. Hill and Peter Hupe, “The Rise and Declof the Policy-Implementation
Paradigm,” Chapter 5, in Michael J. Hill and Petdupe, Implementing Public Policy:
Governance in Theory and in Practifleondon: Sage, 2002): 85-115.

8 panayotos Soldatos, “An Explanatory Framework fioe Study of Federated States as
Foreign-Policy Actors”Federalism and International Relations: the RoleSofb-National Units
(Oxford: Clarendon, 1990): 35.

25



cannot go beyon@hongnanhai(the headquarters of the CCP and the Chinese
central government)”zhengling buchu zhongnanhand “even though specific
policies are made by the top, the bottom is alwalyle to produce their own
counterstrategies’shangyou zhengce xiayou dyicéherefore, more emphasis on
the policy implementation process serves as “a mindn Chinese politics>®

Third and more importantly, the existing modelsrdui consider the policy
formulation and the policy implementation processssone. In fact, policy
implementation is a continuation of policy formudat. As argued by Michael Hill,
policy formulation and implementation are not separ During the stage of
policy implementation, policy making still contims® Policymaking is actually
left to those involved in the planning and implettagion stage&' Even in the
1970s, Fritz Scharpf had already pointed out th@frocess of policy formulation
and implementation “are inevitably the result denactions among a plurality of
separate actors with separate interests, goalsstategies® The distinction
between policy formulation and implementation isirkdd mainly due to the
following two reasons, as argued by Donald Calistae is the overwhelming
evidence of the significance of implementation &tedmining policy outcomes,
and the other is the realization that implementatiodependently affects

formation.”®®

%% David M. Lampton, “The Implementation Problem iosBMao China,” Chapter 1, in David M.
Lampton, ed.Policy Implementation in Post-Mao ChiifBerkeley: University of California Press,
1987): 4.

0 Michael J. Hill and Peter Hupe, “Introduction,” &ter 1, in Michael J. Hill and Peter Hupe,
Implementing Public Policy: Governance in Theory am Practice(London: Sage, 2002): 8.

®1 See Michael J. HillThe Policy Process in the Modern Sta88 ed. (New York: Prentice Hall,
1997).

82 Fritz W. Scharpf, “Inter-organizational Policy Stes: Issues, Concepts and Perspectives,” in
Kenneth I. Hanf and Fritz W. Scharpf, edmfer-organizational Policy Making: Limits to
Coordination and Central ContrdlL.ondon: Sage, 1978): 347.

% Donald J. Calista, “Policy Implementation,” Chape in Stuart S. Nagel, edEncyclopedia of
Policy Studies2™ ed. (New York: Marcel Dekker, 1994): 130. Similéews calling for synthesis
of the two approaches, also see Paul A. Sabafiep-town and Bottom-up Approaches to
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This is true in China’s case, where the state fanstas the policy-maker of
general policies and rules which are the principdesl disciplines of local
governments. Nevertheless, while local governmdniplement the central
government’s policies, they have to make adjustmectordingly to meet the
new situations and challenges. Thus, more intenactetween the central
government and local governments comes along.drptbcess of the interaction
between the two-level governments, the originalgyolill be modified or new
supplementary policies will be made. Therefore jgyolmplementation can be
considered as a part of policy making. There ouglite one perspective that can
include the two processes.

Two puzzles arise when mulling over a suitable rhdflat incorporates
China’s foreign economic policy-making and impletagion. First is “national
interests vs. local interests.” The foreign ecoromhécision-making process is
based on national interests, while policy impleragah depends on the local
governments’ own efforts on the basis of their gmematural and social
conditions. Second, since China is a big countrys ihard to define a specific
policy that applies to all provinces. Thus, the oset puzzle is “losers vs.
winners,” which means some provinces will gain mooenpared to others. Thus,
what is the trade-off between the central goverrinad local governments?
Furthermaore, what is the trade-off between lo@legnments themselves? In
one word, there might be a conflict of interestéMeen the state and provinces,
and among provinces under certain policies. Sonestirthe central government

of China has to keep a balance between the relgties and losses of local

Implementation Research: A Critical Analysis andy@sted Synthesidpurnal of Public Policy
Vol.6, No.1 (January, 1986): 21-48.
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governments and exerts efforts in the redistribubb gains and losses. The new
perspective shall take into account these abovel@gsiand questions that follow.
Although local government can play a part in polipstification and
implementation, in my view, it is still too earlyo tdescribe the current
policy-making process as pluralistic. Civil socieand other powers that can be
described as one “pillar” of policy-making are Istit the nascent stage. Thus,
what is China’s mechanism of foreign economic pehtaking now? | labeled
China’s foreign economic policy formulation and ieypentation mechanism by
considering central-local relations as “dynamic hautarianism.” This
perspective is hybrid of the second and third mételve discussed earli&t. It is
similar to what Robert Scalapino advocates, thathis pattern of “authoritarian
pluralism” by “keeping a rein on political rightgtyenabling initiatives to operate
in such areas as enterprise and religfdnErom this perspective, some aspects of
foreign policy-making are coercive while some otparts have bargaining power.
Bureaucracies both at the central and local lesel@ll as society are all able to
provide inputs to the policy making process (Segufé 1-5). Obviously, this
perspective admits in the first place that Chirfeseign economic policy making
is still authoritarian in nature, which will be pen by the case studies in the
following chapters. Nevertheless, a more importaaison to name it “dynamic
authoritarianism” is to indicate my emphasis ors théw perspective, that is, the
dynamic characteristics of policy-making and remgkiprocedures. The

policy-making process refers to the policy formigat period, whereas the

® For works on neo-authoritarianism see Barry Sanmim&Sirens of the Strongman:
Neo-Authoritarianism in Recent Chinese Politicale®ty”, China Quarterly No.129 (March

1992): 72-102; and Elizabeth J. Perry, “China i®2Z:9An Experiment in Neo-Authoritarianism”,
Asian SurveyVol.33, No.1, A Survey of Asia in 1992: Part &(Lary, 1993): 12-21.

% Robert ScalapinoThe Politics of Development: Perspectives on Twé&mCentury Asia

(Cambridge: Harvard University Press, 1989): 127.
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policy-remaking process happens during the polmplémentation period. This
new perspective enables us to put the two procasseghe same explaining
model.

The new perspective | have proposed has two adyesmitaompared to the
existing models: first, it explains well the dynammature of both the policy
formulation and the policy implementation processChina. It is dynamic first
because more input is added to the policy-makingcgss. Contrary to the
totalitarian model and authoritarian model, bureacies at the central level and
the local level as well as society have all beccastve participants in the
policy-making process, either via the form of pglienitiative or policy
justification. It is dynamic because of the incragdanteraction between different
actors, such as the interaction between the topdetship and the central
bureaucracies, between central and local bureaesracand between
bureaucracies and society (See Figure 1-5). Iymawchic because before a policy
initiative is finalized into policy, it often undgoes a policy justification process,
where interaction is a common phenomenon. It is digamic because when a
policy is made, it is not static and will underggalicy-remaking process. This
refers to the policy implementation process. Ingbkcy implementation process,
new initiatives and modifications for the originablicy will be made in most
cases.

Second, it distinguishes from the previous modelscbmbining the two
processes of policy formulation and policy impletadion into a synthetic one,
thus keeping them as a whole. As mentioned earhe€hina’s case, two-level
games do not apply. Domestic constraints are ngboagerful to the Chinese

decision makers compared to western democratictaesanBesides this, different
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interest groups, referring to different provinceshis case, have more autonomy
in policy implementation than policy formulationmpared with the west. This
new perspective can analyze not only the foreigonemic decision-making
process, but also the policy implementation pracésem this perspective, a
top-down approach comprises the key characterigifcshe Chinese foreign
economic policy formulation process, while bargagnis the key aspect of the
process of policy implementation. Neverthelessegrdating the processes of
policy formulation and policy implementation is ntite sole intention of the
author. Such an effort would be an attempt to etttedtention on the policy

implementation process from the bureaucracies #sawé&om academia.

Top Leadership

Top Down

Inputs

q\"‘é\)\

Bureaucracy at the
Central Level

Inputs

Top Down
&

Bargaining

Inputs

Local Governments

Society

Figure 1-5: Dynamic Authoritarianism Perspective

lll. Research Design: Research Questions and MetHologies

In the study of China’s foreign economic policy-nmak process and the policy
making towards ASEAN in the China-ASEAN Free Tradgeement (CAFTA)
case, two groups of questions have been raisedattampt to answer these

guestions is the initial motivation of this resémarc
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Group 1: This group of questions is used to generalizeptibeess of foreign
economic policy-making. Such questions include: YWhkathe relation between
policy-making and policy justification in China? Wado local governments and
the central government interact with each othemduthe policy implementation
process? What is the Chinese foreign economic\patigking model?

Group 2: The second group of research questions concernsaGhpolicy
initiative towards ASEAN in terms of the CAFTA. Theajor questions in this
group include: where did the concept of the CAFT&ioate? Was it the fact that
Chinese former Premier Zhu Rongji brought it ugtfithen mobilized research
power to justify this concept? Was political leastep the decisive factor that
paved the way to the CAFTA? Did local governmeriblp for the CAFTA?
Before Zhu brought up the idea, has any researeh ene on the CAFTA? Did
think tanks do research? After the initiative, whdit the think tanks or
researchers do? Were there any policy justificatmd deliberations? Moreover,
what are the tangible economic benefits, and treegfic and political agendas
behind China’s current efforts to promote the CARPTWhy did China spend so
much time and take such an active attitude towdrd<CAFTA? Why did China
choose ASEAN to develop the CAFTA with?

Since the influence of international constraintshe same as the model of
two-level games, this study will focus on “the datie front.” This study will
decode the black box of the Chinese foreign ecoagmoiicy-making process
from the angle of central-local government relasioifhe implementation of
foreign economic policy by local governments wi@be discussed. In doing so,
it will first explain whether local governments leagained more roles in the

foreign policy-making process, especially foreigtomomic policy process, and
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the underlying reasons behind it. Afterwards, thelg will explain how local
governments deal with the central government’s awlma@n them concerning the
policy implementation process. To be more specifie,aims of this research are
from the following three aspects: the first is tadarstand Chinese foreign
policymaking and reconfigure the domestic factofBhe second is to
systematically evaluate the influence of domestarses on the process of
foreign economic policy making in China. The thisdto differentiate as well as
synthesize policy formulation and policy implemditia, and to identify the
differences and compatibilities between them in ¢hse of the CAFTA. Three

major hypotheses will be tested and are as follows:

Hypothesis One:More inputs have been added into China’s policymgki
process now, such as bureaucracies at both thealesmd local levels, and the
academia. Nevertheless, China’s foreign economicymaking process is still

dominated by the central government.

Hypothesis Two: Policy justification has become an integral partpiulicy
formulation. Although the academia is not activelgrticipating in initiating
policies, they are usually indispensable in dewvlgppolicy initiatives into

government policies.

Hypothesis Three:While local governments do not have an importagtisa
the decision-making process, they have more autpnehen it comes to the
process of policy implementation. There is incnegsinteraction between the

central and local governments during the policy lenpentation process.
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Starting with a review of Robert Putnam’s two-legaimes and a critique of
his theory, the study is mainly based on the cdd4be0 CAFTA to illustrate the
processes of Chinese foreign economic policy foatmh and implementation.
When analyzing China’s foreign policy, Quansheng@hdopted a new approach
of the micro-macro linkage model, where he empleasithe channels and
mechanisms connecting a wide variety of factordiff¢rent levels, such factors
include system, structure, institutions and deaisitakers? It is a rather broad
approach concerning Chinese foreign policy. Inngyito understand foreign
policy making, political scientists often take taralternative levels of analysis:
system-level, domestic-level and cognitive level.nhost cases, cognitive level
can be categorized into domestic-level analysis,chivhis in contrast to
system-level. Kenneth Waltz described system-lenallysis as studied from the
“outside-in,” while domestic-level analysis from eth“inside-out.”®” Both
methodologies have their attractions. Howeverednss insufficient to use either
of them. Thus, in this study, two levels of anaysire applied, with more
emphasis on the vital role played by the domesittofs in channeling the
formation and direction of the FTA.

Diplomacy is geared to serve domestic prioritiegaifist this backdrop, the
role of China's foreign policy is to create a falue international environment
within which these domestic priorities can be nvghile most scholars focus on
the international-level approach to analyze Chinadéicy transformation from
economic bilateralism to multilateralism, more feesa on the influence of its

internal level will be necessary and important.sTétiudy explains and interprets

% See Quansheng Zhadnterpreting Chinese Foreign Policy: The Micro-MacrLinkage
Approach(Oxford and New York: Oxford University Press, £99

7 Kenneth N. WaltzTheory of International Politic§Reading, Mass.: Addison-Wesley, 1979):
63.
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the domestic impetus and motivations of China’sifgm economic policy changes
towards ASEAN and argues that the transition has akrved the country’s
overall national interests well. Here | will dissuthe policy making process of
China by focusing on different inputs, and how timal decision is made as a
result of balancing between different interests.atinakes my analysis different
is that instead of only discussing what the inpats, | will focus on how to
balance the interests of different inputs. Domefators will be considered as
independent variables to explain China’s economiccy towards ASEAN. This
study will take the approach of analyzing the dctpaocedures of the
policy-making process, i.e. the structural approashwell as the procedural
approach. It will focus more on the interactiveateins between the central and
local governments. Moreover, this study will trydonnect domestic politics with
international economic relations, which is diffardrom the present work on
central-local relations.

When designing this research, three prerequisitestqans need to be
addressed. First, why does this study focus offaiteggn economic policy making
process specifically? This question will be answene greater detail in the
following chapters. A brief clarification: the fagm policy making process,
especially those policies vital to the nationaénests of the country on the whole,
is still a completely centralized process. Therkttie space for inputs from other
actors to take a part in it. In contrast, in theefgn economic policy making
process, factors such as decentralization of poggeited from the market reform
of China and the comparatively more technical negments in dealing with
economic issues, have made the participation otilomureaucracies and local

governments in the policy making process more apple and necessary. It is
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undeniable that there are also new changes in linge€e foreign policy making
process, some of which have similar aspects to cthenges in the foreign
economic policy making process. However, they ass lobvious compared to
foreign economic policymaking, which is considerasl the making of “low
politics.”

The second question is: why take the CAFTA as #se study? First, trade is
the most critical feature of economic relationsthe Asian Pacific region. This
also applies in the case of China and ASEAN. Th&=TA was the first FTA
China signed with foreign countries. Moreover, @&FTA is more about policy
making than economic gaffi. According to Kenneth Lieberthal, there is far more
evidence of bargaining relationships in an econoohister than in any other
clusters in the decision making and policy impletatan proces8’ From this
case study, the roles of both the academia and ¢gmaernments in the policy
formulation and implementation processes can barlgleevealed. Second, the
initiative of the CAFTA is a major step of traneitiin China’s policy orientation
towards ASEAN. China has been adopting a policybitdteralism with the
ASEAN states until the 1990s. It was at the turrthef 28" century that China
switched to adopt a pro-active multilateralism pplitowards ASEAN. The
initiative of the CAFTA came into being under suahpolicy transformation
background. Third, the analysis of China’s motieati behind this policy
transformation reflects China’s foreign policy adition in general. China’s

foreign economic policy as well as overall foreigolicy is consistent. In

® This argument will be discussed further in théofeing chapters of the study.

% Kenneth G. Lieberthal, “Introduction,” in Kenneth Lieberthal and David M. Lampton, eds.,
Bureaucracy, Politics, and Decision Making in Pd&o China (Berkeley: University of
California Press, 1992): 17.
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analyzing the reasons for the establishment of @A&FTA, the strategic
considerations of China’s foreign policy can bedretinderstood.

Last but not least, the study makes additional rdautions to the existing
literature on the CAFTA. There is much literatureitign on globalization,
regionalization and free trade in recent years. dstall the countries around the
world today are related in some way to FTAs, peshaply with the exception of
Mongolia.”® According to the World Trade Report of the Worldade
Organization (WTO), up to July 2005, over 300 regiotrade agreements had
been notified to the WTO- With the sharp increase in FTAs since the 199@s an
with more of them being put into effect, FTAs haalso become a hot topic
among political scientists. Even though there iftaof controversy over the
formation of FTAs in the world, it is hard to corefgly disregard this global trend.
The CAFTA has been widely studied in many acadedgciplines since it was
first proposed by Chinese premier Zhu Rongji in RORumerous articles and
books on the CAFTA are readily available. Some hent concentrate on the
economic aspects while others examine the poliacal security considerations.
Economists tend to analyze the economic benefitt @sts by focusing on
whether the economies of China and ASEAN are coitiygebr complementary,
and whether China’s economic gains are at the esgpefthe ASEAN statées.
Giovanni Maggi applied a statistical model in thealgsis and suggested “a
multilateral approach is particularly important whtbere are strong imbalances in

bilateral trading relationships. Because there streng imbalances in bilateral

0 Utill now, both ASEAN and its member state haveeadly signed different FTAs with other
countries. The also applies to China.

™ Hong Kong WTO Ministerial 2005: Briefing Notes, tiBding blocks or stumbling blocks?”;
available online athttp://www.wto.org/english/thewto_e/minist _e/min@3brief e/brief09 e.htm
retrieved on August 4, 2007.

2 See John Wong and Sarah Chan, “China-ASEAN FresleTAgreements: Shaping Future
Economic Relations’Asian SurveyVol.43, No.3 (May/June, 2003): 507-526.
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trading relationships, forming multilateral instittns will be the rational choice
of the weak side concerning the ASEAN and China EPAWhen analyzing the
comparative advantage between the economies ofaChind ASEAN, some
scholars consider the possibility of product défetiation, wherein each product
category, goods could be differentiated accordinguality and brand (horizontal
specialization) or they could be further differamtéd into sub-parts and
components with differing factor intensities (veali specialization). As such,
even if any ASEAN country’s factor intensities happo broadly coincide with
the various regions in China, it can still develtsppown export market niche by
specializing in differentiated products.According to political scientists, the
economic rationale for the proposal of the Chin&EASI FTA is not evidenf®
They tend to focus more on the political and ségwonsiderations of China in
proposing the CAFTA® They have argued that economic relations towards
ASEAN depended on bilateral economic complemeigarias well as common

political and strategic interests, rather than esaten of purely economic gaff.

3 Giovanni Maggi, “The Role of Multilateral Instiions in International Trade Cooperation”,
The American Economic Revieviol.89, No.1 (March, 1999): 190-214.

" Ramkishen S. Rajan and Rahul Sen, “The New Wavé&Tofs in Asia: With Particular
Reference to ASEAN, China and India”, June 2004, ailagle online at:
http://www.economics.adelaide.edu.au/staff/rrajabfIRAJAN-SENFTATEXT .pdfretrieved on
October 10, 2005.

> See Markus Hund, “ASEAN Plus Three: Towards a Megge of Pan-East Asian Regionalist: A
Skeptic's Appraisal’, The Pacific ReviewVol.16, No.3 (September, 2003): 383-417; Fred
Herschede, “Trade Between China and ASEAN: The bthpd the Pacific Rim Era’Pacific
Affairs, Vol.64, No.2 (Summer, 1991): 179-193.

% See Lijun Sheng, “China-ASEAN Free Trade Area:gds, Developments and Strategic
Motivations”, ISEAS Working PapeiNo.1 (Singapore: Institute of Southeast Asia Btsd2003):
1-34.

" See Aileen S. P. Baviera, “The Political EcononfiyChina’s Relations with Southeast Asia,”
Chapter 6, in Ellen H. Palanca, e@hina’s Economic Growth and the ASEfNe Philippines:
Raintree, 2001): 229-267; see also Jianwei Wangir®s Multilateral Diplomacy in the New
Millennium,” Chapter 7, in Yong Deng and Fei-Lingahg, eds.China Rising: Power and
Motivation in Chinese Foreign PolicylLanham, Boulder, New York, Toronto and Oxford:
Rowman & Littlefield Publishers, 2005): 159-200.
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China’s strategy is to secure the leadership irr¢lgeon by way of soft power, i.e.
economic mean¥.

As such, the works of the CAFTA up until the prdserainly focus on the
economic, political or strategic gains of the twdes. Much curiosity has been
aroused in academia as well as among ordinary persancerning what the real
policy-making process is and how much input hasmbgigen by society. The
roles of social factors in the decision-making s are different on a
case-by-case basis. Nevertheless, under the nengetan the Chinese foreign
policy making process, there shall be some gempaadigms. Moreover, rarely
do scholars concentrate on the central-local intemas when they conduct studies
on the formulation and implementation of foreigmamic policy of China. This
study is different from existing literature thatopds either a “top-down” or
“bottom-up” approach; it will focus on the interawt process between the central
and local governments.

The third question that needs to be answered asraquisite is why Yunnan
Province and Guangxi Zhuang Autonomous Region welected as the cases in
explaining the interactive behaviors between thd@reéand local governments in
the building of the CAFTA. The two provinces welieked as case studies of the
CAFTA mainly because they share common borders Wyanmar, Laos and
Vietnam. They are the most exposed provinces th tie¢ benefits and costs of

the CAFTA implementation process. In addition, Ggx@arand Yunnan have the

8 See Denny Roy, “China and Southeast Asia: ASEANkddathe Best of the Inevitable”,
Asia-Pacific Center for Security Studid4ol.1, No.4 (November, 2002): 1-4; Daojiong ZKahe
Politics of China-ASEAN Economic Relations: Assagsthe Move towards a Free Trade Area,”
Chapter 12, in Kanishka Jayasuriya, @&5EAN Regional Governance: Crisis and Chafigew
York: Routledge, 2000): 232-253.
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strongest motivation for pushing into the ASEAN keir® Since their interests
are tightly linked to the agreement, they are nii@edy to exert their efforts in the
process of policy formulation, justification as Wweds implementation. In
consideration of the same reasons, the centralrgoent tends to draw more
input from them. Such an interactive regime andcgss attracted the author’s

attention and interests.

I\V. The Structure of the Study

Following a brief review and discussion on Chinasreign economic
policy-making model and based on a large numbentefviews conducted during
the year of 2006 and 2007, Chapter Two examinesaaatyzes the structure and
organs of Chinese foreign economic policy formwolatiand implementation
processes. These interviews were conducted in rgeijiGuangxi Zhuang
Autonomous Region and Yunnan Province from Septertiodovember 2006
and from January to March 2007. Three layers of @af@ementioned foreign
economic policymaking organs refer to the top lesltip nuclear circle at the first
layer, central and local bureaucracies at the sbéayer and think tanks at the
third one. An introduction and analysis of the eliént roles they play in China’s
decision-making and policy implementation processed enable us to
understand the dynamics and paradigms of the tawcegses more. Chapter Three
essentially discusses how ideas are transformedplicies by focusing on the

general process of foreign economic policy formalat justification and

" It is worth noting that although the trade voluneésuch provinces as Fujian and Guangdong
with the ASEAN states are far more than Guangxi doenan, they are not selected as my
fieldwork locations. It is mainly because thosealeped Chinese provinces have more important
trading partners and the trade volumes with the A$tates are not vital in the trade structure.
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implementation. New changes in the Chinese forgigiicy making process are
illustrated as well as explained.

Chapter Four outlines the three stages of China&rad economic policy
background towards ASEAN, i.e., the process frompédg a bilateral approach
to a reactive multilateral approach, and furtheatpro-multilateral approach. It
was one of the most important transitions in Clere€onomic diplomacy towards
ASEAN and tends to be the dominant concept of Céipalicy-makers now in
dealing with the economic relations with ASEAN. Bua transformation
symbolizes the general foreign policy changes im&hThe Chinese government
tends to be committed to multilateral cooperationthe region and has taken
several initiatives in this regard. It is under Iswc framework that the CAFTA
came into being. Placing such a transformation ascassary policy background
and guidance to the formulation of the CAFTA aslhasltaking the CAFTA as a
case study, this chapter analyzes the policy caticuls behind such a new trend
in China’s foreign policy.

Chapter Five and Chapter Six are the case stuflitee cCAFTA. The policy
initiation, justification, coordination as well asiplementation processes of the
CAFTA are discussed. Such analyses intend to rndtestthat China’s foreign
economic policy-making is still dominated by thenttal government, although
there is an increase in input. In terms of the gyolimplementation, local
governments actually have more autonomy and maye i@ maneuver. Active
interaction between the central and local goverriméakes place during the
process of policy implementation, which is conséderas a part of the
policy-making process by this study. The dynamidurea of both policy

formulation and implementation has been revealexn fthese two chapters.

40



Chapter Seven, the conclusion, is a review androffedeeper analysis of the
main arguments of the previous chapters. It willoahighlight some related

guestions that deserve further study.
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CHAPTER TWO

STRUCTURE AND ORGANS OF CHINA’S FOREIGN ECONOMIC
POLICY FORMULATION AND IMPLEMENTATION: THREE LAYERS
This chapter together with Chapter Three will dsscithe overall structure and
processes of foreign economic policy formulation amplementation in China.
China’s foreign economic policy formulation and ieypentation processes are
still very bureaucratic. Different actors, not orggvernment bureaucracies but
also think tanks, play distinctively different relen the two processes. Based on
their influencing power on policy-making, China’sréign economic policy
formulation and implementation organs can be stireck into three layers, namely
the top leadership nuclear circle as the core Jdyseaucracies at both the central

and local levels as the second layer, and thinkstas the third layer.

I. The First Layer: The Top Leadership Nuclear Circle

The Paramount
Leaders

The Political
Bureau

LSGFA
LSGs {
LSGFEA

Figure 2-1: The First Layer: The Top Leadership Nudear Circle

The First Layer

As shown in Figure 2-1, the first layer includesethkey actors and organizations,
the paramount leaders, the Political Bureau and_8@s, which mainly refer to
the Leading Small Group (LSG) on Foreign AffairsS&FA) and the Leading

Small Group on Financial and Economic Affairs (LIE2¥.
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The Paramount Leaders

Although current Chinese leaders do not dominatemagh as the former
paramount leaders, such as Mao and Deng, Chinla astdpts a top-down
approach and the power of the decision-makingilisvetry concentrated at the
central level in terms of foreign economic policgking. After Deng’s era, it was
former President Jiang Zemin and Premier Zhu Roagg current President Hu
Jintao and Premier Wen Jiabao as the third andhfayeneration of leadership
who played the paramount role in the foreign ecangoolicy making process
during the period of the 1990s and the new millenmrespectively. Besides these
two pairs of paramount leaders, other members @fPblitical Bureau Standing
Committee and the highest officials in the pargogblay a vital role in different
fields of foreign economic policy making. Among theVice-Premier Wu Yi and
Zeng Peiyan are two key figures taking charge ohemic affairs. Compared to

Zeng, Wu is more responsible for foreign econornffiais.

The Political Bureau

In order to understand the relationship betweenRbktical Bureau and other
highest organs in China, we have to clarify thespné power structure between
the party and the government in China in termsadicp making. The first and
foremost issue concerns which organ is actuallystipreme power under China’s
power structure. According to the Constitution lnd PRC, the National People’s
Congress (NPC) is the highest organ of state powse. NPC has the power to
select, empower, and remove leadership and merobéng highest state organs.
For example, it can elect the President and ViesiBent, and appoint and
approve the Premier, Vice-Premier, and State CéansciBased on such powers,

the NPC is the final authority among all state aggdts permanent body is the
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Standing Committee of the NPC, which performs theed of the highest organ
of the state power when the NPC is not in sessithe. NPC and its Standing
Committee exercise the legislative powers of tlagestThe Communist Party of
China is the party in power in the country, at tbp of which is the Central
Committee (CC). When the CC is not in session, Rbétical Bureau and its
Standing Committee whose members are elected Iple¢hary session of the CC,
exercise its power. In fact, the real supreme pawerot in the NPC but in the
Standing Committee of the Political Bureau.

The Political Bureau stands at the center of theeigm policy-making
structure. Important country issues, such as thetaddion of war and major
policy shifts of the state are deliberated ultimhabgy the Political Bureau. Besides
top leaders of the Party, the country’s administeatlegislative and military
bodies, its members also include those elected traprovincial level and are
thus relatively large in size. The current PolitiBareau has 24 members and one
alternate member. Since it is rather difficult take a decision on foreign policy
under such a big entity especially in times of eyeacies, the Standing
Committee of the Political Bureau is considered itheer circle of the Political
Bureau and the most powerful decision making bat$yally its members include
the President of the State, the General SecrefahedcCCP, the Chairman of the
Central Military Commission, the Chairman of the i@se Consultative
Conference, and the Chairman of the Standing Commeniof the National
People’s Congress.

The Standing Committee meets regularly to discagsdecide on key foreign
policies. The Secretariat of the CC of the CCPnisadministrative body of the

Political Bureau and its Standing Committee. Itsichion is to oversee the
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implementation of the policy decisions of the Racdit Bureau, and thus does not
play a major role in foreign policy making. Accandi to the observation and
experience of Ning Lu as well as interviews condddby the author, the Political
Bureau and the Secretariat generally serve aspittngders of a rubber stamp to
lend legitimacy to decisions made by the paramdesder, the leading nuclear
circle, or the Political Bureau Standing Committaesonsultant to the paramount
leader in making some key decisions; a forum foildng consensus or
constructing a coalition among the inner elite;aachitect providing the blueprint
for a new foreign policy orientation often outlinbg the paramount leader; and a

command center providing direction for achievingan#oreign policy goals™®

The Leading Small Group

Another highest foreign policy organ is the LSGFRch LSGs also include the
LSGFEA as well as the CCP National Security LS@®,tBG on Hong Kong and

Macao Affairs, and the LSG on Taiwan Affairs. Thenenittee of the LSGs

usually consists of some members of the PolitiasleBu Standing Committee, a
senior military officer and top officials from thstate bureaucracies involved in
foreign affairs. The LSGs have gained increasingartance since the 1990s
mainly because the Chinese leadership has becomeeinstitutionalized and less
personalized. The LSGs report directly to the Ralit Bureau Standing

Committee. Since there is an overlap of the memibePolitical Bureau Standing

Committee and the LSGs, this procedure of submgitteports is considered a

mere formality.

! Ning Lu, “The Central Leadership, Supra-ministry o@tinating Bodies, State Council
Ministries, and Party Departments,” Chapter 2, iavid M. Lampton,The Making of Chinese
Foreign and Security in the Era of Reform, 1978@2(®tanford: Stanford University Press, 2001):
44,
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First established in 1958, as a tool for coordmatthe work of various
agencies as well as for supervision on foreign iaffathe LSGFA of the
Communist Party of Chinazhongyang Waishi Gongzuo Lingdao Xigotakes
the paramount role in China’s foreign policy makimyesently the LSGFA is
headed by President Hu Jintao with Premier Wenadiads his deputy. Other
members include Tang Jiaxuan, Wu Yi, Li ZhaoxinggoGGangchuan, Wang
Jiarui, Xu Yongyue, Bo Xilai, Jiang Enzhu, and Bangguo. In the last term of
the LSGFA when the CAFTA was signed, its head wasglZemin with Zhu
Rongji and Qian Qichen as its deputy heads. TheRA@sed to take a major role
in foreign economic policy making with China’s obaseconomy, and took charge
of foreign economic affairs as well. However, sit@@na’s economic reform and
opening-up, along with the relative importance akihng economic development
as the top priority of state policy, the LSGFEA tw@@s more important in terms
of policy deliberation and implementation in econolnd trade decision-making.
It was headed by former Premier Zhu Rongji in et term with Wu Bangguo as
his deputy. Other members included Zou JianhuaGimeh Jinhua, Liu Zhongli,
Zhou Zhengging, and Jiang Chunyun. Wen Jiabao tw&eicretary General. Zeng
Peiyan and Hua Jianmin were its deputy Secretargefaés. Presently the
LSGFEA is under the leadership of President Huadintith Premier Wen Jiabao
as its deputy head. The other members of the LSGKFE®Nde Wu Yi, Zeng
Peiyan, Hua Jianmin, and Wang Chunzheng. Hua Jirsvalso Secretary General
of the State Council. He is deputy Secretary Geéngfrahe LSGFEA and the

Director of the General Office of the LSGFEA froA9B; from 1996-1998 he
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served as deputy Director of the General OfficengV&€hunzheng is the deputy

Secretary General of the LSGFEA (See Table 2-1).

Table 2-1: The Personnel of the LSGFA and the LSGF& under Jiang and Hu

eng

Position Under Jiang Under Hu
Head Jiang Zemin Hu Jintao
Deputy Head Zhu Ro.ngji Wen Jiabao
Qian Qichen /
Tang Jiaxuan
Wu Yi
LSGEA Li Zhaoxing
Cao Gangchuan
Members / Wang Jiarui
Xu Yongyue
Jiang Enzhu
Liu Huagiu
Hu Jintao
Head Zhu Rongji Wen Jiabao
Deputy Head Wu Bangguo /
Secretary General Wen Jiabao Wang Chunzkh
Deputy Secretary Generﬁ.Zeng Eelygn - /
LSGEEA Hua J'|anm|n Wu Yi '
Zou Jianhua Zeng Peiyan
Chen Jinhua Hua Jianmin
Members Liu Zhongli Wang Chunzhen

Zhou Zhengging

/

Jiang Chunyun

Strictly speaking, the LSGs are not decision-makimgans. As shown in

Table 2-1, the members of the LSGs are top officfabm other government

bureaucracies. However, important policy recommgards will be submitted to

them first before submitting for the consideratmfnthe Standing Committee of

2 The above information on the LSGs derived fromahéhor’s personal interviews with vaious
Chinese officials as well as various issues Gifina Directory (Tokyo: RadiopPress) from

1999-2006.
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the Political Bureau. Moreover, recommendationggpsoved by the LSGs will

almost have no chance to be submitted and transtbimto state policies.

Il. The Second Layer: Central and Local Bureaucraces

As institutional politics are becoming more dominancontemporary China, the
power and the legitimacy of top leaders are mosétirtionally based. Recently,
officials at various levels of bureaucracies nowadare more bound to
institutional loyalty instead of personal loyalas was the case during Mao’s rule.
The bureaucracies at the central level mainly cisepthe related departments
and ministries both under the State Council and@G® CC as well as the Central
Military Commission. There are two sets of orgatias in China, one is from
the party side, and the other is from the goverrnnsde. The government
bureaucracies include the Ministry of Foreign Affa(MFA), the Ministry of
Commerce (MOFCOM, formerly the Ministry of Foreigmade and Economic
Cooperation, MOFTEC), the National Development d&eform Commission
(NDRC) under the State Council, to name a few. Ftbenparty side, under the
CC of the CCP are such offices and departmentsea&eneral Affairs Office, the
Organization Department, the Publicity Departmeht International Liaison
Department, the United Front Work Department amdRblicy Research Office as
well as the General Staff Department under the 1@keNtilitary Commissiorf. As
confined by the scope of this study, | will concate on those bureaucracies that
are closely involved in the foreign economic polidprmulation and
implementation both at the central and local le{Ets the structure of the second

layer, see Figure 2-2).

% Author’s interview with a high Chinese governmefitcial, November 2006.
* For works on the role of Chinese military in pghigaking, see Michael D. Swain€he role of
the Chinese military in national security policyrmak(Santa Monica, Calif.: Rand, c1998
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The State Council

MOFCOM

Bureaucracies at the

Central Level MFA

NDRC

Others

The Second Layer

PROs

DRCs

Bureaucracies at the
Local Level

DOCs

FAOs

Others

Figure 2-2: The Second Layer: Central and Local Bueaucracies
Bureaucracies at the Central Level
Four central bureaucracies will be introduced amtussed, namely the state
council, the MOFCOM, the MFA and the NDRC.

(1) The State Council: The State Council is themeaiecutive body responsible
for government-to-government foreign relationsisltthe most important body
overseeing both foreign policy formulation and ieypkentation. The members of
the State Council include the Premier, Vice-PregieState Councillors,
Secretary-General of the State Council and headh wiinistries and commissions
under the State Council. The day-to-day decisiokingais conducted by the
standing committee members of the State Councilchwcludes the Premier,

Vice Premiers, State Councillors and the Secre@egeral. The acting leaders of
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the standing committee of the State Council includemier Wen Jiabao,
Vice-Premiers Huang Ju, Wu Yi, Zeng Peiyan, Huinlggu, State Councillors
Zhou Yongkang, Cao Gangchuan, Tang Jiaxuan, Chdn &id the Secretary
General Hua Jianmin.

(2) The MOFCOM: In early 2003, after going througiorganization, it was
renamed from the MOFTEC to the MOFCOM. The MOFCOBbancorporates
the former State Economic and Trade Commission (§E&nd the State
Development Planning Commission (SDPC). It is diyesupervised by the State
Council.

The mission of the MOFCOM are to formulate develepinstrategies,
guidelines and policies on foreign trade and ireagomal economic cooperation; to
study and put forward proposals on harmonizing dgtiméegislations on trade and
economic affairs, as well as to bring Chinese epovocand trade laws into
conformity with multilateral and bilateral tradeca@conomic cooperation policies;
to be responsible for multilateral and bilateradjogations on trade and economic
issues, to coordinate domestic positions with tpreparties, and to sign the
relevant documents and monitor their implementatiamder the organizational
structure of the MOFCOM, three departments areharge of foreign economic
affairs in Asia: the Department of Asian Affairggzhou Jj the Department of
International Trade and Economic Affair&yoji Jingmao Guanxi $iand the
Department of Foreign TradByiwai Maoyi S).

(3) The MFA: Under the supervision of the State @ulithe MFA is one of the
most influential foreign policy formulation and itepentation bureaucracies. Via

the Group members of the LSGFA, the MFA reportsthie Political Bureau

> Check the MOFCOM website for further informatiomits mission, which is available online at:
http://english.mofcom.gov.cn/mission/mission.htadcessed on June 11, 2006.
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Standing Committee directfyThis is due to the fact that the Group members in
most cases are often members of the Political Bug¢anding Committee, who are
designated to take charge of the foreign affailee MFA plays a major role in
making recommendations for China’s foreign policy.

The MFA consists of various departments in charfgihe affairs of different
regions, such as the Department of European Affélirs Department of Latin
American Affairs, and the Department of North Angan and Oceanian Affairs.
It is the Department of Policy Planninghengce Yanjiu $and the Department of
Asian Affairs (Yazhou Sithat takes charge of Asian foreign affairs. Thaimm
functions of the Department of Asian Affairs is“to keep abreast of and study
the circumstances and situations in the Asian regiad of the countries in Asia;
to be in charge of diplomatic contacts with theisagand the countries in the
region and other concrete matters related to faraeftpirs; to coordinate concrete
policies on bilateral contacts with the countrieshe region; and to guide Chinese
embassies and consulates in the region in theitordatic work.”” The
Department of Policy Planning analyzes issues efal’and strategic importance
in international relations, analyzes and lays aukifjn policies, and analyzes
economic and financial situations of world regics well as China’s foreign

economic policy’

® Ning Lu, “The Organization and Process of the Mstiyi of Foreign Affairs,” Chapter 2, in Ning
Lu, The Dynamics of Foreign-Policy Decision Makingdhina, 2" ed. (Boulder: Westview Press,
1997): 25.

" See the MFA website ahttp://www.fmprc.gov.cn/eng/wjb/zzjglyzs/defauliyit accessed on
June 12, 2006.

8 See the MFA website altittp://www.fmprc.gov.cn/eng/wjb/zzjg/zcyjs/defatlim; accessed on
November 21, 2006.
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(4) The NDRC! Being a constitute of the State Council, the NDRCa
macroeconomic management agency, which has beenedorto study and
formulate national policies for China’'s economicdasocial development, to
maintain a balance of national economic aggregatesgiell as to guide the reform
and restructuring of the overall economic systenwds founded in 1952 under
the name of the State Planning Commission (SPC& ffdme of the SDPC
replaced SPC in 1998 when China launched the asdtrative reform. After
merging with the State Council Office for Restrustg the Economic System
(SCORES) and part of SETC in 2003, the SDPC wasuatared into the NDRC.

The principal functions of the NDRC are as follows: formulate and
implement the strategies of long-term plans, anplas, industrial policies and
price policies for national economic and social elegments; to monitor and
adjust the performance of the national economym@intain the balance of
economic aggregates and optimize major econonuctsiies and to promote the
sustainable development strategy, social developmém coordinate the
development of the regional economy and implemdm® Western Region
Development Program. Two departments of the NDRE, Office of Policy
Studies Zhengce Yanjiu ShiDepartment of Tradelihgji Maoyi S) are of our
concern. Branch agencies of the NDRC are also lestel at the local level, such
as the Development and Reform Commission of Guarapd the Yunnan

Development and Reform Commission.

Bureaucracies at the Local Leve

° The following information of the NDRC is derivedof the official website of the NDRC,
which is available attp://en.ndrc.gov.cn/brief/default.htraccessed on July 26, 2006. The reason
| put it here is that a number of scholars holdwiesv that the NDRC has played a decisive role in
the policy-making process tfe CAFTA from the author’s interview with them.
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Four bureaucracies at the local level will be dssad: Policy Research Offices
(PRO) of provincial government, provincial Departiteeof Commerce (DOC),
provincial Development and Reform Commissions (DR@pvincial Foreign
Affairs Offices (FAO), which are directly under ttmupervision of the State
Council, the MOFCOM, the NDRC, and the MFA respesli.

(1) The PROs: The PROs under both the provincisegoment and the Party
are one of the most important policy recommendatjastification as well as
implementation organs at the local level. PRO $® &hown as Research Office or
Development Research Center. General policy studg @olicy-making
consultation serve as the two major tasks for ttewipcial PROs. Specifically,
the functions of the PROs comprise the followingafting the annual working
report of the provincial governments and the imgatrtspeeches, reports of the
principal provincial-leaders; drafting the reportaterials for the provincial
government and Party Committee to submit to thetr@efarty Committee and
the State Council; leading research and study erbity projects concerning the
overall tasks of the province, such as economisttoation, social development,
and the reform and opening-up; summarizing in &lyrmanner of the experience
of the province and proposing recommendations fecision-making of the
provincial governments. Besides this, PROs are msponsible for organizing
specialists to conduct research projects of vitglartance concerning provincial
economic and social development.

(2) The DRCs: Provincial Branch agencies underNE¥RC are provincial
DRCs. The main functions of provincial DRCs includwtional policy
implementation, policy recommendation and analySike first task is to

formulate and implement strategies on provincialoneenic and social
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development, and medium to long-term as well asiaingevelopment plans. The
second task is to put forward recommendations ciakand provincial economic
development through employing various economicstamhd policies. Further,
DRCs are required to analyze the provincial ecoporsituation and its

development, give further prediction, precautiord ascommendation for the
development of the macro-economy of the provinoea Inutshell, to study and
coordinate the economic and social developmenthef grovince is the top

concern of the provincial DRCs.

(3) The DOCs: Branch agencies under the MOFCOMpaogincial DOCs.
The major functions of the DOCs are as follows:inglement and execute
development strategies, guidelines and policiedamestic and foreign trade and
international economic cooperation of the natiostate; to formulate provincial
laws and regulations governing domestic and foréigde, economic cooperation
and foreign investment, and to devise implemematides and regulations; to be
responsible for the foreign economic cooperatidaiia of the province; and to be
responsible for the administration of supervisimgl guiding overseas contract
projects, labor cooperation, and designing andguking businesses. DOCs are
the most important local bureaucracies of policycoremendation and
implementation concerning foreign trade.

(4) The FAOs: The FAOs of the State Councdbupwuyuan Waishi
Bangongshiwork on behalf of the Office of the Foreign AffaiDirectorate of the
CCP CC and undertake specific tasks set by therlaEach province and
municipality has their respective FAOs. Provingt&lOs are in charge of political
external relations and responsible for the implematen of national foreign

policy at the local level. The major functions the FAO include the following:
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to implement the foreign policies made by the @drgovernment; to organize the
reception of state guests, guests of the party, @hdr important guests; to
manage the external business of provincial leadersianage overseas visits and
applications of foreign visitors to the province;dssist and coordinate with the
party committee and party disciplinary committeesirpervising foreign affairs
discipline and confidentiality, and punish thoseowiolate the rules; to carry out
other tasks prescribed by the provincial governmire MFA, and other central
bureaucracies. Although from the above descripiitois, easy to observe that the
main functions of the FAOs are mainly politicallglated since they are not
involved directly in economic affairs. Neverthelesmce the reform and opening
up, their main functions have been expanded. Pe@lifrAOs are showing more
interest and playing a larger role in provinciabeemics. This is, in an important
part, due to the performance-based evaluation mystdocal governments. As |
have just discussed, the FAOs are in charge ofariga the reception of state
guests, guests of the party, as well as managegverseas trips of provincial
leaders, which have created important occasionghéoprovincial leaders to take
the opportunity to introduce the advantages andeperetial policies of their
respective governments so as to attract more imergtand foreign aid.

The role of the above-mentioned local bureaucragide further discussed,
taking Guangxi Zhuang Autonomous Region and Yurfiavince as case studies
in the policy formulation and implementation proses of the CAFTA when

discussing the case of the CAFTA in Chapter Fiwe @hapter Six.
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Il. The Third Layer: Think Tanks *°

Whether being translated &@hinang Tuanor Sixiang Kd*, the third layer of
policy input can all be grouped under the thinkksaaf China. Although it is hard
to reach a universally accepted definition on thiukks that is able to “accurately
describe what think tanks are and the activitiey therform,” as pointed out by
James Smitf? this study prefers the definition provided by Yekel Dror. A
think tank is “an island of excellence applying-tine interdisciplinary scientific
thinking to the in-depth improvement of policy-madj or as a bridge between
power and knowledge'® The research units discussed in this part have two
common features: on the one hand, they are comduptiofessional research; on
the other hand, they are acting as a connectiomelest “power and knowledge,”
and are able to make contributions to the govermrpeticy-making process.
These think tanks provide new avenues of inforrmadod new perspectives on
problem-solving. As discussed by Nana Halpern, éhosnters affiliated with
ministries under the State Council are able to tenpolicy coordination by

increasing the leadership’s information of poliayeznality*

10 Other societal factors, such as business and dtgrigu groups, matter a great deal in the
policy-making process in western democratic coastrNevertheless, China’s foreign economic
policy is more policy-oriented than economic-oreght That is, the Chinese government finalizes
foreign economic policies by considering highly ipchl and strategic interests of the state than
economic interests. Therefore, the role of busimesmple and farmers are limited, as proven by
quite a number of interviews conducted by the autbaring the four months’ of spent
interviewing government officials and academic datwin China. For this reason, those factors
will not be touched in this study.

1 Xuanli Liao, Chinese Foreign Policy Think Tanks and China’s &pliowards Japar(Hong
Kong: the Chinese University Press, 2006): 54-59.

12 James Smith, “Think Tanks and the Politics of &f&m David C. Colander and Alfred William
Coats, edsThe Spread of Economic Ide@éew York: Cambridge University Press, 1989): 178.

3 Yehezkel Dror, “Think Tanks: A New Invention in G&nment,” in Garol H. Weiss and Allen
H. Barton,Making Bureaucracies WorBeverly Hills, Calif.: Sage, 1979): 141.

14 Nina P. Halpern, “Information Flows and Policy @dimation in the Chinese Bureaucracy,”
Chapter 5, in Kenneth G. Lieberthal and David Mmipgon,Bureaucracy, Politics, and Decision
Making in Post-Mao ChinéBerkeley: University of California Press, 1992361
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The importance of think tanks in Chinese foreighgyomaking is increasing.
This is mainly due to the following reasons: firte regular and occasional
communications between those institutes and tloeresponding institutes abroad
are increasing. Second, the academic staff of thesgarch institutes have closer
personal relations with foreign researchers, egfig@verseas Chinese specialists.
These two avenues provide Chinese scholars witle fivst-hand information and
thus enable them to understand foreign countrieeni®ased on the information
derived, their analyses have become more apprepaatl thought-provoking.
Third, the general educational level of the staffthose research institutes is
increasing. Many of them have PhD degrees from temmiversities in China
and from foreign countries. Their analyses are nmdessional compared to
their predecessors. Last but not least, those tiainks have closer relations with
decision-making bureaucracies and policy-makersclwiprovide them with a
more direct avenue to express their policy recontagons and for the
government officials to seek their opinions moreqtrently. Under such
circumstances, the increasing leverage of theiniops is being taken into
consideration by the Chinese government.

Generally speaking, there are three available valysacademic scholars to
participate and exert their influence on the polegking process. The first is to
submit their reports directly to the provincial deas or top officials of the central
government. Sometimes the topics of the reportigitated by the academia,
while at other times topics are assigned by thérakar local governments. The
central government has set up a national sociahses fundGuojia Sheke Jijin
and invites public bidding every year. Every schalan apply for such funding.

The projects liable to be approved are all issdegr@at concern by the central
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government. The research findings are summarizég8dsstantial Issue of Social
Sciences” $heke Yaobdoand may be submitted directly to the Standing
Committee of the Political Bureau according toithportance of the topit’

The second way is to participate in research pt®jec become involved in
discussions of policy-related issues organized toyipcial governments or the
central government. It has become more common Her dentral government
bureaucracies to organize conferences or workstoogiaw upon the insights and
ideas of related specialists and scholars. Thel tvay is via publications or
interviews with research scholars by the media.nglevith the increasing role
played by the media, the opinions of the scholaesmore widely publicized,
which on occasion, may attract the attention ofegpment officials.

Think tanks can be divided into two categories atiog to their different
affiliations to government bureaucracies: reseansstitutes affiliated with
government bureaucracies and independent reseastitutes or departments in
universities (See Figure 2-3). Based on the lef/éhar affiliation to government
bureaucracies, their influencing abilities alsoyvarhese policy research units of
government bureaucracies are considered a parbwdrgment bureaucracies.

They have been categorized in the second layérasbeen discussed.

15 Author’s interviews with several specialists in vgmment-attached research institutes,
November 2006.
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Figure 2-3: The Third Layer: Think Tanks

I nstitutes Affiliated with Government Bureaucracies

First and foremost, the institutes affiliated wighvernment bureaucracies serve as
the analytical unit of the government agencies theylinked to. In most cases,
the government bureaucracies they are affiliateith will assign research topics
to them as needed. Reports from those institutésbeisent directly to those
government branches and may go further to the @éapdrs of the party and the
government. Seminars or informal discussions withtéd senior researchers are
sometimes conducted. At other times, those insstulso initiate their own
research topics, which are of concern to the cegtreéernment. Since they have
more chances to discuss and converse directly gatternment officials, staff in
such institutes enjoy close personal relationshijp them. This enables them to

better understand topics the government is cugrémiiérested in, and their reports
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will be more acceptable by the top leaders and those welcomed by them.

While possessing such advantages, these reseasttutes also suffer big

disadvantage. Since they are affiliated with theegoment bureaucracies, they
will have to follow the general rule of the goveramh In their reports to the

government, they have to be attuned to the tonet@ide rhythm of the central

government. They have to exercise caution and geosuggestions that are not
overly sensitive to the government. Therefore, rth@eas and suggestions are
more “restricted.” Since this study mainly focusesthe foreign economic policy

making process, | will touch only on research m$tis related to foreign

economic affairs. Such institutes include the follty:

(1) Chinese Academy of International Trade and Boumn Cooperation
(CAITEC) (Guoji Maoyi Jingji Hezuo Yanjiuyuaraffiliated with the MOFCOM:
Regarded as a research and advisory arm of the NDBF®ith a particular focus
on foreign economic and trade issues, the CAITE@ngerforms three key
tasks, i.e. research, information analysis, and s@lbancy. Serving the
policy-makers is the key role for CAITEC. The predesor of CAITEC is the
International Economics Research Institute, whichs vestablished in 1948 in
Hong Kong. After the founding of the PRC, it wasstfimoved to Guangzhou
before moving to Beijing in 1951. To some exterd #gtaff of CAITEC enjoys
both the rights of researchers and civil servdfbs.example, as researchers, they
receive funding from the MOFCOM and even receivwwargls in the form of
special subsidies based on their contributions ftben State Council. As “civil
servants,” they can be dispatched as commerci&rdais to Chinese embassies
and consulates or sent to work at internationahiations as representatives of

the Chinese government.
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Under the present organizational structure, theom@search departments of
CAITEC are the Department of World Economy and €raBepartment of
International Market, Department of China’s Foreidnade and Economic
Relations, Department of Foreign Investment Utllma and Department of
Asian and African Studies. Major inter-faculty oerst comprise the WTO
Research Center, APEC Research Center, China &tiemal Trade Research and
Training Center for Asia and Pacific Region, anc tRegional Economic
Cooperation Research Center. It has a regular messhao submit reports to the
government in the form of Blue Book on China'’s Foreign Tradqgearly),Report
on the Situation of China’s Foreign Tradleiannually), andResearch RepokB0
issues a year). It also has its own monthly-issugazines and journals,
International Trade International Economic Cooperatipforeign Investment in
Chinato name a few.

Another institution directly affiliated with the MECOM, i.e., China
International Economic Cooperation Society (CIEC@&)ongguo Guoji Jingji
Hezuo Xuehiis also worth mentioning. Established in Beijingl983, CIECOS
specializes in research on international economaperation theory and policy. It
is engaged in China’s strategic planning in coadgpamnawith foreign economies. It
acts as a bridge between government bureaucractesesearch institutions as
well as enterprises. It co-issues with CAITEC thenthly magazine titled
International Economic Cooperation

(2) China Institute of International Studies (ClI@hongguo Guoji Wenti
Yanjiusug affiliated with the MFA: CIIS is under the direstipervision of a vice
foreign Minister of the MFA. The director of thesiitute is usually a former

high-ranking official in the MFA. First establish@d1956, CIIS consists of seven
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research divisions, i.e., International Politicsptl Economy, American Studies,
Asian-Pacific Studies, Western European StudiesittSésian, Middle Eastern
and African Studies, and East European, Centrah Asid Russian Studies.
China’s foreign policy is one of the research are@sducted by the Division of
International Politics of the institute, also cdll®ivision of Comprehensive
Studies, while the area on East Asian economy @gidmal economic cooperation
are conducted by the Division of World Economic dis. Many staff were
former senior diplomats from the MFA as well asaastudy specialists and

preeminent experts in major fields of foreign aaiResearch at the CIIS focuses

mainly on issues of strategic importance with am af finding strategic and
forward-looking solutions. The research findings tbe Institute are either
distributed as reports for restricted circulation published as special papers,

books and translated worksThe Institute publishes a bimonthournal of

International Studie$® It also publishes an English journal on diplomacy
and international politics entitledChina International Studiessince
December 2005.

(3) The Academy of Macroeconomic Research, Natidafelopment and
Reform Commission (AMR) (formerly as SDPCEyojia Fazhan he Gaige
Weiyuanhui Hongguan Jingji Yanjiuydaaffiliated with the NDRC: Its major
functions include two fields, i.e., conducting pgliresearch and consultancy. The
major tasks of AMR include tracking and supervisitige situation and
developmental tendency of the national economyyels as social development
and bringing forward countermeasures; analyzing ithgortant problems that

have to be solved urgently in the economic opegapnocess and bringing

18 Refer to the website of the Institute fittp://www.ciis.org.cn/english/aboutus.htraccessed on
July 18, 2006.
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forward countermeasures; studying the importandriee and practical problems
in the course of economic and social developmentl preparing them into
research reports. Besides this, it is also resptn$or collecting and providing
international and domestic economic informationywatl as providing strategies
and policy consultancies based on it. The presidetite Academy is Zhu Zhixin,
who was the former Director General of the NatidBateau of Statistics of China
and former Deputy Director General of National Oepenent and Reform
Commission. He is also an alternate member of 61eCIC. AMR has around 300
staff members, of which around 200 members areosemsearch fellows.
Important projects are often conducted under thensmrship of the central
government, especially on the macroeconomic sdnaéind the direction of its
future development.

Seven institutes and one research center are etirectder the AMR, such as
the Institute of Economic and Social Developmehg institute of Foreign
Economy, the Institute of Investment, the Institofelndustrial and Technical
Economy, and Information Research and Consulta@ienter. Among them, the
Institute of Foreign Economy mainly researches loa international economy,
finance and trade. Its main research fields incltiee study of changes in the
international economic situation and the influent®eshe Chinese economy; the
study on China’s foreign trade, the utilizationfofeign investment and the new
problems associated with China’s accession to tHBOWThis institute also
conducts research on the mechanisms and effe@soofomic globalization and
regional economic integration. It is an importaovgrnment-affiliated research
organization that makes recommendations on Chirgg®nal and international

cooperation and foreign economic development giiede Among its four
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research offices, i.e. Research Office of Inteorati Economy, Research Office
of International Trade, Research Office of Inteioal Finance, and Research
Office of International Cooperation, the second #ralfourth are more related to
our study. The Research Office of Internationald&r@onducts research on the
international trade situation, China’s foreign tagolicy and development
strategy, WTO and multiple trade regimes. The Rebe®ffice of International
Cooperation is responsible for the study of newmdseof international economic
cooperation, principal regional economic cooperatiwganizations and foreign
economic development strategies.

(4) China Institutes of Contemporary Internation@klations (CICIR)
(Zhongguo Xiandai Guoji Guangxi Yanjiuyyaaffiliated with the Ministry of
State Security: CICIR was first set up in 1980 &as China Institute of
Contemporary International Relations under thective of the State Council.
The institute was renamed and upgraded into ClI@IRG03. CICIR has around
400 staff, with 300 doing research work and othtaking charge of the
administration work. Considered as the largestareseinstitute on international
affairs, it comprises seven research institutes, divwhich are closely related to
Chinese foreign economic policy making (InstituteAsian and African Studies
and Institute of World Economic Studies). The stgdiof various regional
economic cooperation regimes on ASEAN, ASEAN RegioRorum (ARF),
ASEAN Free Trade Area (AFTA), ASEAN+3, the CAFTA,sia-Pacific
Economic Cooperation (APEC) are among the impontesgearch projects of the
Institute of Asian and African Studies. The Inggtwf World Economic Studies
engages in the research on the world economictisityathe assessment of

economic policies, world trade, international eaoio relations, regional
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economic integration and China’s foreign econonalatrons. CICIR also acts

both as an academic institution and the “arm” & government. Their research
results are regularly submitted to the Standing @dtee of the Political Bureau

in the form of reports.

(5) Development Research Center of State Cound&ldpP Founded in 1981,
DRC is a comprehensive policy research and congulimnstitution affiliated
directly to the State Council. The current PresideDRC is Professor Zhang
Yutai. Vice Presidents include Sun Xiaoyu, Li Jiarajnd Liu Shijin. It has around
160 staff members with a total number of 120 daiegearch work. The main
functions of the center include: to conduct follag-and advanced studies on
strategic and long-term issues concerning econamdcsocial development of the
state; to offer advice and proposals for mid- anmiterm development plans and
regional development policies, and participateemedopment programs; to study
development trends in the national economy andyaeathe macroeconomic
situation in order to provide advice and proposatsthe full application of
macroeconomic policies; to study new issues in &kiropening-up process,
foreign trade policy, and the utilization of foreignvestment and identify trends
in world economic development; to conduct intemral cooperative research
and exchanges with related international orgaromatiand research institutions,
among others. One of the most important journalslipiied by DRC iChina
Development Reviewyhich is considered the only influential bilingyaurnal on
economics in China.

The institutes that conduct studies on foreign eoun affairs under DRC
include the International Technology Economy Iln#f European Asian Social

Development Institute, Institute of World Developtheand Asian African
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Development Research Institute. DRC has playedcéimearole in drafting the
five-year plans for the national economic and dodevelopment of China, as
well as formulating major policies on China’s refoand opening-up.

(6) Chinese Academy of Social Sciences (CASS): Unttee direct
administrative control of the State Council, CASS funded by the central
government directly. There are fourteen researstitites and units under CASS.
The institutes are both academic and policy oraknitevill mainly discuss two of
them, which are closely related to the foreign ecoic policy making of my
focus. They are the Institute of World Economicd &wolitics and the Institute of
Asia-Pacific Studies Academy of Social Sciencestitimes in CASS can report
directly to the General Office of the State Coune the form ofYaobag which
is also a form to submit the ideas of the goverrnoéictials to their higher level
bureaucracies and top leaders.

The Institute of World Economics and Politics, Glsa Academy of Social
Sciences £hongguo Shehui Kexueyu&ahijie Jingji yu Zhengzhi Yanjiusuo
consists of the Department of International Finaridepartment of International
Trade, Department of International Politics, Depamt of International Strategy,
and other departments. Major journals of the laitare the bimonthly English
journal China & World Economythe monthlyJournal of World Econom{Shijie
Jingji), World Economic and Politic{Shijie Jingji yu Zhengzhi and the
bimonthly International Economic Revie@uoji Jingji Pinglur). As described in

the introduction on its own website, it is “a leagliresearch center in China in the
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fields of world economics and international po8tiand a think tank for the
government.’

The Institute of Asia-Pacific Studies Academy otfab Sciences4hongguo
Shehui Kexueyuan Yazhou Taipingyang Yanjjusiemducts research on the
issues of contemporary politics, economic develagmi@reign relations, social
and cultural issues as well as regional integrataod cooperation in the
Asia-Pacific region. It has four major research atapents: Department of
Economic Studies, Department of Security and Far&glations, Department of
Political and Social Studies, Department of CultStadies. The Department of
Economic Studies is closely related to foreign emoic decision making, which
carries out studies on economic growth, macro-exaonipolicy, foreign trade and
investment, regional economic integration and coatpeEn, with special focus on
East Asian economic development, Asian Pacific esoa cooperation, and East
Asian cooperation.

The Academies of Social Sciences are also widdigbéshed in provinces
and municipalities. The Institute of Southeast Asi@tudies under Guangxi
Academy of Social Sciences and the Institute oftl&ast Asian Studies under
Yunnan Academy of Social Scienced be discussed later when studying the

policy formulation and implementation in the CAFTAse.

Research I nstitutes and Departments in Universities
One of the biggest differences between normal avadessearch institutes and
those affiliated with government ministries is tliae former usually conduct

long-term research topics whereas the latter téadgudy more time-sensitive,

17 See the website of the Institute of World Econamind Politics, CASS, online at:
http://www.iwep.org.cn/about_us/jianjie.htmccessed on November 16, 2006.
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short-term contemporary topics. The research tagfitke latter are very specific.
It is well-recognized by many that there is stilbay gap in their influencing

power to policy-making between the research ingtsuand those research
agencies affiliated with the government. Generaleaking, it is still the

government’s own research agencies that make nuorilsutions to the policy

decisions. However, compared with the past, théuente of these research
institutes and university departments in policy-mgkhas been increasing, which
one cannot ignore. In fact, some scholars in thosttutions are very active and
are often able to add input to China’s foreign @plmaking, for example, by

attending seminars or conferences organized bgdliernment.

Most of the top-ranked universities in China hattedg institutes or research
centers focusing on China’s foreign and domestanemic policy. To name a
few which have possible and potential influence foreign economic policy
making, are the China Center for Economic Reseéfttongguo Jingji Wenti
Yanjiu Zhongxih the School of Economics in Peking Universityd ahe China
Foreign Affairs University (CFAU). The China Centlr Economic Research
undertakes projects delegated from the state. Thesearch findings are
sometimes submitted to the decision-making bureaies in the form oBriefing
Reports(Jianbag. The School of Economics conducts research oteogporary
international economy and economic problems arousech the opening-up
policy. CFAU, affiliated with the MFA, was first founded by thaté Chinese
Premier Zhou Enlai. Chen Yi, then Vice Premier Midister of Foreign Affairs,
acted as President of the University between 1961 ¥69. The incumbent
President is the former ambassador to France, Ahmin, who is also the Vice

Director of the Committee of Foreign Affairs of th€hinese People’s
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Consultative Conference. One of the main functiohsCFAU is to prepare
personnel of high standard for the foreign servafebe state.

One point which needs to be noted here is that Bomee the specialists as
individuals are able to participate actively in ffaicy formulation process due to
their reputation and professional knowledge inrthelated fields, but not because
of the reputation of the universities or researtstitutes. We may note the role
played by Wang Huning, first as a professor at Rudaiversity, then as the
Director of China Policy Office of the CCP CC, ini@ese political policy
making during Jiang's era. In particular, Wang plhya key role in drafting
Jiang’s Theories of “Three Represents” and “KeegeRath the Times.” The role
of Yifu Lin, Director of China Center for EconomiResearch, Peking University,
in the economic policy of China under present gowent. In the policy
formulation process of the CAFTA, the role of YungiZhang, Director of the
Institute of Asian Pacific Affairs, CASS, is alsonsidered vital by many scholars

in this field®

V. Conclusion

For the majority of this chapter, | have discusdedformal institutional structure
and the functions of the organs in China’s foresgnnomic policymaking process.
Although their relative status and relations toheather in the policy formulation

and policy implementation processes have yet toekamined, they clearly

8 Author's interviews with Chinese specialists, whttended the High-Level Seminar on
China-ASEAN Relations organized by the China Foréidfairs University, September 25, 2006.
Some scholars also pointed out that the role ofo8cbf Economics of Peking University in

China’s decision-making process was also decisivéhb personal relationship of its Director,
Yuesheng Wang, with Yining Li. Li is a well-knowrt@omist, also as Member of the Standing
Committee of National People’s Congress and Vicai@an of the Financial and Economic
Committee of the National Committee of the NatioRabple’s Congress.
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demonstrate the hierarchical nature of the strectirforeign economic policy
formulation and implementation in China. The fitalyer enjoys much more
power in the policy formulation process comparethwhe other two layers. In
the second layer, the central bureaucracies havee nmower in the
decision-making process compared to the local mgraaies. In the third layer,
institutes affiliated with the government bureawaa play more roles compared
to research institutes and departments in univessit

This chapter has provided a general structure ®@ffdheign economic policy
formulation and implementation organs. The authaan and hierarchical nature
of the decision-making process will further be eded and proven in the next
chapter. It will focus on both the processes ofeifgm economic policy
formulation and implementation in China, and theeractions among different

actors in the two processes.
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CHAPTER THREE
POLICY FORMULATION, JUSTIFICATION AND IMPLEMENTATIO N:
FROM IDEA TO POLICY, AND FURTHER TO PRACTICE

After an idea is formed and brought forward, it lwibrmally go through a
justification process before it becomes a policy dantemporary China’s
decision-making process. If such an idea is acdeptethe decision-makers, a
new policy is formed. From policy to practice isetlprocess of policy
implementation. Although policy formulation and gl implementation are
separated processes, they can still be integratedone new perspective. In this
study, policy implementation is considered more asprocess of policy
reformulation although they will be discussed irpaate sections. Moreover,
policy justification is also considered as one paft policy-making. After
reviewing the new changes that have taken plaee Bitng’s China, this chapter
will discuss the general process of China’s foregonomic policy formulation,
followed by a general examination of China’s foreiggconomic policy
implementation process. From this, the authoritésia and dynamic nature of
China’s foreign economic policy formulation and iempentation processes will

be revealed.

I. New Changes in China’s Foreign Economic Policy leking Process

David Lampton examined the changes in Chinesedorand security policy in

the reform era, namely from 1978 to 2000, and aleat further to analyze the
policy implications of such changes for China’sipgimaking process. He argued
that the Chinese foreign policy making structurenslergoing several interesting

and simultaneous changes such as pluralizationtitutisnalization and
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professionalization. He seems to have already summarized well the hewges

in Chinese foreign policy making. Many charact@&ssthe described are still
applicable to Chinese foreign policy making now. wéeer, under the
consideration of some newly-added changes aftar 3@@0, a more appropriate
summary would be that compared with Mao’s era,dghality and the nature of
foreign economic policy-making has changed (fromtalt@rianism to

authoritarianism). Compared with Deng’s era the nehanges embody
guantitative changes or more changes in extenill tigcuss both qualitative and

quantitative changes in China’s decision-makingasgely and in greater detail.

New Qualitative Changes

The major qualitative change is that China’s fameigconomic policy

decision-making has become an action of collediaelership. Chinese foreign
policy making has been transformed from a persgnalilt to an emphasis on
collective leadership. Some scholars argue that ttaesformation from one
person-domination to collective decision-making weginally made as a rule by
Deng, who realized the limitations in the abilitigishis successors Quansheng
Zhao labeled this new phenomenon as from vertigdhlaaitarianism to horizontal
authoritarianism, which simplified the progresspaitical development of China
and its gradual departure from the regime of onegre dominatior. To put it

another way, the decision-making has become matiutionalized. It was an

! See David M. Lampton, edThe Making of Chinese Foreign and Security Polityhie Era of
Reform, 1978-20005tanford: Stanford University Press, 2001).

2 Since the changes in Chinese foreign economic yalie closely connected to China’s general
decision-making process, especially the foreigricgahaking process, it is inevitable to broaden
the focus in this section by touching on the neangjes in the general decision-making process.
% Author’s interview with a scholar in Beijing spetizing in Chinese politics, September 2006.

* See Quansheng Zhadnterpreting Chinese Foreign Policy: The Micro-MacrLinkage
Approach(Oxford & New York: Oxford University Press, 1996)
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insightful plan adopted by the top leaders to stiaeeresponsibilities whenever a
certain policy fails, thus keeping their legitimesl

Another qualitative change is the relatively mongportant role of policy
justification in the policy-making process. In masises, a formal process of
policy justification is added into China’s decisioraking process, although as
discussed in the introduction chapter that poligstification in China is often
conducted after a policy has been made, in cont@sivestern democratic
countries. This phenomenon is connected closelthéoauthoritarian nature of
Chinese policy-making after Deng’'s era. A more cbeaped policy-making
environment is also accountable for such a change.

In fact, the CCP has realized the importance ofcpojustification and
consultation both in domestic and foreign affaks.the Fourth Plenum of the
16th CPC CC, held in Beijing from 16-19 Septemh@d4£ the CPC CC adopted
the document titled “Decision on the Enhancementhef Party's Governance
Capability.” It called for reform and improvement the decision-making
mechanism so as to push forward scientific and deatic decision-making. In
the document, it reads, “The rules and procedufr@®m@ortant decisions must be
perfected; on big events concerning the overalheooc and social development,
specialists’ reasoning, technological consultaod decision-making evaluation
are needed; the government shall try to broadercanéact with specialists and
the academia, and set up more mechanisms on deasiking and consultation

as well as information supportive systemSuch arguments will be further

® Author's interviews with research fellows in gomerent-linked research institutes, September
2006.

® The full text of the document of “Zhonggong Zhoagy Guanyu Jiagiang Dangde Zhizheng
Nengli Jianshe de Guiding” (Decision on the Enhamzet of the Party’s Governance Capacity),
available online athttp://www.china.org.cn/chinese/2004/Sep/668376; himtrieved on August
22, 2006.
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discussed in section two of this chapter, whichugas on the procedures of the

policy formulation process.

New Quantitative Changes
Six new quantitative changes have been summarizéallaws:

(1) Foreign economic policy-making becomes more deabnéd.

Under the central-planning system, both domestit faneign policies were
made directly via a top-down approach. Local gowemnts had almost no power
to bargain with the top. They acted mainly as polimplementers. Their
enthusiasm had been largely stifled. Since thermefand opening up, local
governments have gained more power to add mord topihe foreign economic
policy formulation and implementation processest &xample, since they are
responsible for the economic development of thein @rovinces, more power
has been granted to them to conduct trade diresitih foreign countries.
Moreover, more avenues for provincial governmerds participate in the
policy-making process are available in recent ye&mvincial leaders have
learned to take every possible opportunity to biargath the central government
by acting as “policy entrepreneurs.”

(2) The officials in charge of foreign affairs as wad foreign trade relations
have become more professional.

The overall quality of government officials inclagi their education level,

language skills as well as their ability to expreasgue and negotiate have

" The concept is borrowed from John W. Kingd@xgendas, Alternatives, and Public Politj&”

ed. (Boston: HarperCollins, 1995): 122, 179. Thehau describes policy entrepreneurs as
“advocates who are willing to invest their resosrtiene, energy, reputation, money- to promote a
position in return for anticipated future gain inetform of material, purposive, or solidary
benefits”. For the concept of policy entreprenesex also Jack L. Walker, “Performance Gaps,
Policy Research, and Political Enterprise®bdlicy Studies JournalNo.3 (Autumn, 1974):
112-116.
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improved tremendously. Generally speaking, civilvaats today tend to have a
better understanding of their country and the worlike relatively high quality of
civil servants is due to the rigorous series oingant tests they have to go
through before being admitted as civil servantsh@ugh it is true that some civil
servants are recruited based on their personatiam$a with higher-ranking
officials in the very agency or related agenciesmiost cases it becomes harder
for them to be recruited as government officialsrase professional knowledge
is required. Several rounds of tests are requdakttaken before one becomes a
regular staff in those government agencies, sudcheaadministrative ability test,
the psychological test, the language test, the caomcation skills test, and the
writing skills test. Before gaining the rights teke those tests designed by
individual departments and ministries, one hasassgwo elementary public tests
as a prerequisite, namely the Administrative Apkturest and the Writing Skills
Test Shenlup. In these two tests, both the reaction and wgitskills are
examined, which are the basic requirements fol sanvants.

The second reason accountable for their higheepstdnal skills is the sharp
improvement of their educational level. There a@emewcomers admitted into
various government agencies who have received haghecation. In recent years,
the number of civil servants who have gained a enaa$ well as a doctorate
degree is increasing by a large scale. MeanwtHike,|l¢éaders in charge of those
government agencies emphasize more on the tragfittte incumbent staff. The
training opportunities for regular staff in goveramh agencies are currently more
easily available. Their training is designed basedhe tasks they are performing,
including the training of language skills, theatati grounding as well as

administrative skills. Besides this, more trainoygportunities in foreign countries
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for both ordinary civil servants and cadres at masilevels are provided. They
have more opportunities to go abroad and learn fdewveloped countries. Top
leaders have also become more professional bydreyutraveling overseas. In
contrast, Mao traveled overseas (to the Soviet tjroaly twice in his lifetime.

(3) More inputs are added in the foreign economic gataking process.

In the new millennium, we can obviously see thesthification of the sources
of policy analysis. Besides the decentralizationtld foreign policy-making
process by emphasizing on the increasing powerocdl |governments, other
actors have also begun to take more roles in for@glicy making, such as
academic scholars and the public. A significant aadement in policy
formulation in contemporary China is that the cqriseand ideas of scholars have
attracted more attention from the government. Asmgared to before, the ideas of
scholars conducting research on policy-related sara@ more likely to be
considered by the policy makers. For example, ttiolars in the institutes as
well as universities are often invited to attendfecences and seminars organized
by government agencies, during which their opiniand arguments on issues of
great concern by the government are expressedr titediscussions, the main
arguments and recommendations of the scholars heillreorganized by the
government officials present at the conference sundmarized in the form of
reports. The reports will be sent to top-level gameent officials for further
consideration. As a scholar put it, “To academicotars, the problem is not a
lack of the avenue to transform scholarly ideast&de policies, but of a lack of

knowledgeable and practical ideas itself. If godelais and recommendations can
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be provided, there is no need to worry about avertoetranslate them into
policies.”

(4) Public opinion and reactions have been takemenseriously in the
decision-making process.

Another advancement is that there is a growingdtr@npublic discussion on
China’s foreign affairs. The trend of globalizati@montributes much to the
development of modern technologies, and the adwaece of modern
technologies contributes to such new changes asittespread use of the Internet.
“The fluid freedom and plebiscitary nature of thenteknet makes
computer-mediated communication a powerful instmiméo facilitate the
formation and broadcast of public sentiments andnepublic campaigns’”
Information flow makes the public more informed. HAte same time, their
opinions can be easily expressed via modern teogred. Information technology
facilitated political participation and helped tséorm traditional elite democracy
to popular direct-participatiof?.

The government becomes more concerned with publitian and reactions
although civil society is still far from being mag¢uin China. For example, to meet
the embedded hatred among the Chinese people tardkecative behaviors of
the Japanese government, the Chinese government lpgsvide arenas for the
public to express their concerns. Here it refersthie anti-Japanese protests
conducted by the Chinese people in March/April 2@® to two incidents,

namely the revision in Japanese history textboaks dapan’s application to

8 Author's interviews with research scholars in goweent-linked research institutions,
September 2006.

° Xin-An Lu, “Ministry of Foreign Affairs in the Agef the Internet,” Chapter 5, in Yufan Hao
and Lin Su,China’s Foreign Policy Making: Societal Force anchiG@ese American Policy
(Hampshire & Burlingtog: Ashgate, 2005): 119.

19 See L. K. Gorssmarihe Electronic Republic: Reshaping Democracy inltifermation Age
(New York: Viking, 1995).
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become a permanent member of the Security Couricihe@ United Nations.
Although Beijing knew clearly that any diplomatieaction would impair the
normal economic and bilateral relations with Jap@n,had to take into
consideration the emotions of the Chinese peoplé @mok corresponding
measures to show its firm stance towards the iSsifée cannot overemphasize
the role of the public in this event by drawingataonclusion that it was under the
public pressure of the anti-Japanese protestghbathinese government took the
corresponding measures, which included the Chigesernment canceling the
visit of Japanese Foreign Minister Nobutaka Machaand Vice-Premier Wu Yi
canceling the meeting with Japanese Prime Minisiaichiro Koizumi during her
visit to Japan. Nevertheless, the Chinese goverhmeeds to think twice about
public opinion and reaction now, as compared t@ades ago.

(5) The policy-making process has become moremnaliand deliberative.

In great contrast with the former one-person-domethadecision-making
process, most policies have to undergo a long psooé debate and evaluation
before becoming policies. Ideas from “bottom-upg &rst brought up by scholars
or officials at a lower level. Top officials needl think about it twice and discuss
with the initiators if necessary before submittihgo a higher level. Ideas from
“top-down” brought about by top leaders need a g@secof feasibility study by
lower government officials or scholars who are gdets in the related fields.
The central government or the bureaucracies atehg&al level also assign some
policy-oriented projects to research institutes ardk policy recommendations

from them. This phenomenon of policy justificatisymore common nowadays.

| would like to point out here that Chinese Vicesfier Wu Yi abruptly cancelled the meeting
with Japanese Prime Minister Junichiro Koizumi dgriher visit in Japan on May 23, 2005.
Analysis on the role of public opinion on China-dapelations, see Lam Peng-Er, ethpan’s
Relations with China: Facing A Rising Pow@rondon: Routledge, 2006); especially in the
introduction: 17.
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Since the bureaucracies are often engaged in eagrwgffairs, the projects
conducive to the long-term and strategic develognoérthe country are more
likely to be conducted by research institutions.rétwer, some important projects
have even begun to take the form of bidding amaapus research institutes,
which provides more opportunities for more profesal and capable research
institutes. Besides this, more coordination hasraklace among government
bureaucracies. Coordinating meetings and confeseace often convened to
discuss certain policy issues with various bureaties involved.

(6) The policy-making process has become more transpare

The Chinese foreign policy-making process usedealéscribed as a black
box by many scholars who studied the related topitke 197032 However, as
realized by many famous scholars in this field,hsas Kenneth Liberthal and
David Lampton, it has become comparatively easigratays to decode the black
box due to more access to the information as welnare chances to conduct
interviews with top government officials. Chines@vgrnment officials at
different levels are more open-minded now. The gengolicy tendency of the
government explains this. To improve the impressibpeople around the world
on China, the Chinese government tends to propagate Chinese policies, both
domestic and foreign policies to the world. Theyrcpere that a better
understanding of Chinese policies can make thedmaniderstand China more.
The MFA has done a lot in the demystification ofir@s foreign affairs. The

headquarters of the MFA has been opened to theicpulnh occasion, since

12 For example, when reviewing A. Doak Barnett's warke Making of Foreign Policy in China:
Structure and Proces$teve Chan complimented Doak by saying “it ciasifnany questions that
heretofore have been assigned to the policy-malitegk-box’ in Peking”. See Steve Chan’s
review articlesAmerican Political Science RevigwWol.80. No.2 (June, 1986): 691-692.

79



September 2003% On 23 December 2003, Foreign Minister Li Zhaoxing
unprecedentedly conversed with the public via heerOn 19 October 2004, an
Office of Public Diplomacy was established and MEA was opened to the
public for visitations’* Some may consider such behaviors as symbolic.
Obviously, it is premature to assert that Chinagsms$parency level is high at the
present stage. Nevertheless, one has to admisukhtbehaviors were beyond the
imagination of many Mainland Chinese not so long,agot to mention

foreigners.

ll. China’s Foreign Economic Policy Formulation Process: Three Procedures
The new qualitative and quantitative changes, ®etagarlier, have provided
bases for the dynamic nature of China’s decisiokinga The process of foreign
economic policy formulation in China can be illumaied by Figure 3-1, which
describes in detail the Chinese foreign economilicypdormulation network.
Ideas and suggestions born from local academiclashwill be handed over to
the related bureaucracies at the local level ipeetsve provinces. The documents
will be further submitted to bureaucracies at that@l level, such as the MFA,
the MOFCOM and the NDRC, and will be passed oméGeneral Office or the
Foreign Affairs Office of the State Council (FAOS@puowuyuan Waishi
Bangongshifor review. The FAOSC has the power to prepaesapenda for all
the LSGFA meetings, to supervise and coordinateumeat flows and

bureaucratic interactions among the componenthefLUSGFA. Sometimes, it

13 Related reports on the Ministry of Foreign Affaiisitial opening to the public see online at
http://news.enorth.com.cn/system/2003/09/07/00083&hitmj retrieved on July 16, 2006.

14 See related online news at:
http://news.xinhuanet.com/newscenter/2004-04/05&1tn1401465.htm and
http://news.xinhuanet.com/newscenter/2005-04/15&1tn2834825.htm retrieved on June 12,
2006.
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even takes the full functions of the LSGEAAfter information processing and
analyzing, the reports will be sent to the Gen@#ice of the LSGFA or the
LSGFEA if they are deemed important. Important gdaad reports will finally be
submitted to the top leaders of the LSGFA or th&EEA, and then on to the
Political Bureau for approval. Of course, before ttocuments and reports finally
reached the top leaders, their secretaries will thkam first. After being selected
by their secretaries, only those documents coreidef vital importance are
submitted to the top leaders. For insightful idaad suggestions, the top leaders
will sign the document to the relevant bureaucsa@ed demand for further
information and investigation. When needed, a mgas organized among those
senior members of the LSGFA, the LSGEFA and thedtg Committee of the

Political Bureau.

Paramount Leaders

T

Standing Committee of the Political Bureau, CCP CC CCP Secretariat
CCP Central Committee
General Office
LSGFA & LSGFEA f— The State Council

Other Inputs at
MFA MOFCOM INIBIC the Central Level

Other Inputs at
170 IDIOICE DR the Local Level

Figure 3-1: Chinese Foreign Economic Policy Formuléon Process

15 Michael D. SwaineThe Role of the Chinese Military in National SeturPolicymaking
revised ed. (Santa Monica, Calif.: Rand, 1998)285-
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The central bureaucracies, such as the MFA and\it@&COM, each have
their own type of documents and reports to submiibhé leadership nuclear circles
mentioned earlier. These reports include newly tgalanformation and analysis
of long-term issues. One of the common featuresuch documents is that they
all comprise one type of content, that is, poliegammendation content. In most
cases, the composers of the documents will givie tiven views on what are the
alternative choices of the government right afteneyal analysis of the issue.
What needs to be pointed out here is that the tepand analysis of the
bureaucracies are not completely composed by #&singl servant. After a lower
ranked civil servant in the unit made the firstfgreheir leaders in th€hu unit
level will first discuss it and make revisions. Tdeft will then be sent to the
director of the bureau or department as well asrthmester or vice minister of the
department or ministry for further revision. If tiesue is of vital importance, a
meeting will be organized. The relevant persorested will then meet and discuss
the issue. Therefore, any report and analysis igh® production of individuals
under the Chinese bureaucratic system. They areptb@uction of collective
ideas.

Generally speaking, the foreign economic policy mgkprocess includes the
following procedures, namely policy initiation, pry justification, policy
coordination as well as policy implementation. Algstrated in Figure 3-2, a
policy idea is first formed and thus is influendayl the environment. Stage (1)
explains where the policy ideas come from. Stageef®lains how a policy is
made after policy ideas are justified. The finadgst, stage (3) is the policy
implementation process. | will discuss the firsethprocedures in this section and

will touch on policy implementation in the next 8en.
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P Policy Justification

Policy Initiative & Coordination
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Policy Environment Policy Implementation

Figure 3-2: The Mechanism and Process of Policy-Méng

Notes:

(1) Inputs: where did the policy ideas come from?

(2) Policy justification and decision-making: how tat plie idea into policy?

(3) Policy outputs and implementation: how to coordéindifferent interests?
Policy Initiation
Based on the direction and source of the polidyaitive, there are also two major
ways in which a policy is initiated. First is theptdown initiation, where the idea
is initiated by the top leaders themselves. Thaa the turn of bureaucracies to
justify these ideas. The ideas may have come tao tha different means, such as
their own thinking based on the reports and docusnenbmitted to them, or
based on their own experiences after drawing les§@mm foreign countries, or
the ideas just formed via conversations with tojicialls of foreign countries as
well as with top Chinese government officials. Tkiizd of policy initiation is not
large in number, but as long as the ideas or cdas@p formulated in the minds
of those top leaders, it is easier for a policyb approved and for its further
implementation in the whole country. The CAFTAuUs{ such a case in point.

The bottom-up Initiation consists of two types. Oise initiated by the

bureaucracies at the central level, while the othdyy local bureaucracies. We
can further divide the two types of bottom-up etiton by the standard of whether

it is initiated in a formal way. Both formal andfanmal means are adopted

whether the initiator is at the central or locavde In most cases, a formal
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procedure of processing shall be followed whethes initiated by the central
bureaucracies or local ones. Nevertheless, somgtangolicy is submitted and
processed informally or via informal means. At tentral level, as mentioned
earlier, policy can be initiated during the infolmeonversations of central
officials and top leaders. At the local level, solmeal governments push hard for
their policy ideas to be accepted and implementethking advantages of their

personal relationships with top leaders of the regigiovernment.

Policy Justification

Policy justification is a process of policy caldidam by means of discussing an
issue thoroughly and persuasively. It is quite obsithat policy justification took
place among the few top officials during Mao’s esach as Mao Zedong and
Zhou Enlai. The tendency of decentralization, glamagéion and institutionalization
of policy-making provides more opportunities forrieas input in the policy
making process in the reform era. Policy justifimatmay be conducted by central
or local bureaucracies, by institutes affiliatedhathose bureaucracies, or by think
tanks. Policy justification has become increasinghportant because of the
following recent situations and challenges:

First, no one has absolute power to control théeslide Mao. The first
generation of Chinese leaders was legitimated layge extent by their devotion
to the revolution. They were respected and legiénrathe eyes of the people and
the state since they had contributed much to thedmg of the PRC. We may
also want to include the former Chinese leader D¥@pping as a tough and
authoritative leader since he was somewhat oflavelip of the first generation.
However, under the third and the acting fourth gathen led by Jiang Zemin and

Hu Jintao, the situation has changed greatly. Tdh®yot enjoy the paramount
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authority as their predecessors any more. Theiregily of their ruling status
depends more on their economic contribution to toentry. The one-man
domination of policy-making has certainly run ofitdate after the death of Deng
Xiaoping, if not even before his death.

Second, both the decision-making and the internalisituation have become
more complicated, which makes it harder for a €ngrson, or a few government
organs to make the wisest choice for the countiy.aAfamous Chinese saying
goes, “easy problems shall be solved in an easywhalg the complex one must
be solved in a more complex way.” China is not whated to be. For example,
in 2005 China has formal diplomatic relations wib6 countries. In contrast, in
the first ten years of the PRC, only 13 neighborawgintries had diplomatic
relations with China. Moreover, the internationab&ion has become hard to
control due to its uncertainties and inconsistencidose emergencies add more
pressure to the central government and top leadeis,require for their timely
responses, such as the bombing of the Chinese synlrasBelgrade by the
U.S.-led North Atlantic Treaty Organization (NAT@) 1999, the American-led
war towards Iraq in 2003, the launch of a missyeNorth Korea in July 2006 as
well as the world-wide outbreak of SARS in 2003ughit is urgent to improve
the detection and response in crisis management.

The functions of the government bureaucracies havadjust according to
domestic and international change. For example,tdsk of the MOFCOM to
coordinate overall trade policy has become muchenoamplicated. Therefore,
more policy justification and deliberation, via tluer input is needed. There are
three main elements in the policy justification gess. First is evaluating the

different positive and negative sides of one fasthing policy. Whether a policy
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itself is good or bad for the country is immedigtdlecided upon. The second
element is the consideration of opinions from vasigources. The policy makers
sometimes recruit different ideas from those sainotber than the bureaucracies.
Academic think tanks or learned scholars have raocess to provide intellectual
construct to the policy now. The third element he tconsideration of public
reactions and opinions. For example, when defiriargign economic policies,
governments need to consider the interests ofetlaged conglomerates.
Nevertheless, whether different inputs of foreighiqgy making can reach the
ideal state of “speaking truth to power (one’s hdghis depends on two basic
elements, both subjective and objective. The stibgeelement refers to the
courage of the analysts to tell the truth. The nmfation provided by the
bureaucracies and academia is not always one haipéreent correct, sometimes
with a mixture of fake figures. It also creates ditions for subjective policy
inputs to be made. For example, in order to gempted, local government
officials may make up figures to raise the leveltioéir performance since the
present assessment system of government offigialShina is mainly done by
gauging local GDP growth. The reason for this iat tthey do not even have

enough information to get closer to the truth ie finst place.

Policy Coordination

No matter what kind of a bureaucratic system onstrg has, one of the common
problems for all is the policy coordination amongrieus bureaucracies. The
existing literature has defined policy coordinationdifferent ways-® Based on

the observation of Aaron Widavsky, “coordination ang achieving efficiency

% For such works refer to Aaron Widavsi§peaking Truth to Power: The Art and Craft of Pplic
Analysis (Boston: Little, Brown, 1979): 131-133 and |. Me®ler,Making Foreign Economic
Policy (Washington: The Brookings Institution, 1980): 8.
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and reliability, consent and coercion.” Generalpeaking, policy coordination
means to achieve a harmonious policy solution \iee-gnd-take. It is quite
certain that a policy would have to go through eghming process which may
include trade-offs and paradoxes between variousaogracies.

Under the new changes in Chinese foreign econowlicypmaking, such as
pluralization and decentralization, policy coordioa becomes even more
necessary. To begin with, wise and practicablecgaibordination requires more
reliable information resources. Different bureagma may focus on their own
special fields of concern. For example, the MFAmere interested in political
affairs and international relations while the MOR@@ most cases focuses more
on international trade and economic issues. Duthéa different focuses and
functions, complementary information may have bdenved in different ways.
Coordinating with each other by means of exchantheg information and ideas
among related bureaucracies contributes to a bettderstanding of the issue
under common concern. Obviously, more access toetlanformation leads to a
more reasonable policy decision. Secondly, polioprdination is likely to
increase the efficiency of bureaucracies. Althotighadministrative affairs of the
country are divided into a number of divisions takg by various bureaucracies,
it is hard to delimit a clear boundary in realitynnecessary overlapping and
redundancy could be avoided by policy coordinatiora large extent, although
not completely. Last but not least, it is quite iolng that good policy coordination
is the foundation of good governance. As mentiosetier, the process of policy
coordination includes bargaining behaviors so agetoncile the differences

among bureaucracies. A well-managed final policl} @ more applicable if it
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contributes to the actual process of policy impletagon. Good governance is
more likely to be reached after the fine attunihglbthese procedures.

For example, in terms of foreign trade policy, commcation and
coordination is needed between the MFA and the MORCWhenever there are
big differences in opinion, a meeting may be comeemo discuss the issues
face-to-face. If a consensus cannot be reache@partron the issue will be
submitted to the LSGFEA. The decisions made by ttge officials shall be
followed by the bureaucracies. In a hierarchicaliglen making mechanism, the
final decision-making power is still in the handsaofew top leaders. Thus, the
authoritarian nature of China’s foreign economitiggemaking is here to stay.

The top leaders certainly do not act as a coordin@mong various
bureaucracies, they are merely acting as the faedision-makers: “Policy
coordination is conducted in the name of the LSi@sugh its staff office. Or
more often, when an issue is too technical, a lareay is identified in the
document as the lead coordinator and the intenpoédtthe rule(s) established in

the document?”

lll. China’s Foreign Economic Policy Implementation Process: Formal and
Informal Avenues

In the process of implementation, more informatiwil be available to the
implementers, which in fact provides the posswilibr local governments to
revise the decisions made by the central governnidre rules defined by the
central government may be revised to some extemissi be applicable to the

different situations in the local area. In this sgnthe policy implementation

" Ning Lu, “The Organization and Processes of thaisliy of Foreign Affairs,” Chapter 2, in
Ning Lu, 2" ed., The Dynamics of Foreign-Policy Decision Making init@ (Boulder: Westview,
2000): 40.
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process may be considered as a continuity of thieypmaking phase in terms of
the adjustments, which may involve continuing fiekiy, the concretization of
policy in action, or a process of movement back @mth between policy and
action?®

Policy implementation has never been a completegahare that is strictly
followed according to the policies made. Not onbed China have a problem of
putting a policy under strict implementation, sordost developed countries. For
instance, Randall Ripley and Grace Franklin summedrifour categories of
policies of the United States, i.e., distributiveligies, competitive regulatory
policies, protective policies, and redistributivalipies. They argued the first two
categories are more easily implemented comparehetdatter two™® In China’s
case, Zhong Yang divided the policy issue areas fatr categories, namely
crucial issues, spotlight issues, guideline isares regulative issues. Considered
as the most important policies from the Centralegoment and the Party, crucial
issues are usually strictly implemented by locategoments due to the tough
requirements and inspections from above; Local gouents usually try to cover
up those spotlight issues which have been expasteetpublic by the media; For
those guideline issues which are passed down threague guidelines, local
governments tend to implement with creativity; legad regulation issues are the
most problematic areas in terms of policy impleragan?® In fact, it so happens
that the central government is given only disparatermation in some policy

areas.

'8 Michael Hill, “lmplementation,” Chapter 6, in Mielel Hill, 3° ed., The Policy Process in the
Modern StatéNew York: Prentice Hall, 1997): 137.

9 See Randall Ripley and Grace FrankBureaucracy and Policy Implementati¢ifomewood:
Dorsey Press, 1982).

%0 Zhong Yang, “Policy Implementation at Country ahawnship/ Town Levels,” Chapter 5, in
Zhong Yang,Local Government and Politics in China: Challengesm Below (Armonk &
London: M. E. Sharpe, 2003): 128-157.
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After discussing the decision making process, | edamine the dynamic
policy implementation process in this section. Aserved by Steve Smith and
Michael Clarke, “the most important issue that iempéntation raises for the study
of foreign policy behavior is that it shifts thectes from the decision to behavior

itself.”?!

The Increasing Bargaining Power of Local Governments

According to Robert Alan Dahl, “bargaining commonfgans reciprocity among
representatives of hierarchi¢."Bargaining is considered as interactive behavior.
Under the Chinese political system and power directbargaining in this study
means the behaviors of local governments towarele¢ntral government to seek
for more benefits offered by the central governmddtiring the 1990s, as
observed by Denny Roy, “certain provincial and neipal governments became
both more autonomous foreign policy actors and npmeerful lobbyists with
Beijing.”*® The special status of local governments as “hitivaal agents** or
“agents for multiple principalé® is the basis of bargaining behavior: on the one
hand, local governments are agents of the cenwakrgment in charge of

supervising and regulating local economies; onatiher hand, local governments

2 Steve Smith and Michael Clarke, “Foreign Policyplementation and Foreign Policy
Behavior,” Chapter 1, in Steve Smith and Michaedrke, eds.Foreign Policy Implementation
(London & Boston: George Allen Unwin, 1985): 3.

?2 Robert Alan DahlPolitics, Economics, and Welfare: Planning and Boti-Economic Systems
Resolved into Basic Social Procesfésw York: Harper, 1953 498.

% Denny Roy, “The Structure and Process of Foreigiic®Making,” Chapter 4, in Denny Roy,
China’s Foreign Relationf_anbam: Rowman & Litttlefield, 1998): 66. Seea{3uansheng Zhao,
Interpreting Chinese Foreign Policy: The Micro-Madtinkage ApproackiOxford and New York:
Oxford University Press, 1996).

2 Ruilong Yang and Qijing Yang, Jietishi de Jianjin Zhidu Biangian Moxing: Zailun
Difangzhengfu zai Woguo Zhidu Biangian zhong dey@ng (The Model of Increasing System
Transition: Re-Demonstration of the Role of Locabv&rnments in the System Transition),
Economic Research Journ®o.3 (2000): 24-31.

% peter T. Y. Cheung, “Introduction: Provincial Leaship and Economic Reform in Post-Mao
China,” in Peter T. Y. Cheung, Jae Ho Chung, andtn#hLin, eds,Provincial Strategies of
Economic Reform in Post-Mao China: Leadership, tisliand ImplementatioffArmonk &
London: M. E. Sharpe, 1998): 14.
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are agents of non-governmental entities (such a&sl l@nterprises), which
implement the decision of the central governmerd aeek support so as to
maximize local economic interests.

The increase of the bargaining power of local gorents is a direct result of
China’s economic reform. As correctly observed lgydkd Segal in his discussion
of foreign economic policy in communist states,oraf of foreign economic
policy and the reform of the domestic economy acgentlosely related to each
other?® In order to provide the social and local incergive support the reform,
the central government had to devolve some powergare more free space to
local governments and society. “Economic reformsamehat the national
government withdraws from economic affairs and deedizes economic
decision-making powers to individuals and localtsifi’ We need to discuss
China’s economic reforms, notably trade policy refs in greater detail for the
reason that economic reforms have increased thermofMocal governments in
the decision-making process and led to greatedémein conducting foreign
trade directly with foreign countries. Moreovern@ China’s trade policy
towards ASEAN in the case study of the CAFTA wa thscussed in this study, it
is necessary to touch on the reform of China’sanaalicy specifically.

Modeled on practices of the Soviet Union, the PRtaldished a highly
centralized planned economy after its founding949 Foreign trade was strictly
determined by the central planning authoritiesh@ Mao era, such as the State
Planning Commission, the Economic Commission, aed3tate Council. China’s

foreign trade was monopolized by 12 foreign tradeparations of the state. All

% Gerald Segal, “Foreign Economic Policy,” ChapteinlGerald SegalDpenness and Foreign
Policy Reform in Communist Statgé®ndon & New York: Routledge, 1992): 18.

27 yongnian ZhengWill China Become Democratic: Elite, Class and RegjiTransition(Eastern
University Press, 2004): 106.
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activities concerning imports and exports were dasethe unified plan made by
the central government, which also took full respbitity of the losses and
benefits of any foreign trade decision. The traglstesn of China before the
reform was considered as an “extreme example obitrgubstitution.?® Based
on the supply-and-demand theory, goods would beoiteg from foreign
countries only when supply fell short of demand.rd&s trade was strictly
controlled by the central government for fear @ itleological influence of those
neighboring countries and due to security concer@bkina remained an
inward-looking economy that seldom participatesiriternational trade. Under
these circumstances, local governments had no wayarticipate in the
policy-making process and almost no autonomy irdachng trade directly with
foreign countries. The amount and scope of trades weictly controlled by the
state under the centrally planned economic syst&entralization” has its
advantages and disadvantages. In China’s casehenote hand, a highly
centralized mechanism can provide sufficient resesito reach a compromising
resolution in a shorter time; on the other handweéwer, it results in the
suffocation of local enthusiasm. It “caused lowiadéincy or sheer waste in
resource allocation, not to mention the heavy hufeadministration imposed on
a giant country® Moreover, China originally adopted a political ®ya of
democratic centralistfi, in which the subordinate should be obedient ® th

superior level. Once the policy has been made &yO@, it should be obeyed and

% Nicholas R. Lardy, ,Te Pre-reform Foreign Tradst&y”, Chapter 2, in Lardforeign Trade
and Economic Reform in China, 1978-19@ambridge & New York: Cambridge University
Press, 1992): 16

% Hao Jia and zhimin Lin, edsGhang Central-Local Relations in China: Reform aBtate
Capacity(Boulder: Westview Press, 1994): 3.

% “Democratic Centralism” is not only a principle ofganization but also a principle of the
decision-making process in Leninist countries. Tieem “democratic” defines the equal
participation of all members in the organizatiomiles “centralism” refers to the mandate that all
members uphold all the decisions made by the czgtion.
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implemented unconditionally. Under such a systehg local governments’
enthusiasm and passion to develop their own irteresre stifled.

Such a situation has been transformed fundamerdibe the Third Plenum
of the 11" National Party Congress of the CCP in 1978, wienparty leaders
made the decision to change from a centrally pldrao®nomy from Mao’s era to
a more market-oriented economy by conducting maskiented reforms and
economic liberalization and modernization. Fromnthen, the foreign trade
regime slowly changed from “a highly centralizeddamainly administrative
system towards a free market reginie.”

Under the new economic policy, local governments gnranted some legal
rights to deploy trade relations with borderingioas directly. In order to boost
the economy and follow Deng Xiaoping’s idea of ddcaization, many essential
decision-making powers were granted to the locakgunents at different levels,
together with some forms of property rights anddigpower. Since the conditions
and level of economic development of the provineese vastly different, it was
extremely hard to enforce a policy that appliedltoFavorable policies were first
granted to those Special Economic Zones and cogstalinces. They were
considered as the forerunners in the developmenhefChinese economy by
taking important roles in integrating with the adés world. As the local
governments’ power increased, they were able td w#h their own situation
accordingly. For the coastal provinces, they wessigmed overall economic
decision-making powers. The central governmentwudsg to share some of its

superior powers mainly under the consideration thatas an effective way to

31 Jiadong Tong, “The Reform of China’s Foreign Tr&kgime in the First Decade of the New
Millennium,” Chapter 4, in P. W. Preston and Jurddsmacke, eds.Contemporary China: The
Dynamics of Change at the Start of the New MillenmiLondon & New York: RoutledgeCurzon,
2003): 64-72.
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boost the economic development of those regionss Was also under the
philosophy of Deng Xiaoping’s “letting some peojpled regions get rich first.”
Due to geographical advantage, the provinces bogidoreign countries also
benefited from the preferential policies from tlemniral government and began to
take border trade as one of their developmentegjies.

During his South China tour in 1992, Deng Xiaopiregmphasized the
importance of economic development as the countgpspriority. In the same
year, the central government opened five cities tamths along China’s border,
i.e. Nanning, Kunming, Dongxing, Pingxiang, and blek Preferential policies
were granted to local governments, such as thd tmlexamine and approve
investment projects, and to reduce or remit tamifgaxes, just to name a few.
Deng pointed out that there was no need to argueitawhich is better, the
socialist system or the capitalist system. It wiathat time the “Cat Theory” came
up.3? After the foreign trade decentralization reformhit@ changed from a
monopolistic to a market-oriented economy systén.The policy of
decentralization has further improved the autonoafythe local bordering
provinces. As Zhimin Chen argued after investigatime decentralization process
of China, the decentralization process has intemalized the provinces and
made them relatively active players in Chineseifprepolicy. They even made

policy initiatives at time§?

% Deng’s Cat Theory says, “Black or white, it is aod cat that catches mice”. See Deng
Xiaoping, Deng Xiaoping WenxuafSelected Works of Deng Xiaoping), Vol.1. (Beijifgenmin
Chubanshg1990)

%3 See Amei Zhang and Gang Zou, “Foreign Trade Deakzation and Its Impact on
Central-Local Relations,” Chapter 7, in Hao Jia afidmin Lin, eds.,Chang Central-Local
Relations in China: Reform and State Capa@igulder: Westview Press, 1994): 153-173.

34 Zhimin Chen, “Coastal Provinces and China’s FareRplicy Making,” Chapter 9, in Yufan
Hao and Lin SuChina’s Foreign Policy Making: Societal Force andiGese American Policy
(Hampshire & Burlingtog: Ashgate, 2005): 187-208.
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With an initial intention to encourage exports s® ta increase foreign
exchange, the reform of the foreign trade plannsystem induced the
implementation of a regional foreign-trade contragponsibility system. Local
governments and enterprises were encouraged tologevieeir foreign trade
actively and entitled to take full responsibilitgrftheir own trade behavior,
whether it were gains or losses. The central gowent has actually been
loosening the restriction on the types of bordad&d goods, the form of border
trade and the number of corporations dealing witbrdér trade. Local
governments have gained more autonomy in terms cmnamic policy
implementation based on their own specific condgid=or example, in 1991, the
border trade policy was further relaxed. Under tieav policy made by the
MOFTEC, the locations of border trade can be dechethe provincial and local
governments. Although the general rules were ddfing the MOFTEC at the
time, the implementation policies are made by thevipcial and local
governments themselvas.

Benefiting from the economic reform of liberalizati and integration, local
governments argue strongly for the expansion ofiéotrade, notably by joining
the process of economic integration with the oetsiarid. The initiation of the
CAFTA, regardless of whether it originated from ttentral government, has to
be warmly welcomed by local governments of Guarapd Yunnan. Moreover,

under the tidal wave of globalization, more corgaetith the outside world from

% The official document, Guanyu Jiji Fazhan Bianjingmaoyi he Jingjihezuo iBuBianjiang
Fanrong Wending Yijian de TongzHhiThe Notice on developing border trade and ecdnom
cooperation actively to facilitate a prosperous stadle border region), The State Council [1991]
No. 25; available online at:
http://alpha.hwcc.gov.cn/cgi-bin/tripnet?base=fgiti&A 3409&usname=TRIPNET&passwd=iht6
gri&fmt=6&kw=. Such policies see also the document made byptake Council, Guowuyuan
Guanyu Bianjing Maoyi Youguanwenti de Tonfjflihe Notice of the State Council on the issues
related to the border trade); available online at:
http://www.china.org.cn/chinese/zhuanti/xjbjmy/688htn retrieved on Jul y 15, 2006.
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all levels have appeared. China has to integratetive world under the concept
of Deng Xiaoping’s opening-up policy by turning aw&om Mao’s central
planning and autarky policy. China’'s developmensatategy and foreign
economic policy has changed from being one of mdiknce to
interdependenc& More reliance on the outside world is one of thaim
explanations given for how China’s policy-makingshehanged from vertical to
horizontal authoritarianisrif.

Characterized by the decentralization of foreigrdér rights, the reform has
greatly improved China’s trading status in the worn the meantime at the
domestic level, the reforms have also increased dah&nomy of local
governments, improved their bargaining power wita tentral government and
broadened their space for policy implementationbargaining range” in the
foreign economic field existed. The role of localvgrnments was transformed
from “simply implementing Beijing’s policies to pgwing provincial interests
ranging from tourism, receiving provincial visitoasd improving their image in
the international community, largely for economieasons” with the rapid
development in economic capacitylt was perceived at that time that economic
reform meant the development of the power of lgmalernments. Thus, with the

economy stepping in the right path, the decentatbm of central power as a

% Friedrich W. Y. Wu, “From Self-Reliance to Intemindence: Developmental Strategy and
Foreign Economic Policy in Post-Mao Chind@lodern China Vol.7, No.4 (October, 1981):
445-482.

37 Quansheng Zhao, “Domestic Factors of Chinese gorBolicy: From Vertical to Horizontal
Authoritarianism,”The Annals of the American Academy of Political 8odial Sciencevol.519
(January, 1992): 158-175. Zhao's view is introduéedhe study. However, | would like to
suggest that the process of policy formulation paoticy implementation be differentiated when
describing the changes in Chinese foreign polityseems to the author that the policy-making
process is still more vertical although there aéasing inputs, while the policy implementation
process tends to be more appropriately describ&dmsvertical to horizontal.

¥ Stuart Harris, “Globalization and China’s DiplorgaStructure and Processorking Paper
the Department of International Relations, AusaralNational University (September, 2002): 13.

96



result of the state economic reform policy alsottedignificant structural changes
in the state’s power structure and the decisionintprocess?

From the analysis above, as illustrated by theovalg figure (See Figure
3-3), we can observe that the Chinese domesticoatsicnreform granted more
autonomy to local governments and made it more ¢@éne outside world at the
same time. More autonomy of local governments esxd its bargaining power
in Chinese foreign economic policymaking. For exlmjocal governments have
been granted such rights as the approval of invadtiprojects and the delineation
of border trade areas. With China opening up toadtlside world, the increased
interdependency at different levels of governmenbviges more input

opportunities for local governments to push forirthevn interests in foreign

economic policy making.

More Autonomy

/ of Local Governments \

Domestic Economic
Reform

More Influence on Foreign
Economic Policy Making

J'Y
More Open to /

the Outside World

Reshape

Figure 3-3: The Interaction between Domestic Ecompic Reform
and Foreign Economic Policy Making

Nevertheless, after the decentralization procedsblean enforced for several
years, the central government found their authasftgllenged. For example, it
became harder for the center to collect fiscal meeefrom local governments after

reforms in the taxation system. With rapid econorgrowth, those coastal

3 Jae Ho Chung, “Studies of Central-Provincial Refa in the People’s Republic of China: A
Mid-Term Appraisal’,China Quarterly No.142 (1992): 487-508.
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provinces became wealthier than most other proginBecause they contributed a
lot to the central government coffers, sometimey tiven challenged the central
authority to show their displeasure of paying mi@ees or contributing more to
the state’s fiscal revenue. Alongside the incraasiolume of border trade, the
border provinces tend to consider their own intsresore than national interests.
The border region is still regarded as a sensdnea by the central government,
which may pose potential threats to the securityth& country if it became
unstable. The common concern that economic dedieatian could endanger the
smooth functioning of the nation state became moplar in China in the 1990s.
There was fear that if the central government natnod measures to cope with the
negative consequences of decentralization, thisldvoause national instability
and chaos on a large scale. To maintain stabitityader, the central government
had no choice but to implement systematic adjustsnenconsolidate its power.
Consequently, the central government began to nesleey possible effort to
reshape the central and local relations. The reaerdtion on the political front
reinforced the leading role of the central over tbeal. To some extent, the
traditional relationship between central and lggalernments was restored. The
central government “continues to be the ultimateisien-maker while provincial
and local governments are merely secondary plageas function within an
established framework laid down by the central gorent.”® Since the PRC

was founded in 1949, the process of

%0 Kuah Khun Eng, “Negotiating Central, ProvinciahdaCountry Policies: Border Trading in
South China”, in Grant Evans, Christopher Huttard &uah Khun Eng, eds//here China Meets
Southeast Asia: Social & Cultural Change in the dor RegiondNew York & Singapore: St.
Martin’s Press, 2000):; 72-97.
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“centralization-decentralization-recentralizatidtgeps recycling® Nevertheless,
the fact is that once power is devolved, it is herdegain it completely. For
example, when the central government tried to teakre the investment and
financial powers, the governor of Guangdong refuseddo so and he was
followed by some other governors, which can be iclemed as one validation of

the increase of the power of local governméhts.

The Motivations of Bargaining

Since the policy implementation process is longnreufter the policy has been
made, it can still be modified according to thesrests of those who implemented
it. Due to the essential nature of the Leninisitjall system, a certain amount of
give-and-take to the ready-made policies is inéléa First, the central
government has to be responsible for all kindsadicg making, which reduce its
relative veracity and practicability. China’s pm#l system is overloaded,
according to David Lamptoff. Second, as a fragmented country, each province
has its particularity. It is hard to formulate dippthat applies to all, especially in
the case of those policies related closely to t@emic interests of individual
provinces. Third, it is a natural practice that tdemtral government usually takes
more roles in making general guidelines for the ntou Due to technical
problems or unexpected situations, it is not unutha complex implementation
processes lead to a result that is hard to anteigaast but not least, although

there is a trend of pluralization in the policyrfarlation process, sometimes the

1 Details on the Chinese history of centralizatidegentralization and recentralization see Harry
Harding, Organizing China: The Problem of Bureaucracy 19494 (Stanford, California:
Stanford University Press, 1981).

2 For details, see Gabriella Montinola, Yingyi Qiaand Barry R. Weingast, “Federalism,
Chinese Style: The Political Basis for Economic &ass”,World Politics No.48, Vol.1 (October,
1995): 50-81.

*3 David M. Lampton, “Water: Challenge to a Fragmdr®litical System,” Chapter 6, in David
M. Lampton, ed.Policy Implementation in Post-Mao Chir{Berkeley: University of California
Press, 1987): 187.
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opinions of local governments are not fully absdrb&hus, local governments

need to maximize their benefits during the polioyplementation process. This

case study found that it is out of the questiont sfueh an agreement be signed
within one year if consultation with local governm® had been well conducted
during the negotiation process with the ASEAN state

Moreover, potential conflicts of interests betwettie central and local
governments make local governments more likelyxertetheir efforts in foreign
economic policy making so as to protect their owterests. As pointed out by
Peter Cheung and James Tang, economic fields sufdreagn trade “enables the
provinces to play to their comparative advantag@ssening central government
restrictions and developing greater access to easrsarkets” and “expanding
foreign economic relations has become the most itapbtheme of provincial
external affairs.** Fundamentally, bargaining is under the conceptiatal
interests first instead of national interests.” Thtmate goal of this concept is to
gain the legitimacy of local governments.

According to Max Weber, legitimacy of system dontioia contributes to the
system stability and authority. He has classifle@é¢ pure types of legitimate rule,
i.e, legal domination based on a system of rulgdiegh administratively and
judicially to all members of the group; traditiorddmination based on inheritance
from the system; charismatic domination based enctiarisma of the leadé&t.
Obviously, based on his standard, the legitimacyCbinese leadership has
transformed from the latter two to the first oneisthemphasizes more on the

economic performance as the raison d'etre of thegrstatus. We may recall the

4 Peter T. Y. Cheung and James T. H. Tang, “The rBateRelations of China’s Provinces”,
Chapter 4, in David M. Lampton, ed:he Making of Chinese Foreign and Security Policyhie
Era of Reform, 1978-200@tanford: Stanford University Press, 2001): 112.

%> Max Weber, “The Three Pure Types of LegitimateeRuChapter 7, in Sam WhimsteFhe
Essential Weber: A Read@rondon & New York: Routledge, 2004): 133-145.
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conclusion drawn by Lucian Pye that an authoritgi€rarose under the process of
modernizatior!® Although still an authoritarian state, both thetcal and local
government officials have realized quite clearlattlihe development of the
economy and the continuous improvement in the ge®pl/ing standards are the
ultimate guarantees for the legitimacy of theiringl status. As observed by
Samuel Kim when analyzing Chinese foreign policgraies under the challenges
of globalization, to some extent China has “shifttdm ideological or
nationalistic legitimation to performance-based itlemtion.” ** Such
transformation in the standard of legitimacy caodle helpful in explaining why
local governments sometimes do not quite followeosdfrom the central
government since there are delicate differenceserms of the standard of
legitimacy between the local and central governsielhe central government
has to keep in mind the interests of the countryaasvhole while local
governments have to should strive to meet the ddsahthe local people, which
sometimes deviate from the state’s track (See Ei@Ju8 for elaboration.). This
can also explain why local governments have to dargvith the central
government and even act seemingly indifferent ® demands of the central
government while the central government has tdktbinevery means possible to
keep a balance of interests between provincesdl avternal discord.

In a word, the fundamental consideration of locavegnments in their
bargaining activities with the central governmenta gain their own legitimacy.
Bargaining may happen under the two circumstanseshawn in Figure 3-4. The

first situation is when the interests are incomsisivith the interests of the whole

6 Lucian W. Pye, “The Authority Crisis in Modernizaiti,” Chapter 1, in his new edition work,
The Spirit of Chinese Politiqg€ambridge: Harvard University Press, 1992): 1-11.

4" Samuel S. Kim, “Chinese Foreign Policy Faces Glehtion Challenges,” Chapter 10, in
Alastair lain Johnston and Robert S. Ross, dldsv Directions in the Study of China’s Foreign
Policy (Stanford: Stanford University Press, 2006): 288.
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country. Local governments are sure to bargain with central government for
policy modification or changes so as to lose |&sscondly, even when the
two-level of interests are consistent, bargainiti siay happen. Under such
circumstances, some local governments are tryingaio more compared with

other local governments guided by the general @sliof the central government.

Legitimacy

AN

Central Government Local Government

Responsible
Responsible

Consistent

Supportive
Bargain Local
Bargain

Inconsistent

Country

Figure 3-4: Two-Level Legitimacy and the Central-Laal Interaction
Local governments have become more experienced akinm flexible
interpretations of the central government’s posci€¢o be more specific, when
discussing the distribution of the existing resesrcand interests, local
governments are actually bargaining for either nmteresources or policy

priorities.

Bargaining for More Material Resources

Material resources include two types: financialoteses, such as funds and
subsidies, and such resource as raw materialsnaindtrial products or quotas on
specific products.

Even under the assumption that local governmenjsyemore autonomy

during the policy implementation process compamdhie policy formulation
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process, local governments still depend more orcéiméral government than vice
versa. Financial support is still needed by loacalegnments for the increase of
the scale of investment or the development of basomstructions of
infrastructures, such as the construction of ld@aisportation. Under the present
macro-regulation and financial system, bargainimgnhore direct investment on
certain basic and important projects such as enwiemtal protection and social
welfare is necessary, especially for relativelykveard provinces. For example,
during the period of the 0Five-Year plan, the central government granted
Guangxi Zhuang Autonomous Region RMB 39.156 billimn investment in
transportation, energy and social welffteAccording to officials in Guangxi,
“Guangxi is able to complete the tasks that it Hasired for years by utilizing
such capital issued by the stafé.Nevertheless, since the reform and opening up,
as China’s economy is changing from a completelytreéplanned economy
towards a more market-oriented one, the monopolispwer of the central
government in using such resources has declineeteldre, the bargaining for

the second type of resources is more common nowsaday

Bargaining for More Policy Priorities

Since the reform and opening-up, China’s prefeaénfolicies have
experienced a process of reorientation from SoatiNorth, from the eastern
coastal region to the western and central regidnsler Deng Xiaoping's “letting
some people get rich first” plan, special treatm&as first granted to the Pearl
River Delta economic region and coastal areas en1®80s. It was followed by

the Yangtze River Delta economic region with a ®om the Shanghai Pudong

“8 Development Research Center, Guangxi Zhuang Autons Region, ed.,Guangxi
Development Repo(lNanning: Guangxi Kexue Jishu Chubanshe, 2006): 19
49" Author’s interviews with Guangxi government ofits in Guangxi, October 2006.
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area in 1990, and the West Development Strateggrbeg2000. The guideline of
the 11" Five-Year plan prioritized the Yangtze River DeBeijing-Tianjin-Hebei,
Chengdu-Chongging and the old industrial base irnh¢ast China.

Moreover, the central government keeps its monopalythe finance,
securities and telecommunications. Local governmesften demand further
delegation of such rights so as to deepen thedliization in trade in services. In
many cases, local governments bargain with theralegbvernment to put local
projects into the overall arrangements of stateeld@ment. In this way, both
national policies and financial support will leawards certain provinces.

Besides the strategic development strategy of tde,seach province has its
own special situations to face with and tasks tbllfuCompetition exists among
the provinces in the same region. As will be disedsin detail in the case studies
in the following chapters, to compete for a betpasition in boosting local
economic development and increasing border tradb tie Southeast Asian
countries, bordering provinces such as Guangxi &ndnan both take an
enthusiastic attitude towards regional economigeaation. The top officials of
these provinces are actually competing to bargainmore policy priorities, such

as in the case of winning over the hosting riglitthe China-ASEAN Expg°

The Avenues of Bargaining

Generally speaking, two avenues are available doall governments to adopt

when bargaining with the central governments: fdnmeans and informal means.
The study of informal politics has become a hotdagver since the 1970s

when Andrew Nathan’s pioneering article on advaxat factionalism model for

0 The bargaining of the hosting rights of the ChKBEAN Expo of Nanning City will be
discussed in Chapter 6.
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Chinese politics was first publishét.The disputes on the topic have become
heated since Tang Tsou's rebuttal article shot sfbrtly afterwards by
substituting the term “informal group” for Natharg¢encept of “faction> One
contradictory opinion of them was on Nathan’s argotrthat “the hierarchy and
established communications and authority flow oé tbxisting organization
provides a kind of trellis upon which the complextfon is able to extend its own
informal, personal loyalties and relations® Tsou argued that it was
inappropriate to make the existing organization ghecondition rather than the
product of the development of informal groups, sity doing so “one already
makes certain important assumptions about the @aifithese groups?* It is
really hard to clarify which one is the pre-conalitior result since the relationship
between formal structure and informal groups ardréan simple. Although there
are many disagreements among scholars includinghaNatand Tsou, the
fundamental elements of their arguments are similaey both emphasize the
relative importance of informal politics under tBainese political structure. The
formal bureaucratic structure is what the Chineseeghment has emphasized

more these days, but informal politics still playsital part.

Formal Avenues of Bargaining
(1) Via the form of submitted reports
One routine way to bargain with the central govezntris through the formal

bureaucratic system. After the formal applicatiepart is completed, it is

*L Andrew J. Nathan, “A Factionalism Model for CCPlifies”, The China Quarterly No.53
(January-March, 1973): 33-66.

2 Tang Tsou and Andrew J. Nathan, “ProlegomenorhéoStudy of Informal Groups in CCP
Politics”, The China QuarterlyNo.65 (March, 1976): 98-117.

>3 Andrew J. Nathan, “A Factionalism Model for CCPlifkes”, The China Quarterly No.53
(January-March, 1973): 44.

* Tang Tsou and Andrew J. Nathan, “ProlegomenorhéoStudy of Informal Groups in CCP
Politics”, The China QuarterlyNo.65 (March, 1976): 100.
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submitted to different levels of related bureau@sicespectively. From using this
method, the application shall follow a long redegpocess and report from one
level up to other levels wji shangba® This is the most common way to
bargain with the central government especially urtide condition that provinces
do not have much informal means to resort to.

(2) Via provincial leaders who are members of the CCPdC members of
its Political Bureau

Almost all provincial top leaders are members ef @CP CC, either as full or
alternative members. In the plenary sessions ofC@e they are able to access
with ease to the top officials at the central le#len if not being a member of the
CC but being deputies to the NPC, some provineiailérs also need to attend the
meetings of the NPC. Provincial party secretarie$ governors usually take such
occasions to impress the central leaders.

(3) When provincial leaders go to Beijing to negtaidirectly with the related
top officials at the central level on related isswe when central officials go to
provinces for inspection

Since the reform and opening-up, provincial leadeage been traveling to
Beijing more frequently. They may take the oppaitiunvhen reporting their
work to discuss specific issues of most concerthéon with central government
officials. Sometimes, provincial leaders take tippartunity to influence central
government officials when they go to the provinfeanspection.

(4) Via the coordination of local provinces

Those provinces that contribute more to the grosftthe national economy
enjoy more bargaining power. For those provincegrdmting less to the national

economy, their bargaining power is relatively wellke coordination among such
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provinces increases their bargaining power with teatral government. For
example, set up in 1984, the Regional Economic dination Association of
Southwest China (RECASC)Xihan Liushengqushi Jingji Xietiaohuiwas
considered as the first regional economic coopanairganization set up in China
after the reform and opening-up in 1978. The Assam covers six Southwest
provinces and cities such as Yunnan, Guizhou poagan Tibet Autonomous
Region, Guangxi Autonomous Region, the capital @fySichuan province
Chengdu, and Chongging Municipality. According ke tanalysis of Yongnian
Zheng, it has been formed mainly because thosanmmes are weak in bargaining
power. To form a coalition among them is a way norease their collective
bargaining power. Zheng argues that joint actiaslieen very effective in getting
financial support and preferential policies frore trentral governmernit.

(5) Via Liaison Offices in Belijing

The Liaison Office was first set up as a standingybin Beijing for local
governments to contact directly with central goweent ministries. Its existence
has greatly improved the working efficiency of adisirations. The first local
government office in Beijing was set up by the InfMdongolia Autonomous
Region in 1949. There are now around 50 officesupein Beijing representing
the provinces, major cities and top state-owneeérenses, together with around
520 for cities and 5,000 for counties. Althoughgorally designed as a formal
agency to improve government working efficiency aodtact more conveniently
with the central government, it has become an avefunformal politics as time

goes by. “Some of the agencies are entrusted @& gmvernments to cozy up to

5 Yongnian Zheng, “Local Developmentalism and thenfrition of an Inter-Provincial Coalition:
The RECASC Case,” Chapter 6, in Yongnian Zhengstitutional Change, Local
Developmentalism, and Economic Growth: The Making§emi-Federalism in Reform Chigann
Arbor, Michigan: UMI, 1995): 214-272.

107



senior officials in central government ministries financial benefits® Because
of good relations with central government minigyikiaison Offices play a very
important role in bargaining with the central goveent for more preferable
policies. However, corruption is a serious problémthe Liaison Offices.
According to a Xinhua report, local government aé#f spend more than US$ 2.5
billion annually to build and nurture connectiongthwcentral government
departments! The Ministry of Supervision and the Central Consiua for
Discipline Inspection of the CC, Communist PartyGifina has started to take
measures to regulate those offices recently. Neglass, Liaison Offices will still
play a part in bargaining with the central governtméda informal means unless

they are eliminated thoroughly.

Informal Avenues of Bargaining

The main avenue of informal bargaining is via peeaelations with the top
leaders. Any close personal relations of provincadficials with central
government officials may provide good opportunitfes local governments to
bargain with the central government. Close relatmos between officials at the
local and central government levels often come abowm their old friendships,
such as between former classmates and colleagassleB this, with the maturing
of the Chinese cadre training system and praaticee top officials at the central
government level are assigned to take principaltspas local provinces as a

preparation for further promotion. Provincial leestep is considered as “the most

® “Ljaison Offices in Beijing Face Overhaul’, Septeen 5, 2006, available online at

http://www.chinadaily.com.cn/china/2006-09/05/canté81319.htm retrieved on September 5,
2006.
> |bid.
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important stepping-stone to higher national pogts&s early as in 1962 when Hu
Yaobang was sent back to Hunan as Party SecrdteyChinese government
began to take local provinces as the training gilofor national leaderd’
Nevertheless, it is not until the 1980s that suphaztice became more systematic
and widespreatl Even the highest officials had such experiencés@as local
provincial officials. For example, before becomamghember of the Secretariat of
the CCP CC and the Standing Committee of the Paliureau of the CCP CC,
Secretary General Hu Jintao used to be the Segretahe Guizhou Provincial
Party Committee from 1985 to 1988, and SecretarthefParty Committee of
Tibet Autonomous Region from 1988 to 1992. Stadada large scale in early
1990s, many top officials at the central level@gsigned to act as either Secretary
or Governor at the provincial level and need tokabiere for a number of years
before returning and getting promoted. A large propn of top leaders in the
central government have various experiences agproyincial leaders and their
proportion in the Political Bureau has increasexinfr55 percent during the 14
CC to 83.3 percent during the™6C (see Table 3-1 below). During their stints in
the provinces, it is common for them to build specelationships or develop a
special affinity for the provinces they are posted After the attachments are
completed, those officials will hold even more impat posts at the central
government level, which provides more convenienenaes for the local

governments to utilize later.

8 Cheng Li and Lynn White, “The Sixteenth Centrah@oittee of the Chinese Communist Party:
Emerging Patterns of Power Sharing,” Chapter 3,0well Dittmer and Guoli LiuChina’s Deep
Reform: Domestic Politics in Transitidhanham: Rowman & Littlefield Publishers, 20062. 9

%9 Zhiyue Bo, “The Provinces: Training Ground for Mail Leaders or a Power in Their Own
Right,” Chapter 4, in David M. Finkelstein, and Manne Kivlehan, edsChina’s Leadership in
the 2%' Century: The Rise of the Fourth Generat{@mmonk & London: M. E. Sharpe, 2003): 66,
109.

80 Zhiyue Bo, “The Provinces: Training Ground for Naual Leaders or a Power in Their Own
Right?” in David M. Finkelstein and Maryanne Kivlh eds.China’s Leadership in the 21
Century(New York & London: M. E. Sharpe, 2003): 66-117.
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Table 3-1: Provincial Experience of the Full Membes of the Political Bureau
(14th-16th Central Committee, CCP)

No. of Members in No. with The Proportion
the Political Bureau Provincial Experience ( percent)
20 (14th) 11 55
22 (15th) 15 68.2
24 (16th) 20 83.3

Notes: Provincial experience refers to full membefsthe Political Bureau who have
experience as senior provincial leaders, which tdel deputy party secretaries, vice
governors, and other higher positions.

Moreover, provincial leaders need to go to the @¢marty School to take the
training courses in party theories, such as Mardiemnism, Mao Zedong
Thought, Deng Xiaoping’'s Theory of Socialism withi@ese Characteristics and
Jiang Zemin's theory of “Three Represerits.They may also build contacts with
central leaders when they take inspection tourghef province$? China is
increasingly recruiting prominent provincial leaslen large numbers to the
central government for higher posts in recent ye®&wmrsonal exchanges of
high-ranking officials between the central and jmoial levels are very common
now. This provides more opportunities to be acgedinvith one another.

All together, through various means, the persoehdtions between central
and local leaders have been established. When ibargafor the economic
interests of the local level, these relations atiézed by provincial leaders

through contacting directly to those whom theyfariliar with for support.

®1 The idea of the “Three Represents” was first psaloby Jiang Zemin in his inspection tour of
Guangdong Province in 2000. It was included inRaety Constitution in the {6Party Congress.
The idea refers to “the Party must always representequirements of the development of China's
advanced productive forces, the orientation ofdaeelopment of China's advanced culture, and
the fundamental interests of the overwhelming nityjaf the people in China”.

%2 The above idea was enlightened by the work of @iBo, “The Provinces: Training Ground
for National Leaders or a Power in Their Own Rigithapter 4, in David M. Finkelstein, and
Maryanne Kivlehan, ed€hina’s Leadership in the Twenty-first Century: TRise of the Fourth
Generation(Armonk & London: M. E. Sharpe, 2003): 66-117.
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Factors That Affect Policy | mplementation
There is no pure black-and-white dividing line téfedentiate between whether
local governments are adopting or distorting cergadicies. As pointed out by
David Lampton, a universal standard to check wheplodéicy implementation is
successful or not is dubiofis.Nevertheless, we have to take into consideration
the tractability of the policy, and try to figureitounder what circumstances will
one policy be changed in the policy implementaoocess. What counts more
than merely discussing whether a policy has befattafely implemented or not
is the efforts to explain in depth the followingzales. For example, what are the
specific conditions of the implementers? How didythmprove their bargaining
power and bargain with the policy makers? In wisgteats has one policy been
modified and what are the underlying reasons adawgirfor it? Generally
speaking, the following factors explain these migdifons to the original policies.
The first five factors are more objective compat@dhe last two, as the last two
factors are based more on the characters of tlerpeng entities.

(1) The clarity and complexity of the policy

One basic question the policy formulators often thelnselves regards why a
policy needs to be changed during the implememapoocess. The obvious
reason is that the policy is too general or amhigudince it is not concrete
enough, policy implementers will just consider $ @ general guideline and act
according to their own understanding of the po$iciBesides this, sometimes the
policy is too complicated for the implementers tagp the tenet correctly, which

will result in a compromising implementation.

% David M. Lampton, “The Implementation Problem iosBMao China,” Chapter 1, in David M.
Lampton, ed.Policy Implementation in Post-Mao ChiifBerkeley: University of California Press,
1987): 5-7.
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(2) The time span over which the policy must be impletaé

Some of the government policies need to be impléagenght after they are
made, while some policies have more flexible desdli The modification of
policies is frequent during long periods of implertation. The longer the time
span of the policy implementation process, the niiedy the policy will be
modified. One appropriate reason is that the longéakes before a policy is
implemented, the more freedom policy implementasgehto bargain with the
policy formulators, or the more time for the implemters to think over various
strategies to cope with the newly-made policies.

(3) Resources of implementers

The resources of implementers are the decisiverfadtwhether a policy can
be strictly implemented. Resource availability ifuadamental condition for the
policy implementation. Without available resources) policy is possible.
Because of this, it is vital for the policy formtdes to conduct a comprehensive
survey on the possibility of the implementation e&ch policy. If policy
enforcement without such investigation happensukeat]y, the reliability or the
sustainability of the policy formulators will begaled in doubt.

(4) Technical difficulties

This factor is similar to the lack of resourceseMillingness to comply with
orders is not enough for the enforcement of a polit there is a lack of
knowledge or skills to enforce a policy, the poleyll never be implemented.
Technical difficulties include the technologies ahplementers and their

capability to fully understand the intention of ghaicy formulators.
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(5) Support from the state

Asking for support from the state is one reason pblicy implementers need
to bargain with the policy formulators. In most easthe central government of
the state is the policy formulator. The state austra large amount of the
country’s scare resources. In order to compete atlier policy implementers and
to get a better competing position, policy impletees often have to exert their
efforts for more preferable policies and more ficiahsupport. Those who get the
support from the state are more likely to perforellvand act more consistently
with the original policies made by the state.

(6) Attitudes, commitment and incentives for compliantéhe implementers

Mentioned above, there are also two more subjectactors that have
influences on the policy implementation processesehtwo factors depend
decisively on the character of the implementerghéfimplementers identify with
the policy formulators, they are more likely to d@mmitted to the policy, which
makes much difference in whether the policy will ipeplemented. A more
compliant attitude towards the policy formulatorgl wesult in a more strictly
implemented policy.

(7) Leadership skills of implementing officials

The leadership skills of implementing officials @lsount. Considered as
“Street-level bureaucrat¥” by Michael Lipsky, bureaucratic officials act &=t
middleman between the state and the target greuph, as enterprises. A skillful
middleman who stations between the state and prigsattors can contribute
significantly to an implementation. As an adjustbe middleman shall have both

the ability to bargain with the policy formulatomd the ultimate policy

% The idea is from Michael Lipsky, “Street Level Baucracy and the Analysis of Urban
Reform”, Urban Affair Quarterly No. 6 (June, 1971): 391-409.
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implementers. How to gain the support and religbifrom both ends is their

challenge.

V. Conclusion

The dynamic nature of China’s foreign economic @ohaking process can be
observed in its new changes, both qualitatively apdntitatively. Policy
formulation, justification and reformulation aredeiy discussed by scholars of
this field.°® In fact, all the above-mentioned factors that afféhe policy
implementation process can result in a policy meidation process. It is also in
this sense that the dynamic nature of the policyntakprocess is further
embodied. | echo the arguments on the decentralizand pluralization of
China’s decision-making. However, it shall be nateat such a tendency refers to
the increasing importance of local governments atir social actors in the
processes of policy implementation and justificatrather than the conventional
decision-making process. Notwithstanding the neanges that have taken place
in China’s foreign economic policymaking proce$® top leaders remain the key
actors in the decision-making process, which is @omembodiment of the
authoritarian nature of China.

Thus far, the general discussion on China’s ecoaguuiicy formulation and
implementation has been completed. The followingptérs will examine China’s

economic policy-making towards ASEAN by taking thbAFTA as a case study.

% Daniel A. Mazmanian and Paul A. Sabatier, “An ddnction to Policy Implementation”, and
“A Framework for Implementation Analysis,” Chapterand Chapter 2, in Daniel A. Mazmanian
and Paul A. Sabatiemmplementation and Public PolidgGlenview, lllinois: Scott, Foresman and
Company, 1983): 1-48.
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CHAPTER FOUR

CHINA’S ASEAN POLICY: FROM BILATERALISM TO
PRO-ACTIVE MULTILATERALISM

After the end of the Cold War, the internationalViemsnment came under many
fundamental changes. Almost every country had &buexe the ongoing as well as the
forthcoming new phenomena and adapt itself to liin&€ was no exception. China’s
foreign policy makers had to take a positive atiuowards joining multilateral
organizations and had to adopt a multilateral agpgnan managing her international
relations under the pressure of globalization. @hehe most obvious changes in
China’s policy towards ASEAN was the adoption of fbrocess of bilateralism to
multilateralism. This chapter aims to draw a gehpieture of the transformation of
China towards ASEAN from the early 1980s up ut# present, so as to provide the
policy background for the case study of the CAFTAe underlying rationale behind
such policy changes by the Chinese policy-makelisalgio be explained.
Multilateralism is becoming a central concept I tcase of China’'s ASEAN
economic diplomacy, especially after China propo#ea concept of the CAFTA
years ago. Multilateralism is a strategy delibdyatehosen by the Chinese
government. While China accepts the constraintseglsled in multilateralism, she
also aims to introduce gradual changes to theiegishultilateral organizations by
joining them. By doing so, China expects to havavarable external environment for
its continuous domestic development, while risingagefully. The definition of

multilateralism in this study refers to the use ofultilateral international
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organizations or agreements to deal with internaliproblems to achieve regional or
global stability and the development of the country

Since the late 1970s, the process of Chinese ptiggrds the Southeast Asian
states can be divided into three stages. Thediegje is from the early 1980s to the
late 1980s during which China’s top priority wase tdevelopment of bilateral
economic relations with the Southeast Asian st@lasng the second period from the
early 1990s to the end of the 1990s, China chafged bilateralism to reactive or
reluctant multilateralism. In the third stage (fratre end of the 1990s till now),
China’s ASEAN policy has been characterized by gutive multilateralism. Since
then, China has been showing increasingly greatkngmness to engage in ASEAN’s
multilateral processes and institutions. More inig@atly, China has begun to take

initiatives in building China-ASEAN multilateral enomic institutions.

I. The First Period: Bilateralism: From the Early 1980s to the Late 1980s

Benefiting from geographical adjacency, China’dyeaontact with Southeast Asian
countries can be traced back to ancient times.elbatwveen the two sides during that
time mainly took the form of border trade and miai trade. Even border trade and

maritime trade were carried out only sporadicallfter the founding of the PRC, the

! For works on multilateralism see Lisa L. Martin|nterests, power, and multilateralism”,
International Organization Vol.46, No.4 (Autumn, 1992): 765-792; John GeraRlggie,
“Multilateralism: The Anatomy of an Institutiontnternational OrganizationVol.46, No.3 (Summer,
1992): 561-598; James A. Caporaso, “Internatioredafions Theory and Multilateralism: The Search
for Foundations”International OrganizationVol.46, No.3 (Summer, 1992): 599-632; Miles Kahle
“Multilateralism with Small and Large Numbergfternational OrganizationVVol.46, No.3 (Summer,
1992). 681-708; See alstnternational Journal No.45 (Autumn, 1990), a special issue on
multilateralism; John Gerard Ruggie, eMultilateralism Matters: The Theory and Praxis of a
Institutional Form(New York: Columbia University Press, c1993).
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trade relations with some Southeast Asian countniessened due to ideological
differences. In the 1950s and 1960s, direct tragtevden China and Southeast Asia
was very limited, and bilateral trade depended ihean indirect trade via the
entrepots of Hong Kong and Singapore. In the 19ff@&smomentum picked up, and
economic as well as political relations betweenn@hand the Southeast Asian states
improved significantly as Malaysia, the Philippineand Thailand established
diplomatic relations with China. It was during thperiod that, China officially
recognized ASEAN in 1975. In the 1980s, China’snernic relations with most
ASEAN states entered a new phase as China embarkats four-modernization
program, established an open-door policy, and begtiwely seeking foreign capital
investment including investment from the Southéasan states.

During the 1980s, China took the development cdteral economic relations
rather than multilateral relations with the ASEARates as its top priority. Two
factors affected its policy-making. First, duringet 1980s when the reform and
open-door policy just began, China’s economic cépavas rather weak. The country
was not ready for radical trade and investmentrdilazeation and had not much
economic power to influence the outside world. Dtesfhe leadership’s strategy to
join the world system, China’s main goal was taaatt foreign investment and
promote domestic economic growth. We can draw @ sahclusion that during this
time China’s ASEAN economic policy was domesticatlsiven. In other words,
domestic priority is an independent factor that eaplain the policy decision of the

Chinese government. The reform and open-door potleynonstrated domestic
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priority as China's foreign policy was dominated tgmestic issues aiming at
creating a secure and cooperative external envieobrander which economic and
social development could proceed smoothly. China tighly skeptical about the
value of participating in regional multilateral argzations and preferred to deal with
its neighbors on a bilateral basis.

Because of the unwillingness of top Chinese leadergoin multinational
organizations combined with low comparative advgesain both productivity and
technology, China remained almost insignificantviorld trade during this period. As
shown in Table 4-1, in 1985 the total value of GFsnforeign trade was extremely
small compared with other developed countries siscthe United States, Japan, and
Germany. The total imports and exports of Chind985 only registered 2.1 percent
and 1.4 percent against 18.0 percent and 11.3mevE¢he United States in the same
year. Taking a comparison between the trade of&and that of the United States in
year 2004, we can observe that China’s total ingpand exports accounted for 5.9
percent and 6.5 percent of the world while thel iot@orts and exports of the United
States accounted for 16.1 percent and 9.0 perdaking a look at the figures of
China’s imports and exports in 2004 and 1985 andctyparing it with other

countries, we can observe how small China’s tr&édecs in the world.
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Table 4-1: Comparison of World Trade among China ad
Other Countries in 1985, 1995, and 2004
(US$ 100 million)

1985 1995 2004
Country Import Export Import Export Import Export
World 20062.3 | 19305.8 52840 51640 94583 91235
China 422.5 273.5 1320.8 1487.8 5612 5933
(2.1) (1.4) (2.5) (2.9) (5.9) (6.5)
United 3616.3 2188.3 5742.8 4311.5 15264 8190
States (18.0) (11.3) (10.9) (8.3) (16.1) (9.0)
Japan 1294.8 1756.8 3359.4 4432.9 4545 5655
(6.5) (9.1) (6.4) (8.6) (4.8) (6.2)
Germany 1585.5 1840.1 3268.6 3739.6 7175 9148
(7.9) (9.5) (6.2) (7.2) (7.6) (10.0)
United 1092.7 1099.9 1965.6 1777.6 4620 3456
Kingdom (5.4) (5.7) (3.7) (3.4) (4.9) (3.8)
France 1089.1 976.4 2024.6 2110.7 4641 4510
(5.4) (5.1) (3.8) (4.1) (4.9) (4.9)
italy 909.9 789.6 1012.7 1114.1 3490 3461
(4.5) (4.1) (1.9) (2.2) (3.7) (3.8)
Canada 764.1 847.8 1263.3 1418.2 2758 3220
(3.8) (4.4) (2.4) (2.7) (2.9) (3.5)

Note: The percentage in the parenthesis is theetsithre of the respective country within the
world total volume.

Source: United Nations: Monthly Bulletin of Statist April 1996; WTO Statistical Database;
China Statistical Yearbook 2005.

Moreover, when the open door policy was first inmpéated in the 1980s, China
had almost no investment overseas. The main fottleeagovernment was to attract
foreign investment rather than invest overseasseées in Table 4-2, China’s export
share in the world only accounted for less tharetzgnt in the 1980s. We can thus
observe that China was still an inward-looking exog at that time. Although the

reform and opening-up policy had been implementsedpreign trade was increasing
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year by year; it was still early for the Chinesesggmment to be confident enough to

face the outside world and to take more roles tiarimational affairs.

Table 4-2: China’s Export Share and Ranking in theWNorld

(US$ 1dlion)
Year | World Exports | China Exports | China's Share | Ranking
(Percentage)

1980 19906 181 0.9 26
1981 19724 220 1.1 19
1982 18308 223 1.2 17
1983 18078 222 1.2 17
1984 19019 261 14 18
1985 19277 274 1.4 17
1986 21157 309 15 16
1987 24969 394 1.6 16
1988 28382 475 1.7 16
1989 30361 525 1.7 14
1990 34700 621 1.8 15
1991 35300 719 2 13
1992 37000 849 2.3 11
1993 36870 917 2.5 11
1994 41683 1210 2.9 11
1995 50200 1488 3 11
1996 52540 1511 2.9 11
1997 55364 1827 3.3 10
1998 53750 1837 3.4 9
1999 53595 1949 3.6 9
2000 62201 2492 4 7
2001 61624 2661 4.3 6
2002 64240 3256 5.1 5
2003 74820 4382 5.9 4
2004 91235 5933 6.5 3

Source: China External Economic Statidti@arbook 2005.

Secondly, in terms of its external environment,iryithis period the Cold War

had not ended yet and some ASEAN states werehstiitile to China. This was

mainly because China’s political image in the regiemained tarnished for decades
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due to its support for communist insurgencies amdie movements in the region.
China did not have diplomatic relationships withmsoof the ASEAN states at that
time. It was not until the end of the 1980s and daely 1990s, after Vietnam
withdrew from Cambodia, and Indonesia normalizedrélations with China, did
China begin to build normal diplomatic relationstiwiall ASEAN states. Joint
communiqués were signed between China and Indgnasdh China and Vietham
respectively. Indonesia's diplomatic relations withina were particularly important
since Indonesia was then the “big brother” amomgABEAN states. Sino-Indonesia
relations were suspended in 1967 in the aftermbhtheo 1965 attempted coup. This
persisted until 1990 when their mutual confidenestared that the two countries
normalized their ties. China’s normalization of titss with Indonesia paved the way
for Singapore’s decision to have formal relationthwChina. Singapore established
formal diplomatic relations with China in Octobed9D followed by Brunei in 1991.
Only at this time did China and all ASEAN membeatss normalized their ties.
Needless to say, it was unlikely for China to depegjood bilateral economic
relations with the ASEAN states without normal dipitic relations during the 1980s,
let alone foster a multilateral economic relatiapskith ASEAN. Table 4-3 indicates
how relatively insignificant China-ASEAN trade wasd how little it changed from
1980 to 1989. China only took up 2.7 percent of ASEmMports and 1.0 percent of
ASEAN exports in 1980, with a small increase to [@tcent and 2.3 percent in 1989.
In contrast, both the imports and exports percastagfi ASEAN trade with the

developed countries were all two-digit, such ashwitie United States, Japan and
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countries in the European Union. ASEAN’s main tradpartners by the end of the

1980s were the industrialized countries.

Table 4-3:  Direction of ASEAN Trade (1975-1989)

(Percentage distribm}io $US million)
Industrial Countries
Year | Total Percentage| United | Japan | Europe | Intra China | All Other
of Total States ASEAN Countries
Imports
1975| 23494 56.9 154 23.8 17.7 12.7 3.0 27.4
1980| 63170 52.0 154 21.8 14.8 17.6 2.7 27.7
1985| 64153 52.0 15.7 20.7 15.6 19.7 5.1 23.2
1986 | 62289 54.6 16.1 22.2 16.3 175 3.9 24.0
1987 | 76898 54.6 14.8 22.6 17.2 17.4 3.6 24.4
1988 | 103923 54.9 155 23.0 16.4 17.3 3.4 24. 4
1989 | 126386 54.3 155 23.7 16.1 16.3 3.1 25.3
Exports

1975| 20811 61.0 19.8 27.0 14.2 17.3 0.6 21.1
1980| 66490 57.6 16.9 26.8 13.9 18.1 1.0 23.3
1985| 71505 56.4 19.7 25.4 11.3 194 1.8 22.9
1986 | 66558 52.5 20.0 19.6 12.9 17.7 1.8 28.0
1987 | 82351 56.3 21.3 20.7 14.3 17.6 2.8 23.8
1988 | 104592 55.5 20.9 19.2 154 18.3 2.5 23.7
1989 | 121407 55.7 21.3 18.9 155 18.7 2.3 23.3

Source: 1975-1989, International Monetary Fund,dation of Trade Statistics Yearbook
(IMF: Washington, D.C., various issues).

Note: The figure of ASEAN includes all the ASEANMD®s except Brunei. Brunei is
included after 1983.

Il. The Second Period: From Bilateral to Reactive Miltilateralism: From the
Early 1990s to the Late 1990s

The 1990s saw further expansion of economic relatibetween China and the
ASEAN states, as the Southeast Asian countrieshédogexpand their markets in
China to help counteract the debilitating effedtsvorld economic recession. After all

the members built formal diplomatic relations w@hina in the early 1990s, China’s
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relationship with the ASEAN grouping was initiated 1991. China became
ASEAN’s consultative partner in 2003. In July 1998, the meeting of the %9
ASEAN Ministerial Meeting (AMM) in Jakarta, Chinaatus was upgraded from a
Consultative Partner to a full Dialogue Partner. 1897, the first informal
China-ASEAN summit was held, thus establishing @ ngechanism of consultation
that has been regularized and institutionalized swee. During this process, China
established a network of multilayer, multilevel Idgue and consultation with
ASEAN. China-ASEAN relations have been graduallyving from “dialogue
cooperation” to “institutional cooperation.” Fiymarallel frameworks for dialogue
between the two sides have been developed and Biyooarried on: the
China-ASEAN Political Consultation at Senior OffitiLevel, China- ASEAN Joint
Committee on Economic and Trade Cooperation, CABBAN Joint Committee on
Scientific and Technological Cooperation, China-ASE Joint Committee on
Cooperation, and the ASEAN Beijing Committee.

As the international situation changes, China’atetyy has to change accordingly.
The period from the end of the Cold War to the ehthe 1990s was a reform period
for China’s economic policy towards ASEAN. After e Xiaoping’s southern tour
in 1992, China moved in the direction of greatesreamic liberalization by formally
establishing a market-orientated socialist econosystem. Domestic economic
liberalization pushed China to join the internatibsystem. Economic reforms and
liberalizations were among the strongest impetushinoe China’'s Good

Neighborliness Policy. The policymakers of Chinaravejuite clear that their
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neighbors, through closer economic integration @maperation, could play a crucial
role in boosting China’s economy and further prawda stable environment for its
domestic development. Former Chinese Foreign Mini§tian Qichen attended the
24" ASEAN Ministerial Meeting in July 1991 as a guestMalaysia. It was a

historical event that marked the beginning of Chlirmaultilateral process towards
ASEAN. That was followed by China’s presence in h8EAN Meeting as a

consultative partner of ASEAN in 1992. China haggd various cooperative
mechanisms with ASEAN, such as ASEAN-China and ARHAus Three Summits.

From 1997, the leaders of China and ASEAN held &#MSEAN Summits and

ASEAN Plus Three Summits annually.

Nevertheless, Deng also called for a policy of keg@ low profile in China’s
international affairs, meaning that China’s poligndency was still on promoting
domestic economic development by joining the wohtdother words, in the early
1990s, China was not very enthusiastic about amaireed cautious in taking part in
the multilateral system. Two important factors acded for the reactive attitude of
the Chinese policy-makers towards multilateralism.

From the understanding of liberalism theory, iblsvious that one of the most
important intentions of China’s multilateralism @yl towards ASEAN was
motivated by its underlying aspiration to shape ‘tludes of the game.” Historically
speaking, the most important factor that pushedh&sipolicy-makers to let China
join the outside economic world and adopt a mogtpe attitude towards economic

cooperation was the severe economic consequencies @had to bear after the
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Tiananmen event. After the 1989 Tiananmen eveet\West and most countries of
the Organization for Economic Cooperation and Dewelent (OECD) led by the
United States imposed economic sanctions on Chyngutting sanctions on the
transfer of high technology and government loans. Ghina was facing severe
economic sanctions and with new human rights problebeing added as
pre-conditions of trade relations, the pace of eoctin development of China was
slowed to a great extent. The Chinese governmamidfdhat China was still very
vulnerable to international criticism and isolatidro counteract the sanction by the
West, China turned to its neighboring countriestipalarly the ASEAN states which
were regarded as China’s potential trading partaedspolitical allies. To balance the
political development and the ever fast-growing bgloeconomy, China had to
reconsider its policies, particularly its relatiomgh the neighboring countries.
Another factor actually seems more like a hindratcé€hina’s policy changes
towards multilateralism with ASEAN. Rapid econongmowth after Deng’s south
China tour led to increasing concerns of the “Chima&at theory” both in the West
and in some of China’s neighboring countries. T@hiha threat” argument maintains
that an increasingly powerful China is likely tosthilize regional security in the
near future. Such concerns over China’s rise isa@aas China’s economy posted
exceptional growth in the early 1990s. As many ystalnoted, a developed economy
could potentially turn China’s huge population fris®ing a weakness into one of its

strengths, and give China the basis for a worldsclenilitary and technological
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capability. In short, it could make China a superec® To convince its neighbors
that China would not become a threat, it was rafidor China to play a limited role
in regional and world affairs.

Overall during this period, while factors pushingr fChina’s move towards
multilateralism were apparent, there were alsoossriconstraints on China’s policy
orientation. Consequently, China’'s ASEAN policy welsaracterized by reactive

multilateralism.

1. The Third Period: From Reactive Multilateralis m to Pro-Active
Multilateralism: From the End of the 1990s Until the Present

According to Susan Shirk, “Over the past decadan&has become a born-again
regional multilateralist. It has moved from theedides to participate actively in all
the various regional multilateral arenas; it hashfiled new regional organizations on
its own; and it has given multilateral cooperat@mprominent place in its national
security doctrines® After around a decade of hesitation, China now has
affirmative commitment to multilateral cooperatiand has begun to take initiatives
confidently to strengthen it. Chinese top leadexs specialists in foreign affairs now
appear to believe that multilateralism is usefulhtdp China shape its neighborly
environment in ways favorable to China’s nationagkerests. China has reached a

stage of opening up further to international contipet and to integrate itself to the

2 Denny Roy, “The ‘China Threat’ Issue&sian SurveyVol.36, No.8 (August, 1996): 758.

® Susan L. Shirk, “China’s multilateral Diplomacy ithe Asia-Pacific’ before the U.S.-China
Economic and Security Review Commission, “Chinam&merging Regional and Technology Power:
Implications for U.S. Economic and Security Intésgs (February 12-13 2004).
http://www.uscc.gov/hearings/2004hearings/writtestimonies/04 02 _12wrts/shirk.htmetrieved on
November 19, 2006.
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regional and global economy. The™E&CP Party Congress hailed the mission to
build a “well-off society in an all rounded way” @pushed forward the development
of a modern society. This is recognized as defirthycore issues of public interest
for the first 20 years of the 2tentury. Diplomacy abroad exists to serve theonadt
home. Against this backdrop, the role of Chinalgiffn policy can still be seen as
creating a favorable international environment wittvhich these domestic targets
can be met.

As an agreement to eliminate trade barriers amangstber countries only, as is
well known, FTA has a discriminatory aspect towangs-member countries. Since
WTO prohibited discrimination and requires each 1em country to give
non-discriminatory or MFN treatment to other membetes, an FTA is considered
as a violation of the principles and spirit of W&rO. Nevertheless, FTAs do have
some benefits, such as enabling participating c@mmtto implement vigorous
structural reforms through implementing firm conmmeints imposed upon it by the
FTA and carrying out trade reforms faster than initthe WTO. Thus, to pursue a
policy combining the WTO and FTA would be a reasydetter choice. This also
became a key concept in the Chinese leaders’ mitteki 1990s.

A big advancement on the part of China was its pfdposal at the ASEAN plus
One Summit in 2002 to build the China-ASEAN Freadeg Area. During the meeting,

the then Premier Zhu Rongji proposed: “In the Idagn, China and the ASEAN
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countries can also further explore the establishiroga free trade relationshif.In
that year, the two sides signed the “Framework Agrent on Comprehensive
Economic Cooperation between China and ASEAN,” wHhigunched the process
towards a China-ASEAN Free Trade Area and moveatdsél economic cooperation
towards greater scope and depth. The leaders of ®bina and the ASEAN states
agreed unanimously that they would commit to esthltd China-ASEAN Free Trade
Area within ten years, that is, before year 2010.

The CAFTA is a milestone in China’s policy chandgewards multilateralism
with ASEAN. Based on the discussion on the econamiations between China and
ASEAN, we can observe that a significant changéhima’s foreign economic policy
towards ASEAN has moved from a bilateral approashatlopting more of a
multilateral approach. Several factors were conguti China’s economic diplomacy
changes towards pro-active multilateralism.

First, a drastic increase in China’s economic poaed consequent external
economic impacts became salient at the turn of2th& century. In this period,
China’s fast economic development enabled it tonopp further to international
competition and to integrate itself into the regiband global economy for long-term
gains. A more comprehensive proof of the advanceémkthe Chinese economy is

provided by the following economic indicators angufes. First of all, China has

4 Carlyle Thayer, “Developing Multilateral Co-opdmat’, in Comparative ConnectiongPacific
Forum CSIS), available athttp://www.csis.org/pacfor/cc/0103Qchina_asean.htmdtrieved on
November 19, 2006.

®> See Blas F. Ople’s column Horizons in the Wedngssisue of The Manila Bulletin, November 6,
2002. It is available athttp://www.dfa.gov.ph/archive/speech/ople/horizee&n.htm retrieved on
January 9, 2007.
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virtually maintained a double-digit growth rate gnthe early 1990s of roughly 10
percent per year (See Figure 4-1). Annually, CEin@DP increases rapidly (See
Figure 4-2), with the total amount of GDP reachRB 18,232.1 billion (roughly
US$2,225.7 billion) in 2005. Lin Yifu, a famous @Bse economist, has predicted
that China will become the world’s largest economy2030 by simply keeping an
annual growth rate of 5 percent, half of its currgrowth rate? According to the
Inward FDI Performance Index of the United NatioBenference on Trade and
Development’'s (UNCTAD) World Investment Report 20@hina was ranked within
the top three of FDI inflows in 2001 and within tteg nine of FDI outflowg. China

is one of the top two recipients of FDI in the vebih recent years.
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Figure 4-1: China's Economic Growth (1990-2005)

Source: From Statistical Data Books of ADB, Keyidatbrs 2005: Labor Markets in
Asia: Promoting Full, Productive, and Decent Empiant; On-line at:

®People’s Daily online, “China to Become the Worldrgiest Economic Entity by 2030”, January 12,
2005; available athttp://english.people.com.cn/200501/12/eng20050170361.html retrieved on
November 23, 2006.

" United Nations Conference on Trade and DevelopméWorld Investment Report 2002:
Transnational Corporations and Export competitivesie
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http://www.adb.org/Documents/Books/Key _Indicatd®&pdf/PRC.pdin
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Figure 4-2: Total GDP of China (1999-2005)RMB million)

Source: Total GDP: Euro Monitor International fromternational Monetary Fund
(IMF), International Financial Statistics.

According to the statistics of the MOFCOM, Chinatal FDI amounted to
US$60.6 billion in 2004. The amount of Outward Btrénvestment (ODI) of China
was US$2.9 billion in 2003. The investment to Asitauntries counted for more than
half of China’s ODI, that is, US$1.5 billion. Un®003, the total cumulative amount
of its ODI was US$33.4 billion, covering 139 couedrall over the world. In 2004,
the amount of China’s ODI was US$3.62 billion, wihgrowth rate of 27 percent
compared with that of 2003. The ODI exceeded US®illon for the first time in
year 2005 by reaching US$ 12.26 billion, an inceeafs123 percent compared to the
same period in 2004. The total cumulative amountCbhina’s ODI was almost

US$51.7 billion at the end of 2005.
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For the past two decades, Chinese exports (SeeeHg8) have increased at an
annual rate of 15 percent, from US$13.7 billiorl8v9 to US$325.6 billion in 2002,
and further to US$686.5 billion in 2005, makinghie world’s fifth largest exporting
state® Measured on purchasing power parity (PPP) basimadn 2003 stood as the
second-largest economy in the world after the WnBates, although in per capita
terms the country was still poor. In 2003, ChinBseign trade reached US$851.2
billion, which made China the third largest tradmver just behind the United States
and Germany. The total amount of China'’s foreigmlérreached US$1422.12 billion
in 2005, which was 78 times that of year 1978 wi&mna first opened up.
Meanwhile, China's investment in the ASEAN stasesmall but increasing. By 2001,
China's cumulative investment in the ASEAN statemched US$1.1 billion
accounting for 7.7 percent of China's overseasstmvent. The amount increased by
US$ 158 million in 2005 with an average annualéase of 60 percent. China is now
ASEAN's fourth largest trading partner (after thailedd States, Japan and the EU)
and ASEAN is China’s fifth largest trading partr(@fter the United States, Hong

Kong, Japan and the EU).

8 See “EIU Economic Forecast, 2003-2004: A High BbiBusiness Chinaa report by the Economist
Intelligence Unit (January 20, 2003).
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International Monetary Fund (IMF), International f@ncial Statistics and World
Economic Outlook/UN/national statistics.

With increasing economic power, China’s role in therld economy and its
external impact are also on the rise. Most cousitaed regions in the world view
China as a big market. Apparently, China has reahchestage of economic
development that allows it to open its economy kmosgt all kinds of foreign
competition. The Chinese leadership has perceikatjbining the global economy
would benefit China greatly in the long run. Foaeple, Hu Jintao, then Vice State
President, said in 2000, “China hopes to expandti#iewel exchanges and
cooperation with the ASEAN states in trade, ecomgmetientific and technological,
social and other fields. China and the SoutheastanrAsstates are highly
complementary to one another in terms of agricaltunechanical and electrical

equipment manufacturing, medicine, transportatiot @ther fields, where both sides
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can have extensive cooperatichChinese senior officials’ opinions towards policy
change became obvious during this period. As orteenior officials in the MFA
pointed out, “Trade and investment liberalizatioowd be beneficial to establishing
and opening up good trade and investment envirotsndinraises challenges for
China, but also provides opportunities for Chinaléepen and speed up her reforms
and opening-up policies and to aid China’s econonuaostruction. It would be
beneficial to China’s economy to integrate with warld economy.*

A second factor that has facilitated China’s traosito multilateralism is the
1997 Asian Financial Crisis. That Crisis somehover¢éd” China to take a
responsible role in maintaining the economic siigbibf Asia. With China’s
economic rise and its responsible behavior in dggon, ASEAN states’ perceptions
of China changed. The ASEAN states began to belieaetrade and investment are
by no means a zero-sum game, and both the ASEAbdsstad China could mutually
gain and benefit from multilateral trade institun$o

To a great degree, the Asian Financial Crisis mgledi China with great
opportunities to demonstrate its economic and ipalitvalue as a partner to the
ASEAN states. China took a responsible role dutimg Crisis and aftermath by
resisting devaluing its currency, although doingwsmuld have helped China make
economic gains at the expense of ailing Southeastnfeconomies. In turn, China’s

attitudes and actions were very well received aettomed by the ASEAN states.

® Hu Jintao, “China’s Policy on Asia”People’s Daily July 24, 2000; available online at:
http://english.people.com.cn/english/200007/24/&080 724 46308.htmretrieved on November 20,
2006.

19 yusheng WangExperiencing APEC: A Chinese Senior Official’'s Qbaéon (Beijing, World
Affairs Press, 2000): 15.
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The changes in the international economic envirarirpashed the ASEAN states to
reconsider its reliance on the US market. Most ANEAembers generally accepted it
as a fact that China’s policy was to take its ovaor®mic development as the
country’s main concern. What is more, under thip foriority of economic
development, China would be given a strong incentiv create and maintain a
peaceful and stable environment in the region ®suenthe free flow of trade and
investment. They began to consider China as anahgmne for Southeast Asian
nations’ economic growth and treat China as a piatemnade ally. They believed that
“a rapidly growing China is the engine which poweegjional economies and the
global economic train.** China’s demonstrated willingness to accept IMF
monitoring of its policies in order to manage regibmacro-economic stability marks
an important departure from its usual insistencendependence in Chinese foreign
policy making*? This was also greatly welcomed by the ASEAN statéith China’s
peaceful rise, what meets the interests of the A$E#fates is not its unilateral but
multilateral role in the region and the world. Tate, China has kept its pledge not to
devalue theRenminhi thus removing an important external variable thaght have
caused another round of competitive devaluatioBamftheast Asian currencies due to

the overlap in Chinese and Southeast Asian exjporsjor international markets.

' See Secretary General of ASEAN Secretariat’s Vigwer by 2F' Century Business Herald Singapore,
October 11, 2004; available online http://www.aseansec.org/16545.htratrieved on November 19,
2006.

12 Daojiong Zha, “The Politics of China-ASEAN EconanfRelations: Accessing the Move Towards a
Free Trade Area”, in Kanishka Jayasuriya, #gdian Regional Governance: Crisis and Chaifiyew
York: Routledge 2004): 241-242.

13 Voo. J. P., “Export Competitiveness of China arBEAN in the U.S. Market’ASEAN Economic
Bulletin, Vol.14, No.3 (1998): 273-91.
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The third factor behind China’s pro-active econonmmiltilateralism policy
towards the ASEAN states includes both economicsaradegic considerations of the
Chinese government. Such analyses will be conductEthapter Five since it is more

closely related to the case study of the CAFTA.

IV. Conclusion

In this chapter, | have analyzed the transformatdnChinese economic policy
towards the ASEAN states. | have mainly focusedheninternational and domestic
constraints on China’s policy changes from merelyping a bilateral approach to a
more pro-active multilateral approach. This transfation in policy was more than
just a historical experience of China. It was a muweeded and necessary
confidence-building process for China to be boldugh to take the initiative to
develop further multilateral institutions and regsnwith the ASEAN states. It was
under that new philosophy and concept that the €dg@ingovernment initiated the
CAFTA. | will study further, the policy formulatioprocess of the CAFTA and its

actual implementation up to this stage in the feilig chapters.
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CHAPTER FIVE

POLICY FORMULATION AND JUSTIFICATION: THE CAFTACAS E

This chapter will explain the origin of the conceftthe CAFTA. Fieldwork in the

form of interviews and archival data analysis weoaducted to explain the policy
formulation, justification and implementation preses of the CAFTA. After

reviewing the policy formulation process of the CA¥; the functions of the three
layers of actors in the policy initiation, coordiien and justification processes, i.e.,
the paramount leaders, the central and local baraeis, and the think tanks will be
examined. The case study of the CAFTA illustrates authoritarian and dynamic
nature of the Chinese government’s decision-makimgess. Moreover, the role of

the academia in the policy justification processhef CAFTA is also discussed.

I. The Signing of the CAFTA: Policy Formulation Process of the CAFTA

According to an expert who was involved in draftitige feasibility report of the
CAFTA, the initiative of the CAFTA was not a fullyrepared project. At the turn of
the new millennium, the ASEAN states were emerdiom the shadow of the Asian
Financial Crisis. The Chinese government, as wsll agademic scholars, was
concentrating on the lessons to be drawn from tsiarAFinancial Crisis and how to
get the fully affected economies recover from saatrisis. Although China did not

bear the full brunt of the crisis, its economy \aés0 affected due to the geographical

! Author’s interview with a famous Chinese spectaligho took part in the report drafting and
negotiations with the ASEAN states, August 4, 2006.
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proximity and economic interdependence. When ippsed the CAFTA, China was

in the final stages of joining the WTO. The ASEAtdtes were very concerned that
China’s accession into the WTO would affect thetpats and FDI attractions.

Moreover, some ASEAN states were even more woaisult the potential influence

such an event on their weak economies. The conadrtise ASEAN states were

expressed by the ASEAN leaders at theASEAN-China Summit held in Singapore
in 2000. In response, former Chinese Premier ZhagRsuggested a study on
improving economic cooperation between ASEAN anth&hThe idea to establish a
free trade area was first proposed by him at thisrsit in November 2000.

Besides this, at the ASEAN Ministerial Meeting hétd Chiang Mai in 2000,
Deputy Prime Minister and Commerce Minister, Supadtanitchpakdi of Thailand
called for the ASEAN states to create a regionathaeism for ASEAN to negotiate
with China on mutual tariff concessions. Supacloaistdered it an important strategy
to deal with the negative effects of China’s emtitp the WTO on the ASEAN states,
particularly on the newer ASEAN membérén concord with Premier Zhu'’s proposal,
the ASEAN leaders suggested a joint study on tHkiance of China’'s WTO
accession at the fourth ASEAN+3 Summit in the sge@ in Singapore. It was under
such circumstances that Premier Zhu suggestedefutthform a specialist group to
study the possible influence of China’'s WTO entnd do find out whether there

would be a practical way to alleviate the worrié€hina’s neighboring countries.

2 Author’s interviews with experts in IAPSCASS anAIEEC, October 2006.
% Author’s interview with Lu Bo, a research fellowthe Chinese Academy of International Trade and
Economic Cooperation (CAIFEC), September 2006. TAH-EC is affiliated with the MOFCOM.
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Meanwhile, Zhu's proposal of the CAFTA was not nigreander economic
considerations. A number of events need to be ndtedt, Australia and New
Zealand proposed to ASEAN and showed their desijeih AFTA in 1999. Further,
the then Japanese Prime Minister Keizo Obuchi megahe idea of an FTA between
Japan and Singapore when then Singapore Primetstiig®h Chok Tong met him in
Tokyo in December 1999. A 25-member Japan-Singapoee Trade Agreement
Joint Study Group including government officialspminent academic scholars and
business leaders from Japan and Singapore, wasdosabsequently, to examine the
feasibility and desirability of establishing an Fb&tween the two countries. Zhu’s
proposal to some extent was a response to thenadt&en by these countriés.

In March 2001, a team of specialists on China-ASE&nomic cooperation was
set up at the third conference of the China-ASEAMtICommittee on Economic and
Trade Cooperation in Malaysia. A joint study grooglled the ASEAN-China Expert
Group on Economic Cooperation, was also set upvedrels. The Expert Group
comprised 16 members with 11 experts from the ASE#dke (one from each
ASEAN state and one from the ASEAN Secretariatle dther five members were
from two Chinese organizations, i.e. three membeys the CAITEC and two

members from the Institute of Asian Pacific Studi@ASS (IAPSCASS). They set

* Due to geopolitical competitions, a proposal bg @ountry may be a catalyst for other countries in
the region. This is more than true concerning Cland Japan. In fact, Japan’s FTA proposal with
Singapore is the first free trade agreement foadalis key motivation is to avoid losing out toijBey
economically and strategically as Beijing seekdaime an FTA with ASEAN. See Lam Peng Er,
“Japan’s FTA with Singapore: The China Factor ariBnalism”, Japanese Studies, Vol.26, No.2
(September, 2006): 211-220. It is not difficultdonclude that China’s FTA proposal with ASEAN
was motivated by strategic considerations similadylapan.

® They were Zhihai Zheng, Changwen Xu and Wei Linfrthe CAITEC, and Yunling Zhang and
Xiaobing Zhou from the IAPSCASS. This was from thehor’s interview with one of them, during
September 2006.
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out to study China’s influence on the ASEAN stateterms of the areas of trade and
investment as well as the feasibility of the CAFTA.

The two parts of the ASEAN-China Expert Group répoamely the influence of
China’s WTO entry on the ASEAN economies and whetihere would be a practical
way to develop a long-term trade arrangement betwee two sides, were assigned
to the IAPSCASS and the CAITEC. Two groups of splests were organized to
pursue the two parts of the report concurrentlye @roup, led by Professor Yunling
Zhang, Director of the IAPSCASS, focused on theeptl influence of China’s
WTO entry on the economies of the ASEAN states. dther group of scholars, from
the CAITEC, was responsible for the study of theglverm arrangements in the trade
relations between China and ASEAN. Professor YushiVice President of the
CAITEC, said that the idea of an FTA with the ASEANtes was first suggested by
his organization before Premier Zhu formally pragmbshis idea at the China-ASEAN
Summit in 2007,

After the study of the Expert Group was completée, concept of the CAFTA
was submitted to Premier Zhu via the report byEkpert Group. Professor Li was
correct in pointing out that it was the expertsGAITEC who first called the FTA
between China and ASEAN as CAFTA. NeverthelessmigneZhu was the person
who generated the broad idea of closer economiparation between China and

ASEAN. After that, he also assigned the bureauesand think tanks to study on

® This information came from Professor Yushi Li dgrihis visit to the East Asian Institute of Natibna
University of Singapore in early July 2006. Thehamutwould like to thank professor Li for his
kindness and patience in answering various questaised on the topic of the CAFTA.

" Author’s interview with Professor Yunling Zhang,neember of the Expert Group in drafting the
report, August 4, 2006.
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how to improve economic relations between China &8EAN. The idea of
establishing an FTA between the two parties wdadgha product of Zhu, although he
did not come up with the term CAFTA.

A meeting of the experts from both China and theEAR states was held in
Beijing in April 2001. After several rounds of dissions, the final report of the
Expert Group was submitted to the ASEAN Economiaibters Meeting in October
2001. Composed of four sections, the report owlina optimistic future for both
China and ASEAN under the Framework of the CAFTH#first reviewed current
ASEAN-China economic relations, followed by an gsa of the implications of
China’s entry into the WTO. The third section itheged the enhancement of
economic relations between ASEAN and China. Recomaia#ons were made at the
last section of the main report: “The proposal dor ASEAN-China free trade area
deserves special attention and discussion given pbhtical and economic
implications of the recommendatiof.”

At the fifth China and ASEAN Summit in November 20M®oth sides endorsed
the report and agreed to establish a China-ASEA®E Hirade Area in ten years.
China began to pay more attention to regional econintegration after it joined the
WTO in December 2001. Therefore, it is reasonablecdanclude that the most
important direct motivation of China to initiate ethCAFTA is to alleviate the

excessive worries of the ASEAN states on China’SONéntry.

8 Joint China-ASEAN Expert Group on Economic Coofiera Forging Closer ASEAN-China
Economic Relations in the Twenty-First Centufy Report Submitted by the ASEAN-China Expert
Group on Economic Cooperatid®ctober, 2001): 30.
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Early in February 2002, the Chinese governmentatitcsied a delegation to the
ASEAN states, as well as to the ASEAN Secretanatlakarta to discuss related
issues on the upcoming negotiation by the two sidiee ASEAN states also held
their own meetings in the same month to discuss aaitdinate their stand and
attitudes towards the upcoming negotiation with nahi In May 2002, the
China-ASEAN Senior Economic Officials Meeting (SEQPWas held in Beijing. Vice
Minster of the MOFTEC, Long Yongtu attended the timge and addressed the
opening speech. After exchanging their views oengfthening cooperation in the
new millennium, the senior officials from both ssdeagreed to set up the
China-ASEAN Trade Negotiation Committee (TNC).

The TNC was founded to discuss the contents unfer @hina-ASEAN
Framework Agreement on China-ASEAN ComprehensivenBmic Cooperation and
to prepare for the endorsement of the AgreemenhatChina-ASEAN Leaders
Meeting held at the end of 2002. Regular meetirigee@TNC were held every month
before the China-ASEAN Leaders Meeting in Novemib#02. Since the
establishment of the TNC, formal negotiations ttallssh the CAFTA have started.
The building of the CAFTA progressed “from the megiory stage of whether to set
up a China-ASEAN Free Trade Area to the actual atpmral stage of how to set up
such a Free Trade Area and what kind of Free Trads shall be set up”
Representatives of ASEAN to the negotiations camme the ASEAN member states

and the ASEAN Secretariat. Chinese representativa® officials from different

® Shengda He and Shilu WangZHongguo-Dongmeng Ziyoumaoyiqu de Jiangou yu Yurden
Duiwai Kaifang Yanijiti (The Study on the Building of the CAFTA and Yumrs Opening-up)Social
Science in YunnamNo.5 (August, 2002): 31.
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bureaucracies of the central governm@nthe second meeting of the TNC was held
in June 2002 in Jakarta, Indonesia. Further disoason the Framework Agreement
took place. A committee on drafting the Rules-ofg®r was set up to discuss the
issues that were more technical under the Framework

Five months later, the"6China-ASEAN Leaders Meeting was held in November
2002 in Phnom Penh, Cambodia. The two sides sitree&framework Agreement on
China-ASEAN Comprehensive Economic Cooperation, ctvhivas considered a
milestone in China-ASEAN economic relations. Thearfework Agreement
comprised the preamble, sixteen articles and fonexes. The sixteen articles cover
the objectives of the Agreement, measures for cehgrsive economic cooperation,
trade in goods, services and investment, amongtAeticle 6 is on Early Harvest
between the two sides. Timeframes, Most-FavoredioNafreatment (MFNT),
Dispute Settlement Mechanism, and institutionahragements for the negotiation
were included in the Agreement. According to thiarfework, both sides will offer
mutual tariff cuts on imported goods and eventubdtytariff barriers. China took a
practical and gradual approach in the implememagimcess of the CAFTA; each
ASEAN member was allowed to create differentialdéraliberation timetables
according to their economic development levels.n@hagreed to give preferential
treatment to some economically less-developed ASEAdinbers under the “early
harvest package.” Favorable tariff rates were giteebaos, Cambodia and Myanmar.

Non-WTO members of ASEAN were granted MFNT. Accoglio the Framework,

19" Author’s interview with Bo Lu, a research fellowthe CAIFEC, September 2006.
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free trade will be realized between China and tieosiginal ASEAN states, i.e.
Brunei, Indonesia, Malaysia, the Philippines, Spaga and Thailand by 2010. For
the four less developed ASEAN members such as Cdimbbaos, Myanmar and
Vietnam, free trade will be fully implemented bylZ0)

In June 2003, China and Thailand signed an agrelemedseijing. According to
the agreement, the tariffs on nearly two hundreegmies of fruits and vegetables
would be cut to zero. In October 2003, the Chinaileind Agreement on Zero Tariff
Rates for Fruits and Vegetables started to be im@teed. China is Thailand’s third
largest export market, following the United Staded Japan in terms of market share.
It is also the second largest import market to [Emai next to Japan. According to
Watana Muangsook, Thailand’s Minister of Commef&hina will become the first
largest export market to Thailand within 10 yedtsrahe full-scale implementation
of free trade between the two sidéd.’Although not an agricultural country,
Singapore joined the Agreement on Zero Tariff RdtesFruits and Vegetables in
June 2004 to support efforts to create the CAFTAtnAm has also submitted a
request to join the Agreement.

The Early Harvest Program (EHP) went into effectladanuary 2004 and covers
selected 570 selected items of agricultural pragltiwat fall under Chapter 1-8 of the
HS System (Harmonized Standard Coding Systénti.initially covers China and

nine members of ASEAN, with the Philippines as &oeption. The negotiation on

' This information is available online ahttp://www.gzwto.org/datapage.jsp?ID=060706162330
retrieved on August 11, 2006.

12 Agricultural products under HS Chapters 1-8 ineludive animals; meat and edible meat offal; fish;
dairy produce; other animal products; live treeble vegetables and edible fruits and nuts.
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the Rules of Origin (ROO) reached a compromise ept&nber 2004. China and
ASEAN agreed to the ROO of 40 percent single cquotrcumulative regional value
content. Only those products that meet the ROQqealify for tariff concessions.

Since every ASEAN state has its own demands, thetiadion for the EHP was
not easy. The final agreement was between ChinattemdSEAN-9 excluding the
Philippines. At that time, the Philippines was abtm hold general elections. The
Philippines government could not take a major decisvithout incurring a huge
domestic political cost. Moreover, the agricultusaictor of the Philippines is very
powerful and the conservative elements were styoaghinst the EHP. Although no
agreement was reached with the Philippines as witler ASEAN states, China
informed the Philippines that the negotiation betwéhem could continue at any time.
It was not until April 2005 when Chinese Presideht Jintao paid a visit to the
Philippines that the EHP between the two sides sigised. China actually made a
concession to allow the Philippines to name onbuad 200 items of tax concession
compared to around 500 items with other ASEAN coest The EHP with the
Philippines came into effect on 1 January 2006.

Products under Chapter 1-8 of the HS system areafiotncluded as tax
concession products. Excluded products were liddgd Cambodia, Laos, the
Philippines and Vietnam. Moreover, based on thé¢ tiaat the trade volume of the
products under Chapter 1-8 between China and so8teAN states is very small,
specific products were listed to keep the balasteh products include around 40

products, such as coffee, palm, and coke with lediag Malaysia and Thailand
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respectively. Nevertheless, although the produisted in the EHP are small in
number, it was also a positive gesture on the gfathina since they are all sensitive
agricultural sectors of China. According to Chinesstoms statistics, after two and a
half years’ of implementation of the EHP, Chinasport from the ASEAN states
grew by 46.6 percent to reach US$ 1.15 billion luhihe 2005. The amount of tariff
benefits reached RMB 1.16 billidn.

At the 8" ASEAN-China Summit held in November 2004 in Vien&, China and
ASEAN signed a series of agreements, the most premhiof which are the two
known as the Agreement on Trade in Goods of thenéwark Agreement on
Comprehensive Economic Cooperation between the cfetgan of Southeast Asian
Nations and the People’s Republic of China, and Mggeement on Dispute
Settlement Mechanism of the Framework Agreementomprehensive Cooperation
Between the Association of Southeast Asian Nat@amd the People’s Republic of
China® In the Trade agreement, ASEAN declared that alit®fmember states
unanimously recognized China as a full market eoond&ince China is considered a
non-market economy by many countries, China’s pctedare vulnerable to dumping
charges on the world market; China has to deal mireanti-dumping investigations
compared to other market economies in the worldEAS's recognition is

undoubtedly conducive to China’s evasion of anthging sanctions and a boost to

13 Press Conference of Bo Xilai on China-ASEAN FTAulyJ 21, 2006, available at:
http://boxilai.mofcom.gov.cn/aarticle/speeches/ZD0RB0060702702431.htinletrieved on August 29,
2006.

4 See the two Agreements online at:http://www.aseansec.org/16646.htmand
http://www.aseansec.org/16635.htretrieved on August 6, 2007.
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China’s tradé”® The signing of the agreements shows that cooperagtween China
and ASEAN has developed from the framework leveintare substantial contents.
The agreements paved the way for building the CAFTA

Chinese Premier Wen Jiabao concluded four areaseakthroughs at the same
Summit: continuous dialogue on political issues amed mutual trust; closer
economic relations upgraded the level of coopematthalogues on security issues
brought out effective cooperation; mutual cooperatexpanded into every aspect
with more abundant contents. He also suggestetbth®ation of the ASEAN-China
Eminent Persons Group (EP&)o evaluate the cooperation between the two sides,
as well as to recommend measures for strengthehmdguture of ASEAN-China
relations as both sides would commemorate tffeatfiversary of dialogue relations
in 2006. The report of the EPG, which was endoegatie ' ASEAN-China Summit
in December 2005 in Kuala Lumpur, pointed out “TB®FTA will proceed to be the
key part of ASEAN-China strategic partnership.”

The EHP was expanded from agricultural producténttustrial and consumer
products in July 2005. China and six ASEAN natieMalaysia, Brunei, Indonesia,
the Philippines, Singapore and Thailand - begamigement the second round of

tariff reductions of around 20 percent on some 5,4dtegories of goods under

5 Till July 20086, all together 57 countries haveagmized China’s market economy status including
the 10 ASEAN states.

' The EPG consisted of the following distinguishegrspns: H.E. Tan Sri Musa Hitam
(Co-Chairman, Malaysia); H.E. Qian Qichen (Co-Cimain, People’s Republic of China); H.E. Pehin
Dato Lim Jock Seng (Brunei Darussalam); H.E. DrnA&orn Moniroth (Kingdom of Cambodia); H.E.
Jusuf Wanandi (Republic of Indonesia); H.E. Khamph&immalavong (Lao People’s Democratic
Republic); H.E. U Aung Thaung (Union of Myanmar);Bd Ambassador Rodolfo C. Severino
(Republic of the Philippines); H.E. Professor Tomkgh (Republic of Singapore); H.E. Kasem S.
Kasemsri (Kingdom of Thailand); and H.E. Nguyen Mafam (Socialist Republic of Viet
Nam). Further information is available fatp://www.aseansec.org/18001.htretrieved on September
25, 2006.
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Chapter 9-97 of the HS system, on which tariffs hatdbeen reduced in 2004. In that
case, the tariffs of almost all products were reducChina reduced its average tariff
on the ASEAN-6 to 8.1 percent, which is 1.8 perdemter than the average MFN
tariff of 9.9 percent. According to the Ministerthle MOFCOM, Bo Xilai, China will
speed up lowering tariffs on products from the ASE#tates in the coming years.
The average tariff rate on products originatingnfrthe ASEAN states will be
lowered to 6.6 percent by 2007 and 2.4 percentG®®2By 2010, China will remove
tariffs on 93 percent of goods imported from theEASI states. In return, ASEAN
states will lift levies on 90 percent of its impoftom China.’

The Agreement on Trade in Goods and the zero-tagfl on agricultural
products as well as industrial and consumer pradiacinched under the EHP helped
to boost bilateral trade between the ASEAN statel @hina. For instance, in 2004,
trade volume between the two sides overtook US%illion for the first time, up 35
percent compared to 2003. The trade volume betweztwo sides further increased
to over US$130 billion in 2005 and to over US$166il8on in 2006.According to
Statistics from Chinese Customs, in the past 2sysauce the initiation of the Early
Harvest Program, the bilateral trade in productdearthe Program went up quickly.
In 2004, China’s import of the early harvest pradifcom ASEAN increased by 46.6
percent, amounting to US$1.15 billion, and expgrsw by 31.2 percent, reaching

US$0.82 billion*® China-ASEAN economic relations have become mudsetl

' “Tariffs on ASEAN goods to drop”, July 22, 2006; vadlable online at:
http://news.xinhuanet.com/english/2006-07/22/can#®66259.htmretrieved on July 29, 2006.

8 See Chinese Commerce Minister Bo Xilai's news pras the CAFTA in August 2006, available
online at:http://boxilai2.mofcom.gov.cn/aarticle/speeches&iI20060802846310.htmietrieved on
August 6, 2007.
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which was something unimaginable and consideredossiple decades ago. The
economic interdependency between the two sidesdaabed an unprecedented level.
Under the Framework of the CAFTA, such economiatiehs will develop even
further. The CAFTA is scheduled to be fully comphkbtbefore 2010, when the
average customs duty within all members will rafigen zero and 5 percent with
tariff and non-tariff barriers eliminated. It isgected to reach twofold of the volume
of 2004, i.e., a record of US$200 billion by 20R0so, as of late, the leaders of the
two sides have expressed the optimistic expectatidmeaking through such bilateral
trade values by 2008.

The Commemorative Summit marking the™1&nniversary of ASEAN-China
Dialogue Relations was convened on 30 October 2006anning, Guangxi Zhuang
Autonomous Region of China. Chinese Premier Webadiaand his counterparts in
the ASEAN states attended the Summit. THeGhina-ASEAN Expo and the'™
China-ASEAN Business and Investment Summit wered hebncurrently. The
Commemorative Summit was the first ASEAN-China &gl Summit held in China.
It was considered an historical event in ASEAN-Ghiistory.

Besides the negotiation in goods, negotiationseirvises and investment were
also under discussion. China and the ASEAN staaHimmed their commitment to
deepen economic linkages and forge closer tradeirarg$tment cooperation at the
10" ASEAN-China Summit held in Cebu, the Philippinesianuary 2007. With this

common desire, the second agreement under the Ww@keAgreement on

19 It was estimated by Xinhua online news, available at:

http://news.xinhuanet.com/english/2006-10/29/corf64398.htmretrieved on June 28, 2007.
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Comprehensive Economic Cooperation between ASEAM Gimna, the Agreement
on Trade in Services, was signed at the Summitettids Agreement, services in the
region will enjoy improved market access and natidneatment in sectors where
commitments have been made. It is also expectdatibg about higher levels of
investment in region sectors where commitments hheen made, such as
computer-related services, real estate servicestration and engineering services,
tourism and travel related services and telecomaatioin services. The Agreement
will take effect on 1 July 2007. The ASEAN economiinisters and the Chinese
Minister of the MOFCOM together with their desigedtrepresentatives will meet
within a year from the date of entry of the Agreatmand afterwards meet biennially
to review the Agreement for the purpose of consigefurther measures to liberalize
trade in services. Up to this stage, the two sibdage agreed to speed up the
negotiations and talks on investment agreementsh Baodeavor to open up the
investment market gradually and sign an investragntement in three years so as to
complete the building of the CAFTA as planned.

The whole process of policy formulation of the CA&Tin China can be
summarized by the following figure (See Figure 5-Ihe following sections will
analyze in detail the roles and functions playe@&&gh actor in the policy formulation

and justification processes of the CAFTA.
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Figure 5-1: The Policy Formulation Process of the BFTA

II. Policy Initiation By Former Chinese Premier Zhu Rongji and the Policy
Considerations of the Chinese Government on the CAFA

Hypothetically, we assume there are various meaimpuot given to the policy making
process of the CAFTA, such as from the top leadergfovernment bureaucracies at

both central and local levels, as well as thinkksaand scholars. By exploring each

150



factor listed above in an orderly manner, the attarsstics and nature of the policy

making process of the CAFTA can be revealed.
Former Chinese Premier Zhu Rongji

As previously discussed, being the head of the LES&SEuring the period of the
CAFTA initiation and signing, former Chinese Preni#iu Rongji played a vital role
in the formulation of the CAFTA. Premier Zhu is wlg acknowledged to be a capable
economic administrator. He is also known for higedained personality and
pragmatism. When analyzing the changing role oh@kieconomic think tanks, Barry
Naughton pointed out that, “Zhu Rongji personallpninates the ultimate
policy-making decision. His self-confidence and atience lead to a personalized but
also broadly consultative process. Zhu will notita¢s to summon the person whose
views he wishes to solicit, regardless of theimfar affiliation.”° Although what
Naughton has observed of Zhu’s personal charaxtgbatable, what he has correctly
pinpointed is the prominent role of the leadershimler China’s current political
structure.

Zhu has played a decisive role in helping Chinaanghe WTO membership as
well as the signing of the CAFTA. He is a man wlusipvely supports the idea of
economic cooperation and free trade. He was aatiyarticipating various regional

forums and dialogues with ASEAN. During his tenure,attended three ASEAN plus

20 Barry Naughton, “China’s Economic Think Tanks: Fh@hanging Role in the 1990sThe China
Quarterly, Vol.171 (September, 2002): 626.
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Three (China, Japan, and South Korea) summits3th® the 6 summit) and the
summit of ASEAN plus China consecutively.

To give some examples to highlight his decisiveerahu attended the third
ASEAN-China summit in Manila on 28 November 199 tAe gathering, Zhu
suggested strengthening the good-neighborly patiieof mutual trust with ASEAN
for the 2%' century. He strongly supported China’s deepenimgperation with the
ASEAN states in various fields, particularly in thelds of economic, technical and
financial cooperation. On 25 November 2000, Zharated the fourth ASEAN-China
Summit. At the summit, he proposed suggestionsdhercboperation in various fields
between the two sides, including the constructibrinfrastructure projects on the
Mekong River. He also suggested the setting upstfidy group on the feasibility of
long-term economic cooperation between China anBA®& On 6 November 2001,
Premier Zhu attended the fifth ASEAN-China Sumnatdhin Brunei. It was at that
summit that he proposed the idea of building thé=TA and the two sides agreed on
the establishment of the China-ASEAN Free TradeaAxithin ten years. After the
summit, negotiations on the relevant agreemenisdmzt the two sides started. In his
statement on “Strengthening East Asian Cooperagod Promoting Common
Development,” he deliberately pointed out that bothina and ASEAN should set the
establishment of the CAFTA as the top priority loéit cooperation. The"™8Summit
of ASEAN and the 8 ASEAN-China Summit held in Phnom Penh in 2002 were
unprecedented gatherings in terms of the performamic Premier Zhu Rongji.

According to the reports and analyses, Premier &tble the show from everybody
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else. He pushed forward bilateral economic relatidoy announcing favorable
treatment to the less developed ASEAN states. Suadibies include relieving the
debts of the four least developed countries in ANEAamely Vietnam, Laos,
Myanmar and Cambodia; announcing duty-free taxxpbgs from Cambodia, Laos
and Myanmar to China; granting the MFNT to Vietndraps and Cambodia, which
were still not yet members of the World Trade Oigation (WTO) at that timé
Premier Zhu also signed with his ASEAN counterptresFramework Agreement on
China-ASEAN Comprehensive Economic Cooperation.

Zhu was once labeled a “Rightist” for his criticisofi Mao’s “irrational high
growth” policies during the Great Leap Forward. \Mas believed to be rehabilitated
by Deng, who considered him a good economic adwsat reformer. Deng had
praised Zhu by emphasizing that Zhu “knows econemias his own views, and
dares to make decision$® Zhu has had vast experiences handling practical
economic affairs and much knowledge in econorfiicde focused on managing
China’s economy, carving out for himself a distimetwork focus different from
President Jiang. In fact, Jiang considered himnasxaellent partner and trusted him
in managing China’s economic affairs during thecumbencies. That was the main
reason why he was able to enjoy much autonomyerettonomic decision-making of

China.

2L On November 7, 2006, the General Council of the ONfias formally approved Vietnam's
membership, which ended 12 years of negotiatiohsdsn the two sides. Vietnam officially became a
member of the WTO on January 11, 2007.

22 From “Zhu Rongji, Premier of the State Council”, iah is available online at:
http://english.peopledaily.com.cn/leaders/Zhurohgn;, retrieved on January 4, 2007.

2 Before he became Vice-Premier in 1991, Zhu hagesein the Industrial Economics Institute under
CASS, on the State Economic Commission, and as ndy®hanghai.
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Moreover, Premier Zhu was the key personage iratmg and pushing for the final
formation of the CAFTA. It was under his guidancel @uthorization that the Expert
Group was formed and further study on the feasybalf the CAFTA was carried out.
From interviews with government officials as wedl scholars from think tanks, the
following highlights the major considerations oét@hinese government in initiating

the concept of the CAFTA and to have signed theexrgent within such a short time.

Mutual-Economic Gains as the Policy Basisin the CAFTA Initiative by the Chinese
Government

According to Caporaso and Keohane, “Not all codpamais multilateral, but all
multilateral activities include cooperatiofi*” Reciprocity produces cooperatioh.
Economically, the mutual-economic benefits of Chamal the ASEAN states are the
foundation and basis for their cooperation. Althoudlgere is no theory and evidence
to prove that there is a net benefit of a couneing a member of FTAs, it is almost
certain that a country that is not a participantamy of the new FTAs will be
adversely impacted due to trade and investmentglore and reduction. This answers
the question of what the underlying reasons areCfuna’s signing of the FTA with
ASEAN from an economic angle. The main reason & thoth sides can benefit
economically from such an arrangement, althoughdib&ibution of benefits might

not be equal.

2 James A. Caporaso, “International Relations Theand Multilateralism: The Search for
Foundations”|nternational OrganizationVol.46, No.3 (Summer, 1992): 603.

% See Robert O. Keohane, “Reciprocity in InternatioRalations”, International Organization
Vol.40, No.1 (Winter, 1986): 1-27; and Robert Axelr The Evolution of CooperatiofNew York:
Basic, 1984): 136-139.
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First of all, the formation of a China-ASEAN FTA rcattract more investment
into the region. Not only are more Chinese and AREdmpanies willing to invest
within the integrated market, since market riskd amcertainties are lowered, but
American, European and Japanese companies, whadhtarested in making inroads
into the Asian market, are also attracted to investhe integrated market. The
integration of ASEAN with China can thus entice mdoreign corporations, which
each market alone cannot otherwise attfact.

Although there are still concerns of the “China &dtr” the zero-sum view of
trade and investment between China and the ASEAfNdshas been questioned. Take
FDI for an example. A report by Singapore’s Minystif Trade and Industry realized
that the ASEAN states are losing out to Chinairaaeting FDI mainly because China
is the second biggest economy in ASiawhile FDI to the ASEAN states from East
Asian countries have declined in relation to Chiv&estern countries have actually
invested more in the ASEAN states than in Chindh liefore and after the Asian
Financial Crisis. The decline in FDI to ASEAN-5 Hasen sudden; hence it does not
appear to be linked closely to China’s growingaativeness as an FDI destination,
which has been more gradual. Moreover, foreign stment to both China and
Southeast Asia has risen and fallen in tand®mhile before the 1997 Asian

Financial Crisis, FDI was a sort of a zero-sum gathe nature of the game has

% Zerui Yang, “China’s FTA Developments”, paper gmeed at APEC Study Center/PECC Trade
Forum Conference “The Challenges of APEC: TradeuSy and Capacity Building”, May 26-29,
2004, Chile.
" “Foreign Direct Investment to China and SoutheAsta: Has ASEAN Been Losing Out?”
I258conomic Survey of Singapdfehird Quarter, 2002): 96-115.

Ibid.
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changed after 1997 when a multilateral regime galiglucame into being. The
ASEAN states and China have both attracted higieeld of investment. China’s
growth has offered opportunities for a new regiodiaision of labor in which the
Southeast Asian states can benefit. Although Chimwestment in the ASEAN states
does not carry much significance as yet, it cagxgected to rise in the futuf®.(See

Figure 5-2)
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Figure 5-2: FDI in ASEAN by Source Country (1995-204)

Source: ASEAN Secretariat-ASEAN FDI database, 2005

Besides this, China emphasizes the policy of “gaintside” to reassure the world,
including the ASEAN states, that China does noy alnbw FDI and jobs away from
other economies, but can also contribute to otltenemies. The statistical model

used by Giovanni Maggi suggests that a multilateapproach is particularly

29 Amitav Acharya, “Seeking Security in the DragorBhadow: China and Southeast Asia in the
Emerging Asian Order"Working paper of Institute of Defense and Strategfiedies No.44 (March
2003): 9.
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important when there are strong imbalances indsgdtrading relationships. Because
there are strong imbalances in bilateral tradidgtisnships, forming a multilateral
institution would be the rational choice of the weiaside concerning the ASEAN and
China FTA® Thus, Chinese investment will be directed to thgimal six ASEAN
economies rather than the present concentratigs four new members.

Like FDI, trade can also provide opportunities fiautual gains. Since China was
the first to commit to the reduction of tariff raten many ASEAN products and the
ASEAN states can lower its tariffs on the goodsrrGhina at a later date, an FTA
creates more trade and investment opportunitieshloIASEAN states; It was found
that the CAFTA could increase ASEAN'’s exports tar@hby 48 percent to US$13
billion, while China’s exports to ASEAN could exghiy 55 percent to US$10.6
billion. Meanwhile, ASEAN’s GDP could increase b @ercent while China’s GDP
could rise by 0.3 percefit. Indeed, fostering an FTA with ASEAN could help @i
find overseas markets for its southwestern prownées a Chinese higher-ranking
official Long Yongtu has stated, “ASEAN economiggs anportant export markets
for provinces in China’s southwestern region. Themation of the CAFTA will
provide a significant boost to these provinces’ aig which in turn is in line with

China’s national strategy to develop the entireteresregion.®? In this regard, Hu

% Giovanni Maggi, “The Role of Multilateral Instiions in International Trade Cooperatiohe
American Economic Reviewol.89, No.1 (March, 1999): 190-214.

%1 Report submitted by the ASEAN-China Expert GrompEzonomic Cooperation, “Forging Closer
ASEAN-China Economic Relations in the S2iCentury”, October 2001; available online at:
http://www.aseansec.org/6283.htretrieved on August 6, 2007.

% long Yongtu, “China and ASEAN Share Broad Prospeict Cooperation: Interview with
Vice-Minister of Foreign Trade Long YongtuRPeople's Daily April 26, 2002; available online at:
http://www.people.com.cn/GB/shizheng/3586/20020428784.html retrieved on November 20,
2006.
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Jintao, then Vice State President of China saidndunis visit to Malaysia in 2002
that, “China’s development would be impossible with Asia.”®® This is China’s
formal expression on the emphasis of ASEAN as wsllAsia’s role in China’s
development.

An analysis of the trade in commodities betweem@land ASEAN reveals how
the trade composition had evolved considerablyhBohina and the ASEAN states
were resource-based economies depending heavillyeoexport of natural resources
and primary goods in the early 1990s, particuldfdy ASEAN. The top three
commodities of ASEAN exports to China were minduals, oils and wood, which
collectively accounted for around 55 percent of thi@l value of export to China.
However, by 2001, two-way trade between China al8EAN had shifted from
natural resources to manufactured products. Thee shiaelectrical machinery and
equipment accounted for around 28 percent of tted t@lue compared with only 6
percent in 1993. Electrical machinery and recordesge always topped China’s
export to the ASEAN states; its share jumped frdnpércent in 1993 to 31 percent in
2001.

For nearly a decade of the 1990s, the trade steudietween China and the
ASEAN states had grown from trading commoditiesolming labor-intensive goods
like natural resources and raw materials to capitahsive items such as electrical
machinery and equipment. Although the intra-industade between China and the

ASEAN states involve products such as electricathimery and equipment, the

% Cheah Chor Sooi, “We Are Good Partnefsew Straits Time¢Kuala Lumpur), April 25, 2002;
retrieved on January 2, 2007.
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specific goods are quite different. China tendsrtport transistors, integrated circuits
from Malaysia and Thailand, semi-conductors from Bthilippines, electronic valves,
and parts for data processing machines from Sinmga@dus, complementarities in
the trade between China and ASEAN are obvious ek tis still great potential for
their development. As Southeast Asian scholars laagaed, “There exists a lot of
potential and scope for enhancing economic linkd@ig€ina and the ASEAN states
can harness the comparative advantages of theiremonomies and foster greater
cooperation in wide areas like finance, tourisnepaimerce, forestry, energy, human
resources development, or infrastructure buildifg“lf China and ASEAN can
interlock their economies through deeper integratio the long run, both would
become more competitive as a region and wouldcatfoaeign investment into their
integrated market®®

In the 1980s, the ASEAN states had sustained hayeld of comparative
advantages in resource-based products. This adyeahts declined and has tended to
give way to labor and skill-intensive goods. Conapiaely, China’s comparative
advantages have mainly been in labor and humanatamiensive manufactures as it
has also lost comparative advantage in resourcedbasoducts. Thus, there is wide
scope for the expansion of China and ASEAN's tiadbe future. China can increase
its imports of resource-intensive products from A&EAN states while exporting its
labor and human capital-intensive manufacturesciSpally, since Singapore has

more comparative advantages in technology-intengbasls, the potential of bilateral

3 John Wong and Sarah Chan, “China-ASEAN Free Tragieement: Shaping Future Economic
Relations”,Asian SurveyVol.43, No.3 (2003): 525.
% |bid, 526.
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trade between China and Singapore is vast. Ths eplains why Singapore is
China’s largest trading partner and investor amdmg ASEAN states. Brunei,
Indonesia and Malaysia have very strong comparadsheantages in the mineral
resource-intensive exports, while Indonesia, Mataysd the Philippines have an
advantage in agricultural resource-based prod&atse China has increasing demand
for industrial raw material and agricultural producas it is moving towards
industrialization and integration with the outsiderld, there is a wider scope for
those countries trading with China, as wellAlthough China-ASEAN trade does not
account for a significant portion of each othedtat foreign trade, what is impressive
is the growth of bilateral trade. China only acdednfor 1.9 percent in 1993 in
ASEAN's total world imports. The number increased9%4 percent in 2004, with
almost five-fold increase compared to that of 199Bnilarly, ASEAN’s export to
China only took up 2.2 percent in 1993 while thgufe jumped to 7.4 percent in
2004%

Despite the rapid growth in both exports and inpbgtween ASEAN and China,
there have been persistent concerns that Chinaisoetc development has been and
will continue to be at ASEAN’s expense. This isdnsistent with the theory of
comparative advantage, particularly when one censidhe possibility of product
differentiation, wherein within each product catggogoods can be differentiated
according to quality and brand (horizontal diffdration) or they can be further

differentiated into sub-parts and components witteidng factor intensities (vertical

% Refer to Zhaoyong Zhang and Ow Chin Hock, “Tratkependence and direct foreign investment in
ASEAN and China”World Developmeni/ol. 24. No.1 (1996): 155-170.
37 ASEAN Trade Statistics Database of ASEAN Statigtiéearbook, 2005.
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specialization). As such, even if any ASEAN couistriactor intensities happen to
broadly coincide with the various regions in Chiitaan still develop its own export
market niche by specializing in differentiated prot>® Besides this, China is the
world’s fastest growing tourist market in both ininol and outbound travel. China
and the ASEAN states appear to have great potdatigaboperation in the travel and
tourism related services in view of the strong carafive advantages that most
ASEAN-5 economies enjoy in this area. Two-way fldvesween ASEAN and China
have been on the rise.

When initiating the concept of the CAFTA, the fitBing the Chinese government
did was to ensure that the ASEAN states realizeetttmomic benefits each could
derive from it. The ten ASEAN states took differemititudes towards Chinese
Premier Zhu’s initiative. Singapore and Thailandevihe most active supporters. In
contrast, the four LDCs in ASEAN were more worrggbut their potential losses due
to their relatively weaker economies. In order éassure and persuade the ASEAN
states to sign the agreement, the Chinese govetrdisptayed generosity in dealing
with individual ASEAN member states. For instan€hjna offered a US$400 million
soft loan to the Philippines during President Gldviacapagal Arroyo’s visit to China
in early September 2003 for the construction diblink between the cities of Manila
and Clark. The Chinese government agreed to inergase investment in oil, gas and

power plants to Indonesia under the new Indoneadhministration led by President

% Ramkishen S. Rajan and Rahul Sen, “The New WaWT 8k in Asia: With Particular Reference to
ASEAN, China and India”, June 2004; available omlin  at:
http://www.economics.adelaide.edu.au/staff/rrajphffRAJAN-SENFTATEXT.pdf retrieved on
October 10, 2005.
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Susilo Bambang Yudhoyono. Further, China offered“e@arly harvest” provision,
which gave the ASEAN states a quick reduction offtsaon a large number of goods.
As former Thai Prime Minister Thaksin Shinawatrgpmssed many times, Thailand
was particularly pleased with China’s offer of aafly harvest” agreement on fruits
and vegetables. The EHP was launched in Janua#, 2@fich offered preferential
tariffs on more than 500 products (mostly agria@tyroducts). Malaysia, Indonesia
and Singapore benefited from preferential expagti@ions on 12 items with tariff
reductions from China. This contributed to the @ase in trade between China and
ASEAN in 2004. The CAFTA offers the ASEAN membermsapportunity to enter the
Chinese market under the tariff reduction arrangenbefore lower tariff rates are
extended to all the WTO members. For the newlygdiRSEAN member states,
which are not WTO members, China agreed to extdérd MFNT. Differential
treatment and flexibility in implementation weres@lgiven to those newly joined
members of ASEAN, from which they were given fivera years to comply with the
agreement® This implies that the unilateral tariff reductionser selected items on
the part of China could be applied five years befibre four new ASEAN members
reciprocated in the same way. Whether China’s peetal treatment to the four
countries is effective remains to be seen; yet wiesterves attention here is that
China conceded much during the CAFTA negotiationcpss. Such a generous
attitude was a result of the significant change€£imna’s economic policy towards

ASEAN, as discussed in Chapter Four.

% From ASEAN Secretariat Press Release: “ASEAN-Cliinee Trade Area Negotiations to Start
Next Year”, October 30, 2002.
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Krasner argues: “The static economic benefits @hogss are generally inversely
related to size. Trade gives small states relativebre welfare benefits than it gives
large ones. Empirically, small states have higla¢ios of trade to national product.
They do not have the generous factor endowmergstential for national economies
of scale that are enjoyed by larger- particularpntmental- states.” Further, “A
stronger positive tie with China is preferable &ati-on competition’ Based on a
calculation of pros and cons, the ASEAN states lcmiedl in the report on economic
cooperation of the Joint China-ASEAN Expert Grotipat the benefits from the
CAFTA were far more than the coéfs.China’s economic concession and the
potential economic benefits were important factorsthe ASEAN states to accept
China’s initiative of the CAFTA.

Obviously, China can also benefit economically frone CAFTA. Favorable
economic conditions, such as low labor and prodacttosts, FDI inflows and
increasingly advanced means of industrial prodactwill boost additional Chinese
exports to the developing countries of Southeast Asd thus create a trade surplus
with them. Numerous Southeast Asian companies eaaxpected to relocate their
production sites to China, thereby diverting inwestt, employment opportunities

and vocational training facilities from their horneuntries. Beijing has anticipated

0 Stephen D. Krasner, “State Power and the Structuheternational Trade,” in Jeffry A. Frieden and
David A. Lake,International Political Economy: Perspectives ool Power and Wealthd" ed.
(Boston & New York: Bedford/St.Martin’'s, 2000): 21.

“1 1t was embodied in the report of the Joint ChifBEAN Expert Group on Economic Cooperation,
Forging Closer ASEAN-China Economic Relations & Tventy-First CenturyA Report Submitted by
the ASEAN-China Expert Group on Economic Coopemndtiictober, 2001).
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that the CAFTA would serve to expand China and ASE#ade and investment
links.

The rapid increase in China’s textile exports te #WASEAN states after the
implementation of the CAFTA was an indication oé yalue of signing the CAFTA.
China and the ASEAN states started their tarifucdion process on July 1 2005 on
the basis of the CAFTA. The ASEAN states gradualyered their tariffs on Chinese
textiles and apparel, which increased China's leexdkports to this region. The
practice was launched in compliance with the Tradésoods Agreement of the
Framework Agreement for Overall Economic Cooperatietween China and the
ASEAN states. However, due to frequent limitatidrmsn the United States and the
European Union, Chinese textile exports still facge obstacles when entering the
two largest markets after the elimination of globexktiles quotas in 2005. The
significant textiles tariff reductions not only expled Chinese exports to Southeast
Asia, but also helped Chinese products enter thst&kfe countries through means of
bypassing government contrdfs.

As pointed out during an interview with Professam¥ing Zhang, “the signing of
the FTA between China and ASEAN has long-term #&dfes terms of economic
benefits to both sides. The big market, comprisadgven countries can ensure
investors more freedom in choosing the desiraldeepto build their headquarters and
sites of accessory producing. They may want talpeiheadquarters in some ASEAN

states while producing the parts and accessori€hina to enjoy the relatively low

42 Xinhua News Online, “China-ASEAN FTA agreement figéeeChina’s textile export”, Jan 21, 2006,
available athttp://news.xinhuanet.com/english/2006-01/20/canté®30045.htmretrieved on Jan 21,
2006.
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labor costs there. The economic benefits to the sides are not only how much
tariffs have been lowered, the long-term effectenfthe signing of the CAFTA will
benefit the two sides moré™

Above said, Beijing also intends to secure theofelhg economic benefits: first,
to maintain and expand trade routes crossing Sasthésia. The increasing
economic interdependence between China and ASEAN centribute to the
good-neighborly political relations between the tsides, which will maintain the
smooth routes of transport to the Southeast Astates Under such a friendly
framework, the two sides are considering to builorenconvenient transport routes
now. For example, the expressway from Southwe<idnina to the Southeast Asian
states, such as Vietnam, Myanmar, and Singaporender consideration by the
parties concerned.

Secondly, China intends to develop border tradeasdo boost the economic
development of its remote southwestern regions @mdribute to a more balanced
development among provinces. The policy of building CAFTA is considered one
of the most important measures in the implemenmabb the national “Western
Region Development” strategy, which was launchedl99 and implemented in
2000* Comprising 12 provinces, municipalities and autonas region§ with a
total area of 685 square kilometers and total patpri of 367 million, the western

region occupies 71.4 percent of state territory 28:@ percent of China’s population.

43 Author’s interview with Professor Yunling Zhangugust 4, 2006.

4 Song Ding, Zhongguo Dongmeng Ziyoumaoyiqu yu Xinan Minzu Jir@hina-ASEAN Free
Trade Area and the Economy of Southwest China)ji(@eiMinzu Chubanshe, 2004): 133.

% The 12 provinces, autonomous regions and munitigglinclude: Shaanxi, Gansu, Qinghai,
Ningxia, Guizhou, Chongging, Sichuan, Yunnan, Tib@tjiang, Inner Mongolia, and Guangxi.
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Since most of the provinces are rich in naturabueses such as minerals, oil, and gas,
they have a large potential for development. In gogernmental document, “The
Notice of Implementing Certain Policies of the Wast Region Development
Strategy” Guowuyuan Guanyu Shishi Xibu Da Kaifa Ruogan Zhergooshi de
Tongzhj, the central government granted quite a numbdawdrable polices to the
west region, such as an increase in the sharepitit#o those region, more support
to financial credits and to improve the environmiemtforeign investmenit® With the
implementation of the CAFTA, the ASEAN neighboraulcbplay a crucial role in
facilitating export growth, thus boosting the ecmies of China’s Southwestern
provinces.

Third, China is eager to gain access to regionargn resources and raw
materials. The CAFTA is expected to help China®ne$ to acquire much needed
energy and raw resources. Most Southeast Asiantreesiare rich in energy and raw
materials. Therefore, with the rapid economic deprient of China, its requirement
for energy is increasing. China will become a |laggergy importer soon as soon as
its economy develops further. Thus, Southeast Asiaonsidered China’s easiest
accessible energy source. Under the new FramewdhedAgreement, China will be
able to secure easier access to the vast markatvomaterials available in Southeast

Asia.

“ From People's Daily December 28,  2000; available  online  at:

http://www.people.com.cn/zcxx/2000/12/122803.htraetrieved on June 28, 2006.
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Strategic Considerations as the Ultimate Goal in the CAFTA Initiative by the
Chinese Government

It is beyond doubt that when shaping policies, goreents care for more than just to
maximize income. Robert Gilpin summarizes it ase“tteciprocal and dynamic
interaction in international relations of the putsaf wealth and the pursuit of
power.”’ Richard Rosecrance also argues that, “no natiditeBn neglects its
territorial defense and stakes its livelihood spleh trade.*® There is a higher
political return to trade integratidil. Trade is highly politicized. The signing of the
FTA encompasses both economic benefits as welbkbtscpl and strategic gains. As
pointed out by many scholars, “FTA is more a meahsChina’s international
economic diplomacy, along with the case of the WTO.

Economic and political-security relations cannoveldep independently of each
other. On the one hand, economic interdependencesages the possibility of
regional peace and stability for the reason thatgomvolved in any war and conflict
may impair the economic benefits to all sides. @& other hand, political stability
and security provides a favorable environment émnemic growth and development.
In other words, political stability and securityeadteemed important prerequisites for

economic growth and development.

47 Robert Gilpin,U.S. Power and the Multinational Corporation: thelfical Economy of Foreign
Direct Investmenf{New York: Basic Books, 1975): 43.

8 Richard Rosecranc@he Rise of the Trading State: Commerce and Condguédise Modern World
(New York: Basic Books, 1986): 8, 17, and 30.

4 Graham Bird and Ramkishen S. Rajdrhe Political Economy of a Trade-First Approach to
Regionalism(Singapore: Institute of Southeast Asian Studi@8?2): 3.

0 Author’s interview with John Wong, Research Diceadf East Asian Institute, National University
of Singapore, August 28, 2006; and with a few Céénscholars in Beijing, September to November
2006.
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Although mutual-economic benefits for both side€bfna and the ASEAN states
form the basis for mutual cooperation, the two side not benefit equally, chiefly for
China who has given so many concessions to the AB&aAtes. In the next section, |
will try to analyze China’s major motivations betlisuch a move. “Power” and
“national interests” are here to stay. The follogvinbonsiderations stemmed from
China’s strategic agenda:First and foremost is the maintenance of a stabie
favorable international environment, particularly €hina’s periphery, which will
allow China’s economic growth to contintfe.

The Asian Financial Crisis in 1997 made the Chinesgize the importance of
economic stability in Southeast Asia. The econgonasperity of the ASEAN states is
conducive to China’s regional economic securityin@meeds a long-term, peaceful
and secure neighborhood to ensure its own smootimoedc development and
building of a well-off society by year 2020, itattd goal. Thus, a good relationship
with Southeast Asian countries serves China’s foretdal interests better. China’s
economic multilateral diplomacy has many implicaioon China-ASEAN security
relations. China has always looked at Southeast Asia as asugradt part of its
surrounding security environment. The increasirntgraependence between the two
sides under the pro-active diplomacy of China halpdd, to a large extent, the two

sides to overcome the so-called “security dilemma.”

1 See Markus Hund, “ASEAN Plus Three: towards a nge af pan-East Asian regionalist: A
skeptic’s appraisal'The Pacific Reviewol.16, No.3 (September, 2003): 383-417.

%2 Amitave Acharya concluded that, “The rapid advantéransnational economic cooperation both
within Southeast Asia and in the larger Asia-Padifigion has been noted for its positive contrdouti
to regional security”. See Amitav AcharyR@egionalism and Multilateralism: Essays On Coopgeat
Security In The Asia-PacifiSingapore: Times Academic Press, 2002): 162.
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As has already been proven, closer economic lirdtsvden the two sides are
regarded as a bonus to the management of thetitidispute’> To this end, China
is prepared to set aside its territorial disputéh its neighbors and profess a policy of
“common security” under its “new security concePt.The increasing economic
interdependencies play a vital role in the improgatnof the two major issues that
complicate the relationship between the two si@ase is theprogressively peaceful
resolution of the South China Sea dispute, whignegents the most salient security
issue in China-ASEAN relations. The other developims related to the Taiwan
issue. Within this issue, China’s economic diployndm@s gained much success,
namely that there has been a decline in the sugbdhe ASEAN states for Taiwan
and an affirmation of their support for the one4@hpolicy. Focusing its ASEAN
policy overwhelmingly on economic multilateral ddphacy has enabled China to
achieve its security goal.

The economic rise of China has entailed policy dfamations of the ASEAN
states towards China. On the ASEAN side, the sgcpdlicy of regional countries
towards China has shifted from pro-balance-of-pow@rpro-engagement. The
ASEAN states are resolved to join in China’s risel do benefit from China’s

booming economy while sparing much effort to cotmaéance the possibility of the

3 The emphasis on the role of economic interdeparelém developing international relations of
neo-liberalism has its value, especially undertitie of globalization and regionalization. However,
this does not necessarily mean economic interdeyeed always has the corresponding spillover
effects in other aspects of international relatiacngh as social and security relations. Such aegtsn
see Michael Yahuda, “The Limits of Economic Intgrdedence: Sino-Japanese Relations,” Chapter 6,
in Alastair lain Johnston and Robert S. Ross, édew Directions in the Study of China’s Foreign
Policy (Stanford: Stanford University Press, 2006): 183:1

* Amitav Acharya, “Seeking Security in the Dragon’baBow: China and Southeast Asia in the
Emerging Asian Order'Working Paper of ISEA®N0.44 (March, 2003): 12.
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“China threat.” Accordingly, they have managed toindp China into the
institutionalized multilateral framework to consiraits behavior. From China’s
perspective, closer cooperation with ASEAN willihnéb address their concern of the
“China threat.” The logic then follows that if Clails neighbors do not consider it as a
threat, then other countries further away wouldehlags reason to do so.

The second strategic consideration of the Chineseergment is to ensure
political-confidence building with the ASEAN statéghe CAFTA is an economic
process as well as a political and foreign policycpess.” As rightly observed by
Lijun Sheng, this was the first time that China Hasnd a common platform to
engage all the ASEAN states constructively anduesietly; for example, discussing
cooperation, rather than quarrelling over issues the Spratly Islands dispute.The
FTA negotiations implied that Beijing could enga§8EAN constructively for at
least ten years under one friendly framework. M $ides will work together even
closer on regional and international issues. Thd=UA thus can be viewed as a
method for both sides to engage in political cosrfice building.

The third strategic consideration is to isolatewiai. A better China-ASEAN
economic relationship also means that Taipei valldft with little room to carry out
economic diplomacy with ASEAN. China’s move towatlds CAFTA will inevitably
produce a significant impact on cross-Strait retai “China’s active involvement in

various multilateral institutions will exclude tlparticipation of Taiwan. China has to

5 Author’s interview with Kun Zhai, Director of Scheast Asian and the Oceania Studies, China
Institutes of Contemporary International RelatiodBsptember 2006.

%% Lijun Sheng, “China-ASEAN Free Trade Area: OrigiBgvelopments, and Strategic Motivations”,
ISEAS Working Paper: International Politics & SeityitssuesNo.1 (2003): 1-34.
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be active.’” The recent development in China’s foreign econonei@ations has
brought substantial psychological and physical suess on Taiwan especially its
possible isolation and marginalization from the @ng regional integration in East
Asia. Taiwan’s business community also fears b@uaghed into a disadvantageous
position in the competition with ASEAN companieseothe constantly expanding
and lucrative market of the mainland. Althoughddlthe ten states of ASEAN enjoy
economic benefits from non-diplomatic relationshipgh Taipei, they have all
formally agreed to the “one-China policy” in favairBeijing.

The fourth consideration is to apply China’s NeveiB&y Concept that advocates
a multi-polar world and multilateralism to dilute.&) unilateralism in world and
regional affairs. China first put forward the Newc8rity Concept in 1996, which
emphasizes the means of enhancing trust throudbgde, and promoting security
through cooperation. With mutual trust, benefity&gy and coordination at its core,
China regards economic regionalization and integmads an effective avenue to a
peaceful and friendly regional neighborhood. Follayvthis concept, China is
prepared to set aside the territorial disputes wighSoutheast Asian countries on the
South China Sea dispute. The New Security Coneept contrast to the one during
the Cold War, which was characterized by mutuatgetions of hostile intentions
between military-political alliances or blocs. Otwsly, China is against the unilateral
international system dominated by the United Statebthe idea of forming military

alliances or having a military presence in the orgas a way to keep the region

" Author’s interview with a professor in Foreign Afifs University, September 2006.
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secure. Under the new security concept, non-mylitagans as well as the concepts of
non-alliance are advocated. The CAFTA and the g@g¢neegional economic
cooperation is not only an application of the nemaept, but also a sign that shows
China’s stand toward the international securityimeg Since China supports a
multi-polar arrangement, China would like to seeEASI acting as one polarity of
the world and would like the Southeast Asian staiesipport such an arrangement.

A last, but not inferior, consideration is to ganfluence in the region to defeat
perceived attempts at strategic encirclement ortabement. This goal is closely
related to the post-Cold War relations between Wmnited States and China. For
Beijing, pushing for multi-polarity appears to ks pnly viable option to balance
Washington’s preponderant power. Partly due to mla¢ure of Sino-American
relations that features both cooperative and coithgeimpulses, and partly due to
China’s limited comprehensive national strengthijiBg is pushing for this end via
diplomatic means, and at the regional level. Th&AS-led regional institutions are
thus critical for the achievement of such a goal.

In conclusion, economically mutual gains form tberfdation for the formation of
the CAFTA. From China’s perspective, political cesation is at least equally
important as the consideration of economic fact@hkina has built its security
concern in its economic relations with ASEAN. Chinaconomic multilateral
diplomacy towards ASEAN has enabled China to aehiéy security goal, and has
thus helped both sides to largely overcome therggailemma. By pushing for the

formation of the CAFTA, the Chinese government etpedo create a favorable
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external environment for its sustainable econonggetbpment, which is the most
important source of the CCP’s legitimacy. Such rategy also helps China rise
peacefully in international affairs. It is hard fwove which considerations of
economic gains and political gains are more immoria ASEAN-related Chinese
foreign economic policy making. Nevertheless, it ¢ertain that strategic
considerations are deeply embedded in China’s ewmnaliplomacy towards

ASEAN.>®

Influence of International Trend and Environment in the CAFTA Initiative by the
Chinese Government

The world is being drawn together due to free traodestment and other economic
activities under the tide of globalization. Althdug is still too early to conclude that
the world is flat as has been asserted by ThomiasirRan in his latest work, one
thing he mentioned is more than true, that is “©ae’t stop it (The world is being
flattened), except at a great cost to human dewsdop and your own future. But we
can manage it, for better or for worse. You canrikh in this flat world, but it does
take the right imagination and the right motivatiéh As former Chinese leader
Deng Xiaoping pointed out: “The contemporary waddn open world,” “There will
be no possibility for success if we pursue a cldser policy. China’s development
cannot be separated from the woffl.No country wants to and can afford to be

excluded from this process. Thus, China has tagrate itself into the world economy.

%8 Author’s interview with Prof. Yunling Zhang, AugL2006.

%0 Thomas L. FriedmariThe World is Flat: A Brief History of the Twentysfi Century(New York:
Farrar, Straus and Giroux, 2005): 469.

 Deng Xiaoping,Deng Xiaoping WenxuatSelected Works of Deng Xiaoping), Vol.3 (Beijing:
Renmin Chubanshe, 1990): 64, 78.
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Instead of passively joining in, it chooses to gnéde itself into the world economy
selectively and strategically. In the internationahtext, being part of the regime is
more rational a choice since it can participatethe process of rules and norms
formation, to ensure that those rules and normsnayee favorable to its national
interests. Richard Snyder categorized two typasdaivation in decision making- “in
order to” motives and “because of” motiesHolding firmly to national interests in
the minds of policy makers, China unquestionablgigs to the former.

The tidal wave of regionalism first began in Europehen the European
Community was founded in 1956. The large-scale &imn of regional institutions
and organizations appeared in the 1990s, with thikelibg of the European single
market in 1993 and the formation of the North Aroan Free Trade Agreement
(NAFTA) in 1994. Bilateral and multilateral freeatte agreements proliferated
afterwards, which may be recognized as anothet tigdeve of regionalism. The
CAFTA was created under such a circumstance. Cadgarother stages of regional
integration, for example, custom union and commanrket, an FTA is the primary
one, which is relatively easy to form.

After discussing a number of reasons for the fownabf regionalism, Gilpin
concludes that “regionalism has become a centratiesty used by groups of states to
increase their economic and political strength dredefore has become an extremely

important feature of the global econormf?.”From most scholars’ perspectives,

®1 Richard C. Snyder, “Decision-Making as an Approastthe Study of International Politics,” in
Richard C. Snyder, H. W. Bruck, and Burton Sapils.gd-oreign Policy Decision MakinNew York:
The Free Press, 1963): 473.

%2 Robert Gilpin, with the assistance of Jean M. @jlprhe Political Economy of International
Relationg(Princeton: Princeton University Press, 2001): 361.
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regionalism is an attractive proposition for margveloping countries in this new
environment for at least two reasons. First, iruenber of ways, regional economic
agreements increase the ability of developing c@mmtto attract FDI. Second,
regional initiatives offer the possibility of adopg a step-by-step approach to
liberalization. In so doing, some of the adjustmerdts of and political obstacles to
liberalization are expected to be redué&®hujiro Urata differentiated two types of
economic effects of FTAs. One type is the “statifeas,” which includes trade
creation effect and trade diversion effect. Theeptlype is “dynamic effects,” which
includes market expansion effect and competitiohaanement effect. Obviously,
economies of scale can be achieved and the atnlithoose the best locations for
production can be improved, as trade barriers ereved and markets expanded. At
the same time, FTAs result in the facilitation dficteent production because
companies with oligopolies in the region are madaremcompetitive by market
integration®

China’s formation of an FTA with ASEAN can in no yhe isolated from such
international trends of globalization and regios@ai At the time China was planning
to bring up the idea of an FTA, two other FTAs imérica and Europe, i.e., NAFTA
and the European Union (EU) had already taken slaapdewere maturating. The
formation of the CAFTA was also somewhat a direzsuit of the 1997 Asian

Financial Crisis, during which the countries in tiegion decided to cooperate more

%3 Shaun Breslin et al. ed®lew Regionalism in the Global Political Econothgndon and New York:
Routledge, 2002): 86-87.

® Shujiro Urata, “Globalization and the Growth ineBrTrade AgreementsAsia-Pacific Review,
Vol.9, No.1 (May, 2002): 27.
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with one another to counteract the economic thie#te region. Moreover, like any
other FTA, the formation of the CAFTA was also daehe pessimistic expectation
of the future of the WTO negotiation. Many scholars debating which is a better
option for a country’s own benefits: FTAs or the ™ However, it does not make
much sense to do so, because of the stalemate ¥Y/TO, even once skeptical states
turn to FTAs. Perhaps we can recall the famous tloadry” brought up by former
Chinese leader Deng Xiaoping here. Whichever wahee through the WTO or
through FTAs, as long as it works for a countryiserest and development, it is
reasonable and shall persist.

After turning from pro-bilateralism to pro-activeuttilateralism, China also tried
to calculate its top policy agenda in terms of oegi economic cooperation. This is
obviously from the consideration of its imperatigeo-economic and geo-political

interests under the trends and influences of iatevnal and regional environments.

[ll. Policy Coordination and the Supportive Role of the Central and Local
Bureaucracies

China still subscribes to the Marxist-Leninist itbeyy as adheres to Leninist
principles such as “democratic centralism” as thengry principle to manage the
whole decision-making process. According to sudhgples, the central and local
bureaucracies shall unhesitatingly support the grmlicies made by the central

government. The roles of the central and provinciakaucracies are different in the

% See Barry Desker, “In defense of FTAs: from putitypragmatism in East AsiaThe Pacific
Review Vol.17, No.1 (March, 2004): 3-26; and Shuijiro téra‘Globalization and the Growth in Free
Trade Agreements’Asia-Pacific Reviewyol.9, No.1 (May, 2002): 20-32.
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CAFTA’'s formulation. In most cases, bureaucraciest anore as policy
implementation organs rather than as organs otypdtirmulation. This is more the
case for local bureaucracies. Central bureaucrasi®sme more responsibilities in the

policy formulation process compared with local laweracies.

Main Functions of the Central Bureaucraciesin the CAFTA

Since the initiative of the CAFTA both had econoraid strategic implications for
China, both the MFA and the MOFCOM (as the MOFTH@ ¢he State Economic
and Trade Commission: SETC at Zhu’s time) took parthe policy discussion
process. It was noted that before the agreementreashed, the MFA took the
leading role in the initiation and negotiation peeses. After the outline was formed,
it was the MOFCOM that proceeded to the technicabotiations with the
corresponding ASEAN states at the operational Jegivell as the implementation of
it afterwards. In other words, the role of the MA@ at the negotiating table were
vital in deciding what kind of agreement policy ilmmenters will follow after the
signing of the agreement. Other agencies had addetk input, but it was the
MOFCOM that led all major negotiations. In the émling examination of the major
functions of the bureaucracies, such as the MFAMBOFCOM, and the NDRC, only
those departments which were closely related tgptteymaking of the CAFTA will

be touched upon.

The MFA’s Main Functions in the CAFTA:
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It is the ASEAN Division Dongmeng Chuof the Department of Asian Affairs in the
MFA that oversees the CAFTA related issues. Theotigiing process with the
ASEAN states makes it seem as if the two sidedrgirgg to reach an agreement on
economic issues. Nevertheless, according to aniaffin charge of Asian affairs in
the MFA, the CAFTA was first driven by political drstrategic consideratiofi%.
Since the concept of the CAFTA was first proposednhy under the considerations
of political and strategic considerations, the Mplayed a more important role at the
initial stage. Therefore, the MFA keeps coordingtmth the MOFCOM, since it is
hard to completely separate political and econorelations between China and
ASEAN. The EHP was a case in point in this reg@ftina’s concessions to the four
new ASEAN members as well as the Philippines waise on political and strategic
considerations than pure economic rationale. Ttpeirsj of the CAFTA had strategic
meaning for China to build a stable and favorabMirenment in its neighboring area.
Economic concessions were more preferred by theeSkigovernment compared to a
delay or even a failure in the signing of the agreet. To the MOFCOM, it was hard
to compromise and concede so much in the arrangeinoem an economic cost and
benefit perspective. In fact, it was under the sues of the MFA that the MOFCOM
agreed on such an arrangement as the EHP.

Some scholars have pointed out that Cui Tiankas, Director General of the
Department of Policy Plannin@liengce Yanjiushiof the MFA from 1999 to 2003,

played a very positive role in pushing the conaafpthe CAFTA at that time. Cui

% Author’s interview with an official in the MFA, $¢ember 2006.
67" Author’s interview with an official in the MOFCOMSeptember 2006.
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Tiankai was Director General of the Department sfafy Affairs of the MFA from
2003 to 2006. Presently he is Assistant MinistethefMFA. According to those who
were closely involved in the policy formulation pess of the CAFTA, Cui was very
prudent and foresighted. He had ordered his subates to conduct a close study on
how to improve the economic and trade relationsveeh ASEAN and China even
before the concept of the CAFTA was brought forwaydPremier Zhu. Realizing the
political and strategic implications of signing buan agreement, he put forth a great

deal of effort for it to be realize§.

The MOFCOM’s Main Functions in the CAFTA:

There are four departments within the MOFCOM thed aesponsible for the
CAFTA-related issues. The first is the Departmdnsian Affairs, mainly in charge
of proposing economic and trade cooperation an@ldpment strategies with Asian
countries; coordinating the domestic stand towattier Asian countries and areas;
assuming bilateral economic and trade negotiatiand the signing of related
documents; supervising the implementation of hitdter multilateral economic and
trade agreements of foreign governments and neigatiavith them when needed.
Second, the Department of International Trade aswh&mic Affairs Guoji Jingmao
Guanxi S is responsible for drawing out as well as implatirgy the strategies and
policies on China’s regional economic integratidMoreover, it plays an important

role in negotiating and signing regional economid #&ade arrangements. Third, the

8 Author’s interview with an official of the MOFCOMNd a scholar from the MOFCOM affiliated
Institute, September 2006.
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Policy Research Departme@hengce Yanjiushis responsible for regional economic
cooperation research and for making governmentypoécommendations. Although
the Department of Foreign Economic CooperatiDniyai Jingji Hezuogi was not
directly involved in the CAFTA, it is responsiblerfChina’s “going-out” strategy. It
needs to modify policies during the implementajoocess whenever new challenges
arise.

Among the four departments of the MOFCOM, the rofethe Department of
International Trade and Economic Affairs is moredominant. The CAFTA is still
under the process of negotiation on the future emn and liberalization of the
investment sectors at present. It is this Departrtteat participates directly in all the
negotiation processes. The recommendations or idéa®cal governments are
usually submitted to it for consideration, as \&ll.

Before initiating the concept of the CAFTA, the trahgovernment bureaucracies
had actually debated heatedly on which countryhtwose as the first target to sign the
FTA with. The MFA and the MOFCOM originally held itgi different opinions on
this. In fact, China originally considered startioff its FTA negotiation with the
Northeast Asian countries, since the relative irtgoare of trade relations with the
Northeast Asia countries far outweighs that with Southeast Asian countries. The
idea of building China’s first FTA with the North&aAsian countries was first
brought forward by the MFA. Nevertheless, the MORC@ok a different point of

view on whether to take the Northeast Asian coastas their first choice. Their

%9 Author’s interviews with scholars in provincial Ademy of Social Sciences in Guangxi and Yunnan,
October 2006.
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different perspective was due to the fact thatMii@FCOM was the very bureaucracy
that would be involved in the long negotiation pres. Under such circumstances, the
MOFCOM had to carefully consider the feasibilitydamanageability of the policy
orientation and choice before proposing the pfarThe research on economic
cooperation with the ASEAN states began in theyeE®B0s by the CAIFEC that was
affiliated with the MOFCOM. Studies on the possilas of an FTA between China,
Japan and South Korea had also been jointly coaduby the Japan Fair Trade
Commission (JFTC), the Korea Institute for Intermadl Economic Policy (KIEP)
and the Development Research Center of State dooin€hina. However, due to
historical problems as well as the sensitivity lod agricultural sectors of Japan and
South Korea, the three sides did not come to tevitiseach othef' To this end, the
Chinese government gave up the idea of building-BA with the Northeast Asian
countries of Japan and South Korea. The SouthesaahAtates thus naturally became
China’s second-best choice.

In the event, the MFA and the MOFCOM agreed to sBOASEAN as China’s
first target to sign an FTA with for two direct smms. First and foremost, Southeast
Asia is considered as a more manageable area arGhimh’'s borders. When
observing China’s bordering countries, it is notch#&o realize that the bilateral
relations between China and Japan, China and Ru@&siaa and India have all been

harder to deal with compared to China’s relatiofth Whe Southeast Asian countries.

0 Author’s interview with a senior researcher, whartizipates actively in related foreign economic
policy making of the Chinese government, August&00

L Author’s interview with a senior research in CAKCEwho was a member in drafting the feasibility
report of the CAFTA, September 2006.
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Further, the ASEAN states showed much enthusiaseoimstructing an FTA with
China due both to their worries on China’s entripithe WTO and their desire to
grasp the historical opportunity offered by Chingdst economic development and
opening-up. The ASEAN states were worried that W@ttina’s entry into the WTO,
the competition between China and ASEAN would isifign’®> With the signing of
the CAFTA, the ASEAN states could enjoy trade besefarlier than other developed
countries before the enforcement of the WTO rulée mutual needs from both sides
made the agreement much easier to reach.

Another debated question among the bureaucracestive CAFTA was whether
China should take ASEAN as a group or as individaaintries to build such an FTA
with. In reality, it is always easier to negotiatgh individual countries compared to
making a deal with more parties. The MOFCOM pref@signing the FTA bilaterally
with the ASEAN states. Nevertheless, the MFA tduok building of the CAFTA as a
good opportunity to strengthen the political relas with the Southeast Asian states.
China chose the tougher way to regard ASEAN aapgmainly under the push of
the MFA. As | mentioned above, in order to focus domestic economic
development and build up the comprehensive powdh®fcountry, China needs a
more favorable international environment. The neging Southeast Asian states
count much in this regard. Taking the Southeasamsiountries in the region as a
whole unit, China has actually increased its roompblitical maneuverability in the

whole region. As proven by the subsequent speedkirloping bilateral relations

2 1t has been proved as a miscalculation. Chinaelnéesred the WTO for years up until the present.
Facts have shown that China’s entry into the WT@rdit at the expense of ASEAN states’ economic
development, but rather as stimulus to their ecdasm
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between China and ASEAN, such a policy was very macwise choice of the
Chinese government. The signing of the Declaradiorthe Conduct of Parties in the
South China Sea has proven its legitimacy. Theutiespon the issue have lasted for
years. It is the reassurance by the increasingogsimninterdependency between the
two sides that has played a big role in the firedldration. After the signing of the
CAFTA, China acceded to the TAC with ASEAN half @ay later and became the
first strategic partner of ASEAN. In this way, Caias created an unprecedented
harmonious situation. The MFA'’s proposal that regahe ASEAN states as a group

was strongly supported by the paramount Chinesketsa

The NDRC'’s Main Functions in the CAFTA:

Two departments in the NDRC are in charge of th&=ThArelated affairs, i.e. the
Office of Policy Studies and the Department of Eratihe Office of Policy Studies is
mainly responsible for research and study on thategjies, guidelines and policies
concerning national economic and social developmestudies the influence of the
world economic situation on China and evaluatesitimgementation of important
economic policies. The Department of Trade is rasfme for monitoring and
analyzing both domestic and international marké&ienulating plans for the trade
volume of important agricultural products, indusitrproducts and raw materials.
Moreover, it is responsible for the coordinatiorthin the Commission as well as the
organization and negotiation of the WTO, APEC atitep regional economic and
trade cooperation organizations. It participateforeign trade policy-making towards

countries and regions related to the above-merdi@nganizations and to coordinate
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the issues in dispute concerning multilateral aitatdral economic and trade relations.
The Division of International Cooperation of the daeiment of Trade undertakes
more responsibility in this regard.

During the negotiation of the CAFTA, the MOFCOM dseto coordinate or
discuss with the NDRC on important arrangementseonng the development of the
national economy, such as the EHP. Further, alnadistdocuments on such

arrangements needed to be transferred to the NDR@Gift signature.
Main Functions of the Local Bureaucraciesin the CAFTA

Under China’s political system, local governments ot autonomous foreign policy
actors. While the central government controls issetated to high politics and leads
the direction of low politics issues, local goveemts develop their autonomy and
rights in low politics issue§ The role of government bureaucracies at the dentra
level is to make general rules and laws, and na&nigage in projects and industrial
distributions in detail* After the reform and opening-up, local governmehésl
been empowered with more autonomy and rights, saschhe power to conduct
foreign trade through the establishment of locatiytrolled foreign trade companies,
the rights to retain its foreign exchanges to ingmods and equipment for local

development purposes, the rights to attract foreiyrestment and administrative

3 Zhimin Chen, “Coastal Provinces and China’s FareRplicy Making,” Chapter 9, in Yufan Hao
and Lin Su,China’s Foreign Policy Making: Societal Force anti@ese American PolicgHampshire
& Burlingtog: Ashgate, 2005): 190.

™ Author’s interviews with officials in the MOFCONgeptember 2006 and February 2007.
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power in varying capacities to approve foreign Btweent locally> However, as
mentioned earlier, these rights are mainly usetierpolicy implementation process.
The concerns of local governments can be expressedvarious avenues.
Nevertheless, government agencies at the provineatl and below seldom
participate in trade policy-making and internatiotrade negotiations in practice.
This was also the case in the policy making procéshe CAFTA’® The decision
making of the CAFTA was more like a foreign economolicy at the national level,
thus it was difficult for local governments to addich input to the decision making
process. Instead, their functions were more prevadte the policy implementation
process after the agreement was signed by the $tageefore, the functions of major
local bureaucracies will be further discussed ie fgolicy implementation chapter

(Chapter Six).

IV. Policy Justification By Think Tanks and Other Academic Scholars

Joseph Fewsmith argued that, when talking aboutdleeof intellectuals and think
tanks in contemporary China one needs to think eMemal factors, such as the
changing nature of the Chinese political systemin€de society, the intellectual
community, and the problems that are posed to theergment.’ As has been

discussed in earlier chapters, the professionalladge and skills of the academic

S Zhimin Chen, “Coastal Provinces and China’s FareRplicy Making,” Chapter 9, in Yufan Hao
and Lin Su,China’s Foreign Policy Making: Societal Force anttifese American PolicfHampshire

& Burlingtog: Ashgate, 2005): 192.

5 Author’s interview with Professor Yunling Zhangugust 8, 2006.

" Joseph Fewsmith, “Where Do Correct Ideas Come Zrohe Party School, Key Think Tanks, and
the Intellectuals”, in David M. Finkelstein and Manne Kivlehan, edsGhina’s Leadership in the #1
Century: The Rise of the Fourth Generat{@gmmonk & London: M. E. Sharpe, 2003): 163.
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scholars are currently needed more in terms ofcpqlistification compared to the
pre-reform era. The academic scholars are abledtb more input to the FTA
policymaking process towards ASEAN. Neverthelebsgjrtrole is more prevalent
during the policy justification process.

From 1994 up to the preséfitthere have been more than 2,000 Chinese journal
articles published in China if one were to searsingiASEAN as the keyword. From
such an analysis, one can deduce when the stuithe dfee trade between China and
the ASEAN states first gained interest among Clarseholars. Moreover, it is useful
to observe the role of these scholars during thadtation of the CAFTA.

First is the analysis by study on the contentshef gublished articles. After the
end of the Cold War, the popularity of ASEAN aseaaarch topic has grown to a
great extent. At an earlier stage from 1994, asiabn ASEAN mainly focused on
AFTA, the internal trade and economic cooperatiathiw ASEAN itself, and the
influence of the economies of the ASEAN states he teconomies of the
Asian-Pacific region. There were almost no artictetating to the concept of
China-ASEAN free trade published before year 2@l@ce 2002, articles discussing
this issue have been coming in increasing numbfgrshe local level, such as in
Yunnan, Guangxi and Fujian, articles focus on thategies and tactics of their local
government respectively. At the central level, #tademic scholars mainly discuss

the general principles and strategies between GindaASEAN.

8 The following analysis is based on the databadé¢atibnal University of Singapor&hina Journal
Net(Zhongguo Qikan WangThe database includes almost all influentiadaoaic journals published
in China. My scope of research was from 1994 &livn
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Second analysis of these articles is based onnalaifferences of the research
orientation of the academic scholars. The studihefCAFTA began from the local
level, principally in those provinces bordering t8eutheast Asian states, such as
Yunnan Province and Guangxi Zhuang Autonomous Reglonumber of articles
focused on the trade relations between China andAASbefore the proposal was
made by Premier Zhu. From the analysis of the rekearticles from 1994 to 2006,
the number of articles focusing on Guangxi and ‘ams strategies outnumbered
those of other provinces, although there are a &swGuangdong and Fujian
Provinces as well? Articles from the central level, which mainly refe the articles
published in Beijing, only emerged in 2002, oneryatier Premier Zhu formally
proposed the concept of the CAFTA. More importgnthpre articles are published
by China’s top journals, such aSontemporary Asia-Pacific Studieangdai
Yata) 3 sponsored by the IAPSCASSAround Southeast AsigDongnanya
Zonghendf' sponsored by the Institute of Southeast Asiani&su@uangxi Academy
of Social Sciences, anburnal of Southeast Asian Studsgsonsored by the Institute

of Southeast Asian Studies, Jinan Univer&itYDutlook WeeklyLiaowang Xinwen

" See Jianrong Chen and Zhenjiang Zhar@uangdong yu Zhongguo-Dongmeng Ziyoumoayiqu
Jianshé (Guangdong and the Construction of the China-ASHAee Trade Areapongnanya Yanjiu
(Southeast Asian Studies), No.3 (2005): 40-45, 57.

8 See for example Yunlin Zhangpbngya Hezuo yu Zhongguo Dongmeng Ziyoumaoyiquatshle
in Chinesé (The Cooperation of East Asia and the Constructid the China-ASEAN Free Trade
Area),Contemporary Asia-Pacific Studigdo.1 (2002): 6-11.

81 See for example Xiaosong GuDtozhong Xingshi, Fenbu Tuijin, Shinian JiancheAgpngguo
Dongmeng Ziyoumaoyigi Tuijin Xing8hDifferent Forms, Step by Step and To be Compléte10
Years: The Forms of Pushing Forward the China-ASHABE Trade Area)yround Southeast Asia
No. 5 (2002): 1-4.

82 See for example Yunhua Cadianjing Guangming, Daolu Quzhe: Ping Zhongguo Duegg
Ziyou Maoyiqu Gouxiarig(Bright Future but Flexuous Road: An Analysis tre Concept of the
China-ASEAN Free Trade Area)purnal of Southeast Asian Studidle.4 (2002): 1-5.
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Zhoukan sponsored by Xinhua News Agency also began tdigsulrticles on this
field in a series of issues in year 2092.

From the above analysis, several conclusions cairdogen. First, the concept of
the CAFTA was not fully discussed at the acaderexell before Premier Zhu
proposed it at the ASEAN plus China Summit. It sedat scholars actually have
not been able to add much input in the formatiomthefidea. Therefore, it is safe to
conclude that the most distinctive characteristic€hinese foreign economic policy
making is still “centralization” of the policy maig power.

Furthermore, after the proposal of the CAFTA, thmpearance of the large
number of scholarly articles on the topic showsd tha building of the CAFTA has
become a hot topic in the country. Many famous Ecemn China-ASEAN relations,
such as Yunling Zhang, Xiaosong Gu, and Yunhua®Chave begun to take an
interest and further studied this topic. Such anph@&non proves that the academic
scholars actually play a bigger role in the poljogtification process. Such an
argument is given further proof by the analysishef following data.

In a search of the databases of Be®ple’s Dailyarchives from 1999 t02003, the
number of articles related to the CAFTA were ontike, from 46 pieces in 1999 to

76 pieces in 2000, to 67 pieces in 2001, then 42802, 132 in 2003 (using FTA as

8 See relevant articles utlook WeeklyNo.21, No.22 and No.45.

8 The articles of the above-mentioned scholars ®226n the CAFTA see Yunling Zhand)6ngya
Hezuo yu Zhongguo Dongmeng Ziyoumaoyiqu de Jiandhee Cooperation of East Asia and the
Building of the CAFTA),Dangdai Yatai(Contemporary Asian-Pacific Studies), No.1 (200&)t1;
Xiaosong Gu, Duozhong Xingshi, Fenbu Tuijin, Shinian Jianchenghongguo Dongmeng
Ziyoumaoyiqi Tuijin Xingshi(Different Forms, Step by step and To be Compléte10 Years: The
Forms of Pushing Forward the China-ASEAN Free Trads), Around Southeast Asidlo. 5 (2002):
1-4; Yunhua Cao and Feng Wefgduzhu Zhongguo de Diyuan Jingji Anquan: Cong Diydimgjixue
de Jiaodu kan Zhongguo-Dongmeng Ziyoumadyidihe Construction of China’'s Geo-Economic
Security: Analysis of the CAFTA at the Angel of GEoonomics),Dongnanya ZonghenAround
Southeast As)aNo.11 (2002): 1-5.
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a key word; see Figure 5-3). These figures showtltiginterests on the topic of FTA
are increasing by year. Under such a trend of reBdacus, another trend deserves
mention even more. After Premier Zhu brought upidea in 2001, articles related to
the CAFTA increased in large numbers, both by atececholars and government
officials.®®> The number of articles on the CAFTA in 2002 an6@2@lmost doubled
compared to 2001. We can conclude that it was eoaise the related discussions
lead to the making of the decision by the cent@legnment. In other words, the
discussion and opinions of the academic scholare wet the origins of the policy
initiative. Academic scholars were rather playingoée in the policy justification

process than acting as policy input during thegydiormulation process.

% See for example, Yi WangShuidaoqucheng Yiyi Shenytidiio Be Successful When Conditions
Are Ripe: Far-Reaching Meaning of the CAFTRgople’s Daily(April 26, 2002), and Guangsheng
Shi, “Jiji Canyu Quyuhezuo, Kaichuang Woguo Duiwai Jingn¥in Geju (Participating Actively in
the Regional Economic Cooperation to Create a Nigwaton in China’s Foreign Economic and Trade
Relations),People’s Daily(April 21, 2006). Yi Wang, the Former Vice-Ministef the Ministry of
Foreign Affairs, and Guangsheng Shi, the Ministethe Ministry of Foreign Economic and trade
Cooperation. See also Hong Li, Peng Kahgin Jiyu, Laizi Liang da Zhanlue Xingdong: Lun Xibu
Kaifa yu Jianli Zhongguo-Dongmeng Ziyou Maoyidqilew Opportunity From the Two Strategic
Movement: Analysis on Western Development and thigdihg of the CAFTA),People’s Daily(May
31, 2002); Wei Li, Shuangying de Xuanz€A Win-win Choice), People’s Daily(April 26, 2002).
Hong Li and Peng Kang are two scholars from theti@eaf Southeast Asian Studies of Guangxi
University, and Wei Li is Vice-Dean of CAITEC undiée MOFTEC.
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Figure 5-3: The Number of Articles Related to the FA in the People's Daily
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Source: People’s Daily (Electronic Resource) (12993).

Third, the focus of the discussions and studiegb®fCAFTA in academia is quite
different between the scholars in Beijing and sat®lin the local provinces. As
discussed in the previous chapter, the centralrgovent takes the country as a whole
and puts national interest as the top priority. Guld the CAFTA, the central
government values the approach of multilateralissd aeeks to promote regional
cooperation and peace by this means. The schataBeijing tend to be from
government think tanks that are either governméiiiaéed or policy-oriented
independent research institutes and departmengsefdne, the scholars in the capital
city concentrate more on the strategic thinkinghaf central government by taking
China as a unitary actor in the international spher

For local governments, particularly those bordemngvinces with the Southeast

Asian states, they are more concerned with thescsdl benefits of local economic
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interests. Since China’s reform and opening-upcydiias led to greater autonomy on
the part of the provinces, local governments areenconsciously aware that foreign
trade and investment can greatly boost their ecaggriynder the favorable condition
of the convenient contacts with their neighborimgirtries, bordering provinces like
Guangxi and Yunnan sought closer economic linksh vitieir Southeast Asian

neighbors.

In the case of the CAFTA, the academia plays a rnmop®rtant role in providing
analysis and policy recommendations for local gowents during the policy
implementation process. Based on the requiremenpsovincial governments, the
scholars at the local level, particularly in thdsedering provinces such as Guangxi
Zhuang Autonomous Region and Yunnan Province, faowse on the concrete
strategies and tactics concerning how local govemscould achieve their utmost
advantage and interests in the negotiating as aglimplementing process of the
CAFTA.®® Moreover, their research focus is also a gooectfin of their roles in the
policy formulation process. Since their ideas dteronot heard and accepted by the
central government when it is making policies, tliestead focus more on specific
strategies of the local governments during the @mantation of the general policy

set by the central government.

8 For related articles discussing the comparativeaathge and the development of Guangxi in
Constructing the CAFTA, see Jia LiZlfongguo-Dongmeng Ziyoumaoyiqu yu Guangxi Disanghan
de Fazhah (China-ASEAN Free Trade Area and Guangxi’'s Depetent in its Tertiary Industry),
Dongnanya ZonghenAround Southeast AgiaNo.10 (2005): 23-27; Yaoying Wei, Yan Zhong and
Lining Mo, “Zhongguo-Dongmeng Ziyoumaoyiqu Xia de Guangxi JFagghan Duicé (The Strategy

of Guangxi’'s Economic Development under the CAFT@liangxi Caijing Gaodeng Zhanke Xuexiao
Xuebao(Journal of Guangxi Financial College), Vol.18,.BldAugust, 2005): 47-50, and etc. Articles
on the discussion of Yunnan, see Xun WYUfinan zai Zhongguo-Dongmeng Ziyou Maoyiqu zhong de
Youshi he Zuoyofig(The Advantages and Roles of Yunnan in the CAFT&9urnal of Yunnan
Finances & Economics Universjtyol.19, No.5 (2003): 16-18.
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Excluding universities and institutes in Beijingitlin China there are four main
institutes and universities which are importantrees for Southeast Asian studies:
The Research School of Southeast Asian Studiesiafeh University Xiamen
Daxue Nanyang Yanjiuyuann Fujian province, the Institute of Southeastiais
studies in Jinan Universityihan Daxue Dongnanya Yanjiugum Guangzhou, the
Institute of Southeast Asian Studies in Guangxi deray of Social Sciences in
Nanning, Guangxi province, and the Yunnan AcadenfiySocial Sciences in
Kunming, Yunnan Province. After the concept of @&FTA was proposed in 2001,
devolved by the Development Planning Commission ®&bangxi Zhuang
Autonomous Region, the Institute of Southeast Atiadies of Guangxi Academy of
Social Sciences undertook two research projectequence, i.e. “the Strategies of
Guangxi in the Build-up Process of the CAFTA,” ditide Opportunities as well as
Challenges of Guangxi under the CAFTA.” The reseagsults are documented in
the book,The China-ASEAN Free Trade Area and GuafA§xZhongguo Dongmeng
Ziyou Maoyiqu yu Guangxi The authors were of the view that Guangxi hadhyna
advantages in constructing the CAFTA. Also, theaidé yearly fairs or expositions
between China and ASEAN was also brought up arzliséed in the researth.

One academic institute in Guangxi that conducteae$h on Southeast Asia
affairs requires more detail and explanation, sihtea very important think-tank for

the Guangxi government. Moreover, it has suppdtiedouilding of the CAFTA. It is

87 See Xiaosong Gu, edZhongguo Dongmeng Ziyou Maoyiqu yu Guar(@Xie China-ASEAN Free
Trade Area and GuangxiNanning Guangxi Renmin Chubansh002).

8 Author’s interview with Xiaosong Gu, the directof the Institute of Southeast Asian Studies,
Guangxi Academy of Social Science, who was closelglved in the research and policy justification
process of CAFTA as a local scholar. It was corelitty phone in June 2006.
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the China Development Institute (Conghe Kaifa YanjiuyugnPopularly called as
Zhongguo Naoku(Chinese think-tank), CDI was established in 198@h the
approval of the State Council under the direct oafeLi Peng, the former Chinese
Premier. It was established as a think-tank forneouc-related research and
consultancy. CDI was an independent research anduttancy organization. It is
under the supervision of the Research Office ofStege Council. Mainly comprising
young and middle-aged researchers, the institutonsidered as a “forerunner” of
Chinese research and consulting agencies since unhder full market operation.
Major research and consulting departments of CDdluohe the Public Policy
Department, Macroeconomic Research Center, Stré&®eggarch Center and the City
Planning Research Center. CDI enjoys a good intieme reputation and is named as
one of the top-100 world-class think tanks. The aadage of CDI is that it can
provide comparatively more objective opinions comepawith research offices in
government bureaucracies and government-relatezhnas organizations since it is
independently operated.

The CDI headquarters are located in Shenzhen, @oaggProvince. CDI has
several branches. The branch in Nanning, Guangx Veainded to meet the
requirements of the CAFTA proposal. It is respolesifior the study of the
opportunities and problems posed to Guangxi, and pooposing policy
recommendations to the Guangxi government. It sprena periodical calletlaoku
Kuaican (CDI Expresy, which covers analysis on the economic and social

development issues of Guangxi by giving insighfugjgestions. CDI Express is very
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popular among Guangxi provincial leaders. The idmag recommendations of the
Southwest branch of CDI are often accepted andtaddyy the government officials.
Sometimes, the provincial government bureaucracis® invite the branch in
Nanning to conduct joint-research projects of gomeent concerf? CDI has
finished the important research project of the gowent of Guangxi Zhuang
Autonomous Region, entitled “the construction ofa@gxi as the regional circulation
center of goods under the Framework of the CAFTA.”

Local governments also employ resources and orgamiaferences to analyze the
feasibility and practicality of the CAFTA. Sponsdrby the government of Guangxi
Zhuang Autonomous Region, “China (Guangxi)-Southeassia Economic
Cooperation Forum” was held from 21-22 November200hairman of Guangxi
Zhuang Autonomous Region, Li Zhaozhuo was predenthe opening speech, Li
emphasized the positive attitudes of Guangxi gawemt in developing the
advantages and taking Guangxi as the open doooth&ast Asid® The forum
invited renowned scholars from both China and eass Besides discussing the
related issues of China-ASEAN Free Trade, its nfagus was on how to position
Guangxi in implementing the CAFTA, including whahd of roles it will take and
how to seize the opportunity to improve its cooperawith the Southeast Asian
states. The forum was a direct response to thangjgof the CAFTA earlier that

month, on 4 November 2002. The Provincial GoverrmanYunnan also held a

89 Author’s interview with the head of CDI, GuangxiaBich conducted in Nanning, Guangxi Zhuang
Autonomous Region, October 2006.

% Wen Chen2002 Nian Zhongguo(Guangxi)-Dongnanya Jingji Hekzuatan ZongshyA Summary

of 2002 China (Guangxi)-Southeast Asia Economic geoation Forum),Dongnanya Zongheng
(Around Southeast Asia), No.1 (2003): 17-20.
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similar forum in October 2002, titled “The Forum thle Macro-Economy of China
and ASEAN” ghongguo-Dongmeng Hongguan Jingji Luntafhose provinces also
formed various research groups to study the roleheir respective provinces in
implementing the CAFTA! Such activities showed that local governments were
taking positive attitudes and responding activelythte policies made by the central

government.

V. Conclusion

From the discussion on the policy formulation andtification processes of the
CAFTA, the following three observations can be draw

First, the decision-making process is still domaglaby the central government.
Leaders of the Political Bureau or members of weibSGs constitute topmost level.
At the intermediate level are various governmente@ucracies under the central
government and the Central Committee. Various humeaies of the provincial
governments are at the basic level. The decisionsarning China’s overall policy
guidelines are made by the top level. If the potiegision is too technical or specific,
the decision is made by the bureaucracies undeceh&al government, either by
individual or several joint bureaucracies accordiaogthe complexity of the issue.
After Premier Zhu Rongji made the CAFTA proposaliook only one year for the

Expert Group to submit the report. Only anotheritathl year was taken before the

L For example, Guangxi Zhuang Autonomous Regiongeasp a research group in the Economic
Institute affiliated with the Guangxi Developmenaihing Commission.
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agreement was formally signed by the two sideb@fPthnom Penh Summit. ASEAN
is composed of ten nation-states that are at difiteeconomic development levels,
while China is made up of complicated administ&tikegions and provinces.
Therefore, how can such an agreement be signeddhn a short time? Have the
characteristics of Chinese centralism facilitatedhsa timely process? From the
discussion on the policymaking process of the CAFi[As not difficult to observe
that Premier Zhu's determination to sign such ameegent, as well as the
authoritarian nature of the Chinese decision-makimgcess aided in the short
agreement process..

Second, local governments are able to exert soiigente or argue with the
central government to articulate their local ingtse Usually this happens via two
different methods. First, the opinions or policguegements are reported by various
organizations of the provincial governments dined¢td their superior organizations
respectively. For example, in the case of the CAFihse requirements by local
agricultural sectors are reported by provincial &épents of Agriculture to their
superior bureaucracy, i.e. the Ministry of Agricut. Another way is through the
provincial government itself. Various bureaucracasthe provincial level report
directly to their provincial governments. In turthe officials of provincial
governments report directly to the central govemineither to the State Council or
the CC, CCP. In the formulation of the CAFTA, tmput of the local governments

was negligible. It is worthwhile to note that tidluence of the local bureaucracies is
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more in the policy implementation process rathantthe conventional policy-making
process.

Third, the academic scholars do have some influencthe decision-making
process. Nevertheless, these influences are #deditin indirect ways. Various
bureaucracies, both at the central and provin@akls, often allocate projects to
research scholars. However, the orientation ofrésearch in most cases has been
predetermined. It shall be noted that before tlasibglity study was assigned to the
two think tanks of the CAITEC and the IAPSCASS, glemeral policy orientation has
already been formed in Premier Zhu's mind. The aoad actually is part of the

policy justification process more than the convemail policy-making process.
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CHAPTER SIX

POLICY IMPLEMENTATION: The CAFTA CASE

The processes of policy formulation and policy iempéntation need to be both
separated and integrated. Local governments aremmsoely agents who simply
perform the policies made by the central governméntthe local level, when it

comes to policy implementation, although the ppteci of the policy is rigid

(Yuanzexinyg there is still potential space to maneuver, whie Chinese like to call
“flexibility ( Linghuoxing.”

As illustrated by Figure 6-1, after a policy hassibeagreed upon by the top
leadership, policy implementation is carried outtlatee levels: from the central
bureaucracies to local governments, and furthéo@ociety (this mainly refers to the
enterprises trading with the ASEAN states in theecaf the CAFTA). The central
bureaucracies in the CAFTA case refer essentiallyihistries such as the MFA and
the MOFCOM, which negotiate directly with ASEAN dhe detailed rules of
implementing the agreement. Local governments tla@gower to set their specific
rules under the general framework made by the alegtvernment. Enterprises have
a certain degree of autonomy to trade with the ANEstates directly. Therefore,
unlike the policy formulation process, policy impientation is more decentralized

and pluralized.
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Figure 6-1: Policy Implementation in the CAFTA Case

This chapter will not discuss the separate implaatem processes of central
bureaucracies, local governments, and societiesle@by the theoretical framework
and the methodology of this study, it will focustead on the interactive relationship
between the central and local governments duriegotilicy implementation process.
Similarly, when discussing the policy implementatiprocess of the CAFTA, the
problems and difficulties encountered during thécgamplementation process will
also be discussed. There are certainly many impitatien challenges for local
governments. The challenges during the policy immgletation process include
formulating their indigenous policies as suppleraetat the state policy, as well as
giving up the state policy halfway despite haviogepted it at the very beginning as
a compromisé. Nevertheless, in the case of the CAFTA, | will ooy discuss the
problems and challenges posed during the implertientarocess, but the benefits
and gains in this process are also part of my foleufact, during the implementation

process of the CAFTA, although the interests of e@®actors or provinces may be

! Bolong Liu, “Improving the Quality of Public PojieMaking in China: Problems and Prospects”,
Public Administration QuarterlyVol.27, No.1/2 (Spring 2003): 125-141.
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violated, other sectors and provinces may bené€fierefore, the bargaining process
of local governments is more about asking for bebesitions or more preferable
policies rather than to think of an alternative wayevade from implementing state
policies.

Policy implementation is actually one part of theeign economic policy making
process. Policy decisions can only be considerezhaof the important determinants
rather than the sole determinant of the resulhefgolicy. The central government is
the policy-maker. However, it is the local govermtse who should take the
responsibilities and bear the consequences ofdheypBarry Naughton argued that
there was an “implementation bias” in China’s inmpéntation process. By
“implementation bias”, he referred to the fact thia central initiatives or policies
would be distorted by local governments when theyspe their own advantages and
interests instead of adhering to the original itimnand orientation of the central
government. The question here is whether there are such biasésrms of the
implementation of the foreign economic policiegpexsally during the implementing
process of the CAFTA. Related to this point, aesedf questions have been raised in
relation to the previous question, such as whaewme reactions to the signing of the
CAFTA at the local level? Did the Southwestern jmoes such as Yunnan and
Guangxi, which were closely related to the impletagan of the CAFTA bargain for
preferable policies? What were their strategies nwigealing with the central

authorities? Was there any competition among tlwipces? If there were, what

2 Barry Naughton, “The Decline of Central Controkoinvestment in Post-Mao China,” Chapter 3, in
David M. Lampton, ed.Policy Implementation in Post-Mao Chin@erkeley and Los Angeles:
University of California Press, 1987): 51-80.
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were they? In the case of the China-ASEAN Expo, daithe Guangxi government
secure the hosting right? How did they bargairmbbi/ with the central government?
Were the interests of the central and local govemis in contradiction with one
another in the policy implementation process? Wéhneir interests always

contradictory?

I. The Sources of the Bargaining Power

The sources of the bargaining power of Guangxi AQguAutonomous Region and
Yunnan Province are derived from their special geplical advantages, the
convenient means of transportation, and their teadoles in the regional economic
cooperation of Southwest China.

To elaborate further, Guangxi and Yunnan are tHg two provinces in China
that border the Southeast Asian countries, whicke Haenefited much from their
conduct in border trade. As far as border tradmrigerned, it has its set of favorable
factors which are different from that of globaldea As observed by Brantly Womack,
“global trade depends on the world market and om&#$ global factor advantages,
while border trade depends on convenience and itityl and on localized factor
advantages™ Geographical advantages and transportation coemees are what
Guangxi and Yunnan enjoy when they conduct traddéh e Southeast Asian
countries. The total area in Guangxi is 236,300asgkilometers while Yunnan is

394,000 square kilometers. The total populationtref two provinces are 49.25

% Brantly Womack, “Sino-Viethamese Border Trade: Teége of Normalization” Asian Survey
Vol.34, No.6 (June, 1994): 502.
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million and 44.54 million respectively. They are malensely populated compared
with the other ten provinces and municipalities emthe Western Development
Strategy.

Both Guangxi and Yunnan also enjoy convenient trariation linkage to the
Southeast Asian states. Guangxi enjoys a geogmpadvantage both as part of
Southwest China and as the linkage to Southeasd. A&$ described by Hans
Hendrischke, Guangxi is a bridge between ChinathadSoutheast Asian countries.
Besides this, it also acts as an entrepot for seasa from Sichuan and China’s
southwest regiof.

Guangxi is the only province in China that is casted both by land and by sea to
the Southeast Asian countries. The length of theddsobetween Guangxi and
Vietnam reaches 1020 kilometers. Among its 11 paidgag the border, four of them
are at the national level. The ports scatteringuradothe Pan-Beibu Gulf are the
nearest from the continent of China to the SouthAagn countries. Guangxi also
has the nearest transshipment port to the ASEANSt&ince Guangxi is situated
near the sea, with access from rivers as well @4 590 kilometers of coastline, it is
considered the most convenient passage leadirng t8dutheast Asian states.

There are two railway routes from Vietnam to Chi@me is from Hanoi to
Nanning, which is 387 kilometers long; the othefran Hanoi to Kunming with a
length of 761.2 kilometers. One major expresswaframm Youyiguan (Friendship

Pass) to Nanning. Youyiguan is located in Pingxi&@ity and borders Vietnam. In

* Hans Hendrischke, “Guangxi: Towards Southwest £€himd Southeast Asia,” Chapter 2, in David S.
G. Goodman, edChina’s Provinces in Reform: Class, Community awditieal Culture (London &
New York: Routledge, 1997): 21-52.
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2002, it became China’s largest motorcycle exporiére expressway is the first
expressway from China to the ASEAN states. It i9-kifometers long and was

completed at the end of 2005. The Youyiguan-Nanmixgressway is connected to
the Number One Highway of Vietham. It has greattprgened the distance from

Guangxi to the ASEAN states by making Nanning taeegway between Guangxi and
the ASEAN states. The travel time from Nanning embi has shortened from 8 hours
to only a mere 4 hours. It is considered as thet cmsvenient highway from China to

Southeast Asia.

Compared to Guangxi, Yunnan enjoys more geograpadantages in the sense
that it is situated at the connecting area amorgj Baia, Southeast Asia and South
Asia. Yunnan is also considered as the most coenemand passage to the ASEAN
states first because it borders Vietham, Laos andnvhar. Secondly, Yunnan is
connected to Thailand and Cambodia via the Landdekpng River. The third
reason is that Yunnan is nearer to Malaysia andgdpiore. At present, the Viethamese
government is considering spending US$ 1 billiorbtdld a new expressway from
Hanoi to Kunming. The project is expected to stadune 2007 and be completed in
2010. Besides this, the road from Kunming to Bakgland the railway from
Kunming to Singapore are both under construction.nidhe construction of the road
from Kunming to Bangkok is about to be completeke Tnternational shipping route
via the Lancang-Mekong River which covers Chinagd,avlyanmar and Thailand,
and the international road between Kunming and t&ee is also in operation. There

are 11 national-level ports and 9 provincial-leypelrts along the 4061-kilometer
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border, which takes up around 20 percent of thelevlemgth of the border of China.
The distance to the ASEAN states will be shortemgdnore than 3000 kilometers if
transport is made by land instead of by sea, andoyg so, 40 percent to 60 percent
of the transportation costs will be reduced. Thaeef land transportation out of
Yunnan has multiple competitive advantages in tesfrgpeed and costs. Yunnan has
always taken the lead in economic integration amdional cooperation with
neighboring provinces and neighboring countrieswali. As of late, Guangxi has
also been catching up to its provincial neighbor.

Both Guangxi and Yunnan are members of the RECAS@veloped originally
from four provinces, i.e., Sichuan, Yunnan, GuizhGuangxi and Chongqging city as
early as 1984, it is the first regional cooperationganization comprising
multi-provinces. The members of the Association mugor Party and government
leaders of those provinces. The main function ofsitto discuss the rules and
principles of coordination among those provincese Association plays a vital role
in boosting the economic coordination and develagnoé the Southwestern region.
Guangxi and Yunnan are two very important membethe Association.

Yunnan is also a member of the international Grédiekong Sub-Region (GMS),
which is composed of Cambodia, Lao People's DertiocRepublic, Myanmar,
Thailand, and Vietnam. GMS was initiated by thealisDevelopment Bank (ADB) in
1992. Being an informal grouping of neighboring cwigs, it aims to improve the

economic and social development of the region byfeecing the cooperation among

®> The organization of RECASC has been discussedapt@r 3.
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the six countries along the Lancang-Mekong Rivarc& hosting the China-ASEAN
Expo, Nanning has become famous in the interndtigpiaere particularly among its
ASEAN neighbors. Based on its rising reputatiorpraposal on the admission of
Guangxi to GMS was submitted. The proposal waspede and Guangxi became a
member of GMS shortly afterwards in November 200dhe@ ASEAN-China Summit.

The capital city of Yunnan, Kunming is a permansiteé of the annual Import &
Export Commodities Fair, which started in 1993. Kiumg Import & Export
Commodities Fair (KIECF) is jointly sponsored byetigovernments of Yunnan,
Sichuan and Guizhou Provinces, Guangxi Zhuang ahdt Autonomous Regions,
and Chongging Municipality and Chengdu City. Moteart 4,000 guests from
approximately 60 countries and over 1,000 domestierprises from 20 provinces,
autonomous regions and municipalities participatethie fair each yedr.As the
increasing importance of the ASEAN states in regioaconomic development
becomes clearer, KIECF also regards the ASEANs&gane of its targeted markets.
Since 2003, KIECF has begun organizing ASEAN exinbs. The experiences
gained by these activities and involvements havablea Yunnan to increase its
bargaining power with the central government.

The Pan-Pearl River Delta Regional Cooperat(®®RD) encompasses nine
provinces and two regions, i.e. Guangdong, Fujjamgxi, Hunan, Guangxi, Hainan,
Sichuan, Guizhou, and Yunnan, as well as Hong Kamgl Macao Special

Administrative Regions (SARs). The cooperation #&m31 on the fields of

® Kunming Commodities Fair Expands Range, May 26, 0420 available at:

http://www.china.org.cn/english/2004/May/96508.htetrieved on August 30, 2006.
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infrastructural construction, investment, commeacel trade, among othersOther
economic cooperation mechanisms include the twonaoec corridors of
“Kunming-Laojie-Hanoi-Hai Phong-Quang Ninh” and “iNang-Liangshan-Hanoi-
Hai Phong-Quang Ninh”, and the Beibu Bay econonmc. iPhan Van Khai, the
former Prime Minister of Vietham visited China o® 2ay 2004. In the joint
communiqué issued later, the two sides agreedtablesh an expert panel under the
framework of China-Vietham economic and trade coajgen commission. An expert
panel was set up to discuss the feasibility in ding the above-mentioned two
economic corridors and the Beibu Bay economic¥i@uangxi plays a vital role in
the construction of the two economic corridors HreBeibu Bay economic rim.

The Pan Beibu Gulf Rim CooperatioHuan Beibuwan Jingji Qugncomprises
Guangxi, Guangdong and Hainan Provinces of Chima tlae six ASEAN states such
as the Philippines, Vietnam, Cambodia, Malaysidpiresia and Brunei. It has been
set up as a sub-regional economic cooperation uhddramework of China-ASEAN
economic cooperation. In the Forum on Economic @caton of the Beibu Gulf Rim
in July 2006, Liu Qibao, Secretary-general of tHeRCcommittee, Guangxi Zhuang
Autonomous Region, proposed the idea of “Pan-B&hbif Rim”, which covers not
only China and Vietham, but also Singapore, Makaysie Philippines, Brunei, and
Indonesia. During the very forum, the so-called Sttategy” was also proposed by

Liu. The M Strategy comprises the Nanning-Singagécenomic Corridor (NSEC,

" The official website of Pan-Pearl River Delta mewil cooperation is available at:
http://www.pprd.org.cn/accessed on January 8, 2007.

8 Joint Communiqué between the People's Republighifia and the Socialist Republic of Vietnam,
October 8, 2004; available online &ttp://www.fmprc.gov.cn/eng/wjdt/2649/t163759.htnetrieved
on August 18, 2006.
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Jingji Zoulang as the axes, and GMS cooperation as well as R&uB5ulf Rim
Economic Cooperation as two wings, which form an Sflape”. The areas of the
cooperation include marine economic cooperationniaad economic cooperation,
and Mekong sub-region cooperation, all initialshathe letter “M”.

The NSEC proposed by Liu Qibao begins in Nannirgssps through Hanoi,
Vientiane or Phnom Penh, Bangkok, Kuala Lumpur, ands in Singapore. It also
extends to Myanmar. The idea of the NSEC comptisesmajor proposals. The first
proposal is to set up a system of joint conferdmgeities, counties and enterprises
along the line so as to improve their mutual un@eding and communication, and to
facilitate future cooperation with investment, gaahd tourism. The second proposal
is to build an expressway linking Nanning to Sing&p According to Liu Qibao, it is
feasible because only 300 kilometers of new roaetlseo be built while the total
distance exceeds 3,000 kilometér§he ADB has already provided US$ 400 million
worth of preferential loans to Cambodia and US$BHion worth of assistance to
help Cambodia build the 300-kilometer railway withis own territory. The project is
expected to be completed in 2015.

Guangxi and Yunnan are the connecting regions efatbove regional economic
cooperation mechanisms, which provide them witlqueigeographical advantages.
The positive roles they have in boosting the ecanaraoperation in the region are
sure to reinforce the functions of the existing hatdsms and act as new stimulators

to the CAFTA. The development of these two regigiaseconomic cooperation and

® China Targets Beibu Gulf as Next Development Drivduly 21, 2006, available at:
http://www.china.org.cn/english/2006/Jul/175470.htetrieved on August 30, 2006.
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integration with the ASEAN states plays a cruca@erin boosting the economies of
those vastly remote western regions of the counwith China’s fast economic
development, imbalances between different provirees regions keep enlarging.
Boosting the opening-up and economic developmentackward areas has become
the top concern of China’s economic strategieshi regard, Southwestern regions,
such as Guangxi and Yunnan possess the advantageiz® the opportunity to
implement the Western Development Strategy to dgvéieir economies at a faster
speed. Meanwhile, due to its geographical adjacendyeconomic relations with the
ASEAN states, it is appropriate and wise for then€se government to single out this
area as a region of strategic importance. All trebantages enhance their bargaining
power with the central government.

Due to the similarities of the two provinces, thempetition between them is
inevitable. Since both Yunnan and Guangxi have lamubjective conditions to be
the “bridgehead” of the CAFTA, such as the advaesagf geographical vicinity, and
similar natural resources imports from the ASEARBtet, the competition between
the two provinces is intens®.Arguments and debates over which is the bridgehead
of the CAFTA are frequent in the related discussi@nd meetings involving
participation of both provinces. Some researchergavernment-affiliated research

institutes in Yunnan have pointed out that, “Theaiaf the China-ASEAN Expo was

% The competition among provinces was analyzed imilden Song Ding,Zhongguo Dongmeng
Ziyoumaoyiqu yu Xinan Minzu JindjChina-ASEAN Free Trade Area and the Economy aftlSsest
China) (Beijing: Minzu Chubanshe, 2004). Such cotitipa includes the competition in the
construction of both landway and waterway to Scaghé\sia; the competition in the border port and
the competition in tourist industry. Related news s i available at:
http://www.china.org.cn/chinese/EC-c/433233.htatrieved on September 26, 2006.
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originally brought forward by Yunnan. The Yunnarvgmment was quite certain that
the hosting rights would inevitably be given to Yian. Nevertheless, to its dismay
and astonishment, Yunnan failed to secure the rigpsights for the Expo. It was
defeated by Guangxi* Such arguments revealed the relative unwillingness
Yunnan to accept the final decision of grantingllosting rights to Nanning. In fact,
the competition between Guangxi and Yunnan begaadg as when the concept of
the CAFTA first surfaced The idea of the construction of another econoroitez
consisting of Nanning, Kunming and Guiyang was bidgwp to cope with this fierce

competition. The new economic zone will be basetherNankun Railway®

[I. The Motivation of Bargaining and Incentives for Policy Implementation

Bargaining Because of Economic I nterests

Overall, provinces such as Guangxi and Yunnan takepositive attitude to
implementing the CAFTA. The principal reason istthiach a policy is largely to their
economic interests. The acceleration of the CAFTAprovide Guangxi and Yunnan
with vast business opportunities, and thus boogtiegeconomic development of the
two provinces.

In the case of Yunnan and Guangxi, the trade with éxternal world market,

particularly with the Southeast Asia countries aectds for a large part of their total

1 Author’s interviews with Yunnan scholars in govesent-affiliated research institutes, October
2006.

2 See online news,Zhengzuo Zhongguo-Dongmeng Qiaotoubao: Yun Guigisiaeng Anzhdn
(Competing for Bridgehead of the CAFTA: the Contiestween Guangxi and Yunnan), October 31,
2003; available athttp://www.china.org.cn/chinese/EC-c/433233.htratrieved on September 26,
2006.

13 bid.
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trade volume. Also, trade between Guangxi and tHf®EAN states has been
increasing steadily in recent years. Following Eieopean Union, ASEAN ranks
second among Guangxi’'s trading partners; its tramlame with the ASEAN states
accounted for as high as 25.9 percent of its totde in 2003. Vietnam shares
roughly 637 kilometers with Guangxi’'s border. Sinthe 1990s, the amount of
border trade has increased tremendously (see Babje The border trade between
Guangxi and Vietnam reached US$9.87 billion in 20@6reasing by 31.3 percent
compared to the previous year. It accounted fopdi@ent of the total foreign trade
volume of Guangxi and 80 percent of its total trad the ASEAN states. Till then,
Vietnam has been ranked as the number one tradirtiggp of Guangxi for seven
consecutive years. Border trade has become a wggrtant source of revenue for
local Chinese governments. Besides increasingréue tvolume, mutual investment
has also broadened and deepened. Until 2005, Guangsted US$ 2.1 billion in
Vietnam while Vietnam invested US$ 1.5 billion iu&hgxi. It was reported that the
large increases in trade volume from July 2005 woeJ2006 was due to the
enforcement of the policy on the reduction of fardn the basis of the Agreement on
Trade in Goods under the Framework of the CAFTAcS8ithe start of the tariff
reductions from 20 July 2005 till June 2006, thadé& between Guangxi and the
ASEAN states reached US$ 1.5 billion, an increds@2® percent compared to the

year before the tariff reductions.

4 See online newsPandian Jiangshui YingxiagSummary on the Effects of the Tariff Reductigns)
July 27, 2007 at: http://www.gx.xinhuanet.com/newscenter/2006-07/@itent 7622865.htm
retrieved on November 19, 2006.
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Table 6-1: The Proportion of Border Trade and TradeValue of Guangxi-ASEAN to
Total Trade of Guangxi (With Vietnam)

(US$ million)

Year Total Trade Border Proportion Trade with Proportion
(Export, Import) Trade ASEAN

1999 | 1753(1247,506) 136 7.8 369 (289, 80) 20.5
2000| 2038 (1493,545) 292 14.3 439 (310, 129 21.7
2001 | 1797 (1236,562) 287 16.0 419 (259, 160 23.4
2002 | 2430 (1507,923) 486 20.0 627 (442, 185 25.8
2003 | 3192 (1970,1222) 665 20.8 826 (552, 274 25.9
2004 | 4288 (2396,1893) 753 17.6 1001 (636, 365) 23.3
2005 | 5183 (2877,2305) 987 19.0 1224 (831, 393) 23.6

Source: Guangxi Yearbook and Guangxi Statistiealri¥ook (2000-2005)

ASEAN is the largest trading partner of Yunnan Rrog. Among the top-ten
trading partners of Yunnan, four of them are ASEABRMbers. Myanmar ranks as the
first. The other three includes Vietnam, Indonesid Cambodia. About 95 percent of
Yunnan’'s foreign economic and technological coopanaprojects are with the
ASEAN states. As shown in Table 6-2, the bordetdraf Yunnan with three ASEAN
states, namely Vietnam, Laos and Myanmar, as vgetha trade volume of Yunnan
with other ASEAN states have increased annuallgesiASEAN’s inception. For
example, it increased nearly three times from U&$ &illion in 1999 to US$ 1.6
billion in 2005. In 2003, Yunnan's trade with th&BAN states accounted for around
40 percent in proportion to its total trade volunieade with the ASEAN states took
up between 30 to 40 percent of its total trade fA®89 to 2005 consecutively. Such a
proportion is relatively high. In the first half &f006, the trade volume between
Yunnan and ASEAN reached US$ 810 million. The tredeveen Yunnan and the

ASEAN states increased 43.5 percent compared tostdme period in 2005,
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accounting for up to 35 percent of Yunnan’'s totaldé. It was reported that the
preferential policies offered to the ASEAN stateg the Chinese government
increased the border trade between Yunnan and 8feAN states by up to US$ 370
million in the first half of 2006, an increase of.8 percent compared to the same

period in 2005?>

Table 6-2: The Proportion of Border Trade and TradeValue of Yunnan-ASEAN to
Total Trade of Yunnan (With Vietham, Laos and Myanmar)

(US$ million)

Year Total Trade Border Proportion Trade with Proportion
(Export, Import) Trade ASEAN

1999 | 1660 (1034,625) 288 17.3 549 (458, 91) 33.1
2000| 1813 (1175,638) 356 19.6 627 (522, 105 34.6
2001 | 1989 (1244,745) 346 17.4 706 (562, 144 35.6
2002 | 2226 (1430,797) 371 16.7 822 (624, 199 36.8
2003 | 2668 (1677,991) 420 15.7 1013 (771, 241) 38.0
2004 | 3748(2239,1509) 524 14.0 1276 (962, 314) 34.0
2005 | 4738(2642,2097) 655 13.8 1557 (1091, 466) 32.9

Source: Yunnan Yearbook (2005) and Yunnan Statidiearbook (2000-2005).

Benefiting from the advantages of territorial adjacy, Guangxi and Yunnan will
gain much from the CAFTA. The building of the CAFTIl not only increase their
trade volume with ASEAN, but will also improve th@apacities in attracting FDI,
and improve development in the industry, tourismg &ransportation sectors. At the
same time, since the ASEAN states are at diffdimrdls of economic development

and have different comparative advantages, thestdes can complement each other

!> See online news@ian Liuyue Yunnan Dui Dongmeng Waimao Tupo Bayiyhdel (The Trade
Volume between China and ASEAN Exceeded US$ 800adviin the First Half Year of 2006), July
15, 2006 at: http://www.ynnic.gov.cn/yunnan,china/7684377677 /@8520050715/501061.html
retrieved on August 11, 2006.
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in natural resources, product structure, and imadligirimary products. Therefore, the
potential cooperation in economics, specificaldde, is vast.

Guangxi possesses a solid industrial base, in witicknjoys comparative
advantages vis-a-vis the ASEAN-4, i.e. Vietnam, 4,aGambodia and Myanmar.
Guangxi is rich in producing cash crops, such @mane, peanut, cassava, orange,
pineapple, banana, and longan. Sugarcane is tlenddargest profitable crop in
Guangxi next to grain. Sugar production accouniad58.8 percent of the total
production in China, which makes Guangxi one of thajor sugar-producing
provinces. Most of China’s big sugar enterprises @ncentrated in Guangxi and
their production costs are the lowest in China. AB&AN states have large demands
in sugar, particularly for countries such as Canidfiat has no sugar industry.
Moreover, the ASEAN-4 is also very weak in the maely industry. There are
shortages in agricultural machinery, which makeosé¢h countries a big
potential-market for Guangxi. For example, Vietnageds 50,000 to 60,000 small
engines annually whereby her domestic productiamig between 16,000 and 17,000.
Vietnam also needs more tractors, water pumps eeqaiirg machines. The machinery
industry is Guangxi’s traditionally superior induyst It has a large number of
powerful enterprises, such as Yuchai Engineeringhveery Corporation Limited,
the largest production and export base of mini tangon machinery in China; and
Liuzhou Construction Machinery General Factory, thiggest enterprise in the
pre-stressing field in China. Guangxi also produadarge number of competitive

construction products, such as cement, glass,acai. The output of such products
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in Guangxi alone far exceeds that produced by t&&EAN-4. For example, the
cement output in 2003 was 26.65 million tons, intcast to the annual production of
15 million tons in Vietnam, 350,000 tons in Myannaad 78,000 tons in Cambodfa.
In terms of imports, exports and industry specaian, Yunnan’'s economy is
complimentary to the ASEAN economy. Over 80 percgihntyunnan’s exports to
ASEAN are industrial products, such as phosphoaket cigarettes, non-ferrous
metals, fertilizers, construction materials, ligextile products, home appliances etc,
whereas the imports from ASEAN include ores, lursbagricultural products and
sea products. They are also complementary in tefmssource exploitation. Among
the ASEAN neighboring countries, Myanmar, Laos, Gadia and Vietham are rich
in resources, such as calcium, iron, aluminum, &nd Yunnan is advanced in
exploration, mining and metallurgy technologies paned to these countries.
Similarly, Thailand and Vietnam are among the latgee-exporting countries in the
world while Myanmar has a large amount of poternitiajrain production. Yunnan is
advanced in fine-variety-grain research and devety, and water conservancy
construction. The cooperation in this field is Hénal to both sides: it can help the
ASEAN states to develop its resources and imprbeg fproduction techniques by
introducing comparatively advanced technologiesnfrédYunnan, and conversely

Yunnan is able to export more of its mechanical mrary to its neighbors.

'8 Author’s interviews with government officials asdholars in Guangxi, October 2006; see also Ying
Feng, ‘Guangxi Yingzai Zhongguo-Dongmeng Ziyoumaoyiquakhang Youxian Shoty{Guangxi
Shall Benefit in Advance from the CAFTAKuangxi Caizheng Gaodeng Zhuanke Xuexiao Xuebao
(Journal of Guangxi Financial College), Vol.18, N¢February, 2005): 36-38.
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With the building of the CAFTA, many cities in Gugaa such as Nanning, Beihai,
Qinzhou and Fangcheng Port have all been pushétetéorefront of the economy.
Guangxi Zhuang Autonomous Region enjoys the oppdstuto develop new
economies in a group of cities, thus promoting @xaas an international exchange
center of goods. This sort of development may boelsited industries of Guangxi
further. Also, the influx of capital, technology dahuman resources will accelerate
Guangxi's development by leaps and boutds.

Another potential benefit for provinces such as i@&xa and Yunnan is that the
implementation of the CAFTA will improve the statathe two provinces in their
trade with the ASEAN states, as well as countriesveer the world. The CAFTA has
provided a systematic framework and safeguard nmeésmafor the development of
trade relations between China and ASEAN. It wiBcalact as a new impetus for
further economic development of the provinces iiln@hFor example, in order to put
the building of the CAFTA into operation, Chinesemier Zhu Rongji proposed to
hold the China-ASEAN Expo in Nanning, capital ciyf Guangxi Zhuang
Autonomous Region annually. The China-ASEAN Exps beought vast business
opportunities for Guangxi. Being a part of the CA¥FTonstruction, it provides
unprecedented opportunities for the quick develogmef Guangxi Zhuang
Autonomous Region. Based on the analysis reportheyDevelopment Research

Center of Guangxi, the CAFTA will boost Guangxisoaomic development growth

" Southwest Branch of China Development Institut€orlg Guojia Zhanlue de Jiaodu Jiedu
Zhongguo-Dongmeng Bolanhu{'Strategic Analysis of the China-ASEAN Expo: Qptunities and
Challenges of Guangxi"\;DI ExpressNo.2 (October, 2003): 5.
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at a growth rate of 1 percent or so, which is faggér than the growth rate of 0.3
percent for the whole country and the same as BIEAN states?®

Moreover, further development of infrastructureshsias transportation, energy
sources, and communication will be realized underenfinancial support from the
central government to Yunnan and Guangxi. Consumnptnvestment and export are
figuratively described as “the three horses ofkabithat have been supporting
China’s economic growth in recent years. The cbation of investment in
infrastructure in driving the economic developmehtChina is remarkable among
them. As the only two provinces bordering the ASEststes, Yunnan and Guangxi
are considered China’s strategic provinces. Dutheg building of the CAFTA, to
strengthen their advantages as passageways toe@etihsia is an inevitable choice
of the Chinese government. The central governmastdranted a large amount of
money to the construction of both land and seaspartation of the two provinces to
provide better services for smooth trading with A&EAN states. Undoubtedly, the
central government will further increase such itwesnt to both Yunnan and Guangxi.
Such infrastructure construction projects will earty drive the social and economic
development of the two provinces.

The EHP has also benefited Yunnan. According to staéf in charge of the
CAFTA in the DOC of Yunnan Province, Yunnan can dfégnfrom three aspects:

firstly, Yunnan has a comparative advantage in pcody a number of species of

¥ From the report of a research project conductedhsyDevelopment Research Center, Guangxi
Academy of Social Sciences, and the Guangxi BurehuCommerce, Zhongguo-Dongmeng
Ziyoumaoyiqu Gei Guangxi Dailai de Jiyu, TiaozhaGpangxi de Yingdui Zhanlu€The CAFTA:
Opportunities, Challenges, and Strategies of Guangluly 27, 2004; available online at:
http://www.gx-info.gov.cn/retrieved on September 28, 2006.
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tropical fruits. Fruits such as pineapples and basahave a longer shelf life
benefiting from the climatic advantages associatgd a sharp temperature increase
in early spring and a slow temperature decreas@iomn. Secondly, some fruits and
vegetables in Yunnan are complementary to thathafiland. Yunnan is situated in
both a sub-tropical and temperate zone. While &hdilproduces mainly tropical
fruits, Yunnan can produce tropical as well as terag fruits, such as apples, pearls
and chestnuts. Thirdly, the import of tropical fsufrom Thailand can bring new
opportunities for the development of Yunnan’s togpifruits industry. It is conducive
to the adjustment of the industrial structure abptcal fruits in Yunnan, the
regionalization in optimizing the production of proal fruits and the improvement of
the level of the technology. Besides this, thedrbdtween China and Thailand will
bring about new management concepts, thus boogtiegdevelopment of the
marketing net of Yunnan Provin¢®.0On the basis of the potential benefits of Yunnan
Province from the CAFTA, the Provincial Governmbas put “boosting the building
of the CAFTA and GMS sub-regional cooperation” a® @f the guidelines of the
provincial 11" Five-year plarf®

Considering the importance of the ASEAN statesheneconomic development of
Guangxi and Yunnan, it is not difficult to undersfavhy they are enthusiastic about

the building of the CAFTA and why they exert theirergies in bargaining with the

19 Author’s interviews with the officials in chargefn the DOC of Yunnan Province, October 2006.
2 Full report on the 11 Five-year Plan of Yunnan province is available il at:
http://www.yn.gov.cn/yunnan,china/7346827604629928660714/1085004.htinl  retrieved  on
October 23, 2006.
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central government for better positions. Such @@ ultimately serve their own

provincial interests.

Bargaining Because of the Difficulties and Challenges Posed

Another reason exists, as opposed to the aboveostoninterests of local
governments, but also explains why local governsiarged to bargain with the
central government, particularly those provincesSouthern China which were also
negatively affected by the CAFTA. They are bargagnibecause some of their
industrial sectors or enterprises are undergoimng cteallenges and difficulties posed
by the implementation of the CAFTA.

The first challenge is what the enterprises condgcborder trade with the
ASEAN states have to face. Before signing the CAFBAterprises conducting
border trade enjoy policies of special treatmerg. the number of products under
tariff concessions increases, the special treatrapjatyed by such enterprises have
been removed gradually, which have made thoseiges lose their attractiveness
compared to previous trading arrangements befaerentplementation of the CAFTA.
For example, from 1 January 2004, the preferablieyof half a percentage point of
trade concession on fruits that traded by bordadetrhas been cancelled. Those
enterprises facing difficulties are urgently tryitagtransform their trading models.

The second challenge is the diversion of FDI. BBtlangxi and Yunnan have
similar sources of FDI, such as from Japan, Southe& and Singapore. Under the

Framework of the CAFTA, international capital canoy the same treatment in any
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of the 11 countries. Moreover, China has grantéféréntial and preferable treatment
and tariffs to the new ASEAN-4 states. To attralol,Rhe two provinces are facing
fierce competitions from the ASEAN states, parteiyl from Vietnam.

The third, the biggest challenge is within the agftural sector. Provinces in
Southern China, such as Guangxi (Guangxi is mateusethan Yunnan in this regard
since most part of its area is in the tropics) amwhnan, have similar agricultural
structures as the ASEAN states. They all produadlai tropical fruits, such as
longan, litchi, mango as well as sugarcane andawas$iowever, the ASEAN states
have a comparative advantage in producing tho#s fitnd products since the costs of
production in the Southern China provinces are nhigher. For example, under the
zero-tariff agreement of fruits with Thailand, theerage tariff of vegetables and
fruits was reduced from 30 percent to zero. Assaltethere was a surge in the export
of tropical fruits from Thailand into China, andettiruit growers in the Southern
China provinces had to pay the costs. Besides tihésprice of sugar in Southern
China is also much higher than the ASEAN states.

Zhang Mingpei, Director of the Agriculture Departmef Guangxi listed three
major challenges for Guangxi agricultural industyst, according to the agreement
reached, the ASEAN-4 enjoys a transitional periddtariff concessions while
Guangxi does not; second, China’s tariff reductpeed is faster than the ASEAN-4;
third, those agricultural products which Guangxs lbamparative advantages over are
on the exclusion product list of ASEAN. Thus, ithard for such products to be

exported to the ASEAN states. For example, the rpaiucts that China imports
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from the ASEAN states are fruits, nuts and vegegbivhich amount to US$ 360
million and account for 77.3 percent of its totapiort value under the EHP. After the
tariff has been reduced to zero, it is anticipdbted the costs on longan, litchi, banana,
mango and pineapple for Guangxi will be RMB 633lioml. And thus, the costs to
every fruit grower will be RMB 85.5"

The DOC of Yunnan Province has also set up a relséaam to study the effects
of the zero-tariff agreement on Yunnan. Accordingheir report, after the agreement
on zero-tariff came into effect, Yunnan’s expontiffaon vegetables, potatoes, and
onions was reduced from the most-favored-nationff taf 13 percent to zero.
Yunnan’'s import tariff on durians, mangos, andhlitécom Thailand was reduced
from 17 percent to zero, and thailand’s importftari apples, pears from Yunnan was
also reduced from 14 percent to zero. The redudtidariffs on fruits and vegetables
has much influence on Yunnan’'s production and &tan of both fruits and
vegetables. Therefore, besides the advantages emredits Yunnan will enjoy from
the agreement, many challenges will also be pas&dibnan?

First, the tariff of fruits to Yunnan Province wasduced from 14 percent on
average to zero, which further reduced 14 percktiteoprice of imported fruits from
Thailand. Moreover, the quality of imported fruitoom Thailand is better. The
reduction in production costs has improved the amaljive advantage of the tropical

fruits imported from Thailand. Secondly, the catég® of tropical fruits in Yunnan

21 The figures are available online http://www.china-customs.com/customs/data/2014; hémieved
on September 30, 2006.

22 See the website of the Department of Commerce ofingn Province, available online at:
http://www.ynfumin.gov.cn/bofcom/43291182989574120051220/7716.htmiretrieved on October
23, 2006.
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are very limited; Mango, longan and litchi take anpund 28.6 percent, 14.7 percent
and 26.8 percent respectively of the whole tropiats of the province. At the same
time, Thailand enjoys economies of scale in praam@uch fruits. Moreover, such
tropical fruits in Thailand reach the market onéwso months ahead than those from
Yunnan. The earnings of such fruit growers in Yunnbave been reduced
tremendously. Third, Yunnan is relatively backwards the level of economic
development. It is relatively slow in the opening-process and smaller in trade
volume, while Thailand has operated as a markenauoy for a long time and has
much more experience in production administrationl anarket exploitation than
Yunnan.

Since the implementation of the EHP and zero-tagieement with Thailand, the
imports of tropical fruits from the ASEAN statesvhabeen on the rise annually. The
ASEAN states remain China’s largest fruit providéhe amount of fruits imported
from the ASEAN states increased from 776,000 tar&003 to 900,000 tons in 2005,
accounting for 73.4 percent and 77.3 percent oh&hitotal fruit imports in the
respective years. Vietham, the Philippines and [@hdiare the top three importers of
Chinese fruits among the ten ASEAN states. Chinpomed 330,000 tonsnd
249,000 tons from Vietham and Thailand in 2005reasing 9.8 percent and 84.4
percent compared to the year of 2003 respectffelyuangxi Zhuang Autonomous
Region and Yunnan Province are among those pravimc€hina who suffered the

most from the sharp increases in the imports of ASHruits. The cost of fruit

% Min Ding, “Dongmeng Shuiguo Gei Huanan Shuiguo Zhongzhihu Yatfa(Big Pressure on Fruit
Growers of South China from ASEAN-Import Fruitslpngcun Shiyong Jishidune, 2006): 12.
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growers in Guangxi can be clearly observed fronfithees on the income reductions
of longan growers in the following table (see Ta®i8). In 2004, total earnings of the
agricultural industry of Guangxi decreased by RMB61billion compared to 2000
while the average income of fruit growers decredsgdRMB 586.47 compared to

2000.

Table 6-3: The Costs of Longan Growers of in Guangx

Year| Area Output | Purchasing Price | Earnings Reduction| Average Income
(10,000 | (10,000| (Yuan/Kilogram) Of Agricultural Reduction per
mu) dun) Industry Compared to  fruit grower
2000 (Yuan billion) (Yuan)
2000 303.7 15.09 8
2001 309.7 15.13 6 0.326 122.56
2002| 338.5 35.6 2.8 1.85 695.49
2003| 305.1 30.7 4 1.23 462.41
2004| 303.5 34.7 3.5 1.56 586.47

Source: From an interview with an official from Gigxi DOC and the report of Guangxi
DOC submitted to the MOFCOM that he shared withathinor.

Last but not least, since China’'s admission int® WTO, China has to meet
international trading rules by implementing a umfosystem of tariffs in all the
provinces in China under the rules of the WTO. Yammill lose the rights to enjoy
preferential tariff policies as a border provindde temperate fruits of Yunnan have
to face strong competition from those provinces iit producing fruits of the same
categories, such as Hebei and Shaanxi Provincégr ®tpes of border trade have
also begun to face rigorous challengesuffering from the above-mentioned costs, a

unique phenomenon has come out during the impletient of the EHP, the

2 bid.
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so-called “government is more enthusiastic thaergnises.” In signing the CAFTA,

the government was expected to set up differentgphas for enterprises to lead the
show, but it ended up that the government hasttagsboth the platforms and play as
the actors> Therefore, the provinces’ attempts to reduce tBegmomic losses to a

minimum are under the highest considerations allgovernments.
Bargaining for More Financial Support and Preferable Policies

Guangxi and Yunnan have made a good number of stigge to the central
government and requested its support to recogmhiem tas “special regions” when
enforcing various levels of trade liberalizatiomcs as “the bordering economic
cooperation region” and the “zero tariff free traatea.?® More preferable policies,
capital support! and the support of human resources were what matrnments
bargained for during the policy implementation e

Although it may be debatable whether it is appmterito cite the “prisoners’
dilemma” in the explanation, it is quite fair toysthat bargaining usually takes place
over the distribution of the existing resource$eatthan the increase in resourtes.

This is simply because the increase in resourcds lanefit all while the

% Author’s interview with scholars in Yunnan Univitys October 2006.

% Xinguang Li,“Zhongguo-Dongmeng Qianyan Didai Fazhan yu Dongmdingmao Guanxi Bijiao
Yanjiu” (A Comparative Study on the Development of Ecomomind Trade Relations between
Bordering Regions and ASEAN)vailable at the official website of the China-AS¥ Expo,
http://www.caexpo.org/gb/news/special/fazhanluntanjiang/t20051223 55563.html retrieved on
August 29, 2006.

" See the document of the General Office of The iRoial Government, Guanyu Chongfen Liyong
Jianli Zhongguo-Dongmeng Ziyoumaoyiqu de Jiyu Leadlagiang yu Dongmeng Jingmao Hezuo de
Yijian” (Recommendations on Taking Full Advantages of @¢-TA and Strengthening the Economic
and Trade Cooperation with ASEANjunnan Zhengbado.18 (2004): 27:30.

% Amei Zhang and Gang Zou, “Foreign Trade Decemmsibn and Its Impact on Central-Local
Relations,” Chapter 7, in Hao Jia and Zhimin LidsgeChanging Central-Local Relations in China:
Reform and State Capacitgoulder: Westview Press, 1994): 164.
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unbalanced-distribution of resources grants moreséme and less to others.
Bargaining refers to the arguing by local governtsesith the central government
over who grasps the “pie” of various resourcesuditlg both material resources as
well as favorable policy resources.

Generally speaking, the level of success of banggidepends principally on how
big the bargaining power of each province is. N#hadess, it is not necessarily
always the case. Sometimes the central governnaasntchtake into consideration the
balance between local provinces. That is, the akmovernment may sometimes
grant priorities to some provinces if a balance hat been reached. The central
government will bear this in mind and try to resttine balance among provinces later
on. As noted by David Lampton when discussing @ig&ining treadmill of Chinese
politics, trade-offs are involved in the decisioaking process due to the complexity
of many decisioné’ The decisions to grant the hosting right of thén@ASEAN
Expo to Guangxi Province and appoint Guangxi agember of the GMS cooperation
are such cases in poffit.

The China-ASEAN Expo was proposed as a platforntfermember states of the
CAFTA to develop their communications in trade, dstment, and economic and
technological cooperation so as to boost the dewedmt of the CAFTA. The idea

was first brought up by Chinese specialists on Issagt Asian Studies in 2001. After

%9 David Lampton, “Chinese Politics: The Bargainingeddmill”, Issues & StudiesVol.23, No.3
(March 1987): 15.

% For details on the China-ASEAN Expo, check Xiaos@hg “‘Gouzhu Zhongguo Dongmeng Jiaoliu
Hezuo Pingtai: Zhongguo Dongmeng BolarthfiThe Construction of the Platform for the
Communication and Cooperation between China andAN8Hhe China-ASEAN Expo), in Jiakang
Xu and Xiaosong Gu, edsChina-ASEAN Yearbook 200&uangxi: Guangxi Zhuangzu Zizhiqu
Minzu Yinshuachang, 2004): 174-177.
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the decision was made that China and ASEAN wouke t@n years to build the
CAFTA, completing in 2010, the Guangxi Provincialoernment took the
opportunity and applied formally to the MOFCOM féhe rights to host the
China-ASEAN Expo. The application was approved iy MOFCOM on 9 August
20033! As the acting Secretary General of ASEAN, Ong K¥ogg pointed out in
his speech that, “The Expo is meant to complemewtldpments in the realization of
the CAFTA, which is deemed as the biggest FTA i of population with a
market of 1.85 billion consumers and a combined @DRImost US$ 2.5 trillion
The formation of the China-ASEAN Expo is in facteoof the concrete steps taken by
the Chinese government to promote the CAFTA nefgjotia and expedite the
CAFTA construction process. Various speeches byCthieese Premier Wen Jiabao
and Vice Minister of the Ministry of Commerce An mverified such a conclusion
that the Expo is positioned as a way to accelettatedevelopment of trade and
investment between China and ASEAN.

The basic idea of the Expo is to build a mutualgnéficial environment for
intra-regional cooperation by expanding the fielsiscooperation and promoting
business development. The initial aim is to builglatform for the communication
and cooperation between China and ASEAN. The seaaondis to boost the trade,

investment and tourism industries between China &8BAN. The third aim is to

31 See the official documentShangwubu Guanyu Tongyi Guangxi Zizhiqu Chengbamngduo
Dongmeng Bolanhui de FuhaifThe Correspondence Letter of the Ministry of Guarce on the
Approval of Nanning City to Host the China-ASEAN&Y, No.324 [2003].

%2 Welcome Remarks by H. E. Ong Keng Yong SecretagneBal of ASEAN, at the "2
China-ASEAN Expo, Nanning, China, October 19, 2005.

% Xinguang Li, ‘Zhongguo-Dongmeng Bolanhui dui Guangxi yu Dongmingji Hudong de Tuijin
Xiaoyindg (The Propulsive Effects of the China-ASEAN Exg@msi on the Economic Interaction
between Guangxi and ASEANDongnanya Zonghen@round Southeast Asia) No.5 (2005): 59-60.
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build a transparent, free and business-friendlgetrand investment mechanism so as
to boost the building of the CAFTA.

A Chinese professor summarized the decision inifimg Nanning as the host
city of the China-ASEAN Expo as an insightful dewmms of the CCP, Central
Committee. He summarized the advantages of Nanmmngholding such an
unprecedented event, which is in competition withnése Commodities Export Fair
(Zhongguo Chukou Shangpin JiaoyilmuiGuangjiaohuiin brief) and China Hi-Tech
Fair Zhongguo Guoji Gaoxin Jishu Chengguo JiaoyitiuGaojiaohui in brief.>* In
the case of Yunnan, it hosts the World HorticultiEgposition Shijie Yuanyi
Bolanhui, Shibohuin brief), in its capital city of Kunming. As meabhed in Chapter
Five, many scholarly articles focused on the disimusof individual provinces, such
as Guangxi and Yunnan, and analyzed on how bothtseglay up their advantages
and gain the utmost interests. Nevertheless, \@arydrticle focus on the cooperation
among provinced> This role of coordination has actually been a foofithe central
government sometimes, which aims to keep a baldneteeen provinces when

making decisions. The decision of the CCP Centaah@ittee to let Nanning host the

Expo is essentially aimed to keep a balance betvi@gsngxi and its neighboring

% Cigiang Guan, Zhongguo-Dongmeng Bolanhui yu Jianshe Nanning Gigdushi (The
China-ASEAN Expo and the Construction of Nanningaadnternational Metropolisueshu Luntan
(Academic Forurmp No.4 (2004): 103-106. See related website onFthies at:http://www.chtf.comy/
http://www.cantonfair.org.cn/

% The only one available is by Qinghong WandgQufi Jingji Jinghe de Sikao: Jianping
Zhongguo-Dongmeng Ziyoumaoyiqu Kuangjia xia de Qian Dian de Xietong Fazhan(The
Reflection of Intra-Regional Economic Cooperatidhe Cooperation between Guangxi, Guizhou and
Yunnan Provinces under the Framework of the CAFT3)ehui KexuejigSocial Scientist), No.110
(November, 2004): 59-63. In the article, he calfed an ending in local protectionism and the
cooperation among neighboring provinces.
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provinces, since its neighboring provinces haveaaly hosted various expos and fairs
as mentioned above.

Nevertheless, the role of the Guangxi governmesdlfitin bargaining for the
rights to host the Expo cannot be underestimat&EAN became the largest trading
partner of Guangxi. Singapore, Malaysia and Thdilérave large investment in
Guangxi. Since Guangxi is located at the centrabasf the China- ASEAN Free
Trade Zone, its government wants to seize this ratdge to position it as a logistics
centre for the whole free trade zone. At the poesgerence held by the State Council
Information Office in December 2003, Vice Ministar Commerce, An Min pointed
out that “Guangxi Zhuang Autonomous Region, bordgrihe ASEAN nations, is
advantageous in its geographical location. The @rondevelopment, social stability,
and national solidarity of Guangxi have been fursteengthened. Both the Guangxi
government and Guangxi people have made full patijoas for the China-ASEAN
Expo.™®

Great efforts have been made by the Guangxi govenhito promote the smooth
opening of the Expo. Active preparation work hasrbender way as early as 2003. In
March 2003, around 10 groups of experts and ofidiam Guangxi dedicated to the
promotion of the China-ASEAN Expo was sent to Jaggouth Korea and the ten

member states of ASEARN. On 8 October 2003, Chinese Premier Wen Jiabao made

a formal proposal at the™7China-ASEAN Summit held in Indonesia that a

% It is available from the NUS ProQuest Databasenridal China-ASEAN Expo to Be Held in
Nanning, China Internet Information Centre NewsgjjBig: Dec 17, 2003; accessed on July 12, 2006.
37 Available from the NUS ProQuest Database, “Chif8AN Expo to Be Held in Nanning”,
SinoCast China Business Daily News, London: Mar20@4; accessed on July 12, 2006.
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China-ASEAN Expo be held annually in Nanning, thaeital city of Guangxi Zhuang
Autonomous Region from year 2004 onwards. Theatne was warmly welcomed
by the ASEAN leaders and laid down in the Chair8tatement of the Summit. Wen
also suggested that a China-ASEAN Business andsiment Summit be held
simultaneously with the China-ASEAN Expo.

The first China-ASEAN Expo was held in November 20@llowed by the
second one in October 2005. Chinese Vice PremierViVtogether with Laotian
Prime Minister Bounnhang, Cambodian Prime Minisien Sen and Prime Minister
Soe Win of Myanmar, among others, inaugurated trente The Minister of the
MOFCOM, Bo Xilai gave a keynote address duringdpening ceremony.

The Expo was successful in attracting foreign ehaihd overseas investment. At
the first China-ASEAN Expo, 129 foreign investmgmbjects of US$4.968 billion
were signed, among which 46 projects amounting $$493 million were signed by
China. 102 domestic cooperative projects of RMB4hiilion were signed® At the
second China-ASEAN Expo, 20 key projects worth RMIB% billion were signed
which aimed to introduce investment into Guangkie hewly signed projects mainly
covered the sectors of electronic technology, itréhls manufacturing, herbal
medicine development, fine agricultural processang tourism. Investment in each
project totaled over RMB 50 million. For examplesam of RMB 1.5 billion was
invested in Beiliu Hailuo Rotary Kiln Cement plamthd RMB 650 million in the

construction of Nanning Chaoyang Commercial PI&gh projects will promote the

% Available from the NUS ProQuest Database, retdewa July 12, 2006. “China-ASEAN Expo:
More Trades and Cooperatior€hina Trade NewsBeijing: Dec 2004.
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industrial integration of Guangxi and improve teehnological and scientific content
in the products of GuangXxi.

In order to improve the opportunities for bilatetehde between China and
ASEAN, and serve the "3 China-ASEAN Expo, the official website of the
China-ASEAN Expo was launched on 23 March 280&ponsored by the Secretariat
of the China-ASEAN Expo, its mission is to providearketing and trading
information to enterprises, so as to help Chineseell as ASEAN enterprises go out
of their own territories and enter into one andthenarkets. The characteristics of
this service can be summarized in the followinge¢hmpoints: first, it provides
practical economic and trade information. It haggito the major media websites of
ASEAN and summarizes the analysis reports of aiitime experts’ everyday. A
comprehensive database comprising detailed infoomabf both providers and
purchasers can also be found. Second, it establsiaperative relationships with the
Chambers and Associations of Commerce in ASEANasd set up sub-institutions
in ASEAN. Third, it plays host to international élstions and trading expos between
the two sides regularly to provide more direct netirlg opportunities for its clients.
It also issues periodicals to its members, sudGhasa-ASEAN Business Weelkind
Guidelines of Purchasing under the CAFETRBlectronic mail containing the new
information and the e-journal ofhina-ASEAN Business Weeldye sent to its

members twice to three times a week.

% Available from the NUS ProQuest Database, “20 Kewjects Worth 7.065 B RMB Signed at
China-ASEAN Expo”, Info-Prod Research (Middle Eagamat-Gan: October 31, 2005; accessed on
July 12, 2006.

40 See the official website of the China-ASEAN Expb lattp://www.caexpo.com/accessed on
October 26, 2006.
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The third China- ASEAN Expo ended with great suscies November 2006.
Simultaneously, the 3 China-ASEAN Business & Investment Summit was Held.
Obviously, the success of the Third China-ASEAN &xwas underpinned by
growing China-ASEAN trade and investment relatichswumber of 132 international
contracts worth US$5.85 billion were signed atEx@o, a 10.5 percent growth over
2005. A number of 40 contracts of investment toARBEAN states were signed with
a total volume of US$2.56 billion. Traded goodstlz Expo have shifted from
agricultural products like fruits and vegetable2@94 to industrial products. Trade in
mechanical equipment stood at US$635 million, antiog for half of the total trade.
It was followed by electronic products, agriculiyseoducts and farming materidfs.

The China-ASEAN Expo has also drawn the attentiothe central government.
Outlook Weeklya journal sponsored by the Xinhua News Agencyotiel a number
of pages reporting and commenting on the EXpGhinese scholars hold the view
that the China-ASEAN Expo provides new opportusitiefor the
leap-forward-development of Guand&i.One opportunity is that Guangxi considers
the Expo as a platform for the cooperation betw8aangxi and the ASEAN states.
Under the Framework of the CAFTA and with the hagtiight of the Expo, the status
of Guangxi as the bridge between China and ASEAN baen cemented.

Furthermore, the Expo benefits related industriesGuuangxi. For example, the

“1 For more information on China-ASEAN Business andebtment Summit, see the official website
at: http://www.cabiforum.org/accessed on August 27, 2006.

“2See online news “The "3 China-ASEAN Expo Closed”, November 4, 2006, amda at:
http://finance.sina.com.cn/money/fund/20061104/1824 255.shtmlretrieved on November 5, 2006.
43 Check for the series of articles by Xin Du andLlian the China-ASEAN Expo i@utlook Weekly
(Liaowang Xinwen ZhoukanNo.41 (2002): 60-65.

* Song Ding,Zhongguo Dongmeng Ziyoumaoyiqu yu Xinan Minzu Jii@}jina-ASEAN Free Trade
Area and the Economy of Southwest China) (BeijM@zu Chubanshe, 2004): 200.
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success of the annual Expo in Guangxi brings aleitly them the “demonstration

effects,” “radiation effects,” and “exemplary efte¢ which has greatly improved the
status of Guangxi and boosted the developmenteoéxihibition industry in Guangxi.
Needless to say, the hosting of the Expo also brpusgitive effects on the tourism
industry of Guangxi. Moreover, as more enterprise§uangxi gain access to more
information about the ASEAN states, more enterprisél “go outside” to take full
advantages of the resources and markets of formgntries. Finally, the hosting of
the Expo has also improved the speed of infrastrattonstruction in Guangxi. In
order to make the Expo more internationalized amctessful, both the central and
provincial governments spent large amounts of mooaythe construction of
exhibition halls, hotels, transportation, and peitgervices for the city. In this way,
many cities in Guangxi, such as Nanning, have sgkeg city construction. As both
academic and government officials have pointed tB&fore the hosting of the
China-ASEAN Expo, seldom does any foreigner knowuatNanning. They know
more about Guilin City, which is famous for its b&tul scenery, than the capital city
of Guangxi. The hosting of the China-ASEAN Expo hgeatly improved the
popularity of both Nanning City and that of the @ga Zhuang Autonomous
Region.™

Another example of successful outcome of bargairang persuasion by the

Guangxi Zhuang government was the admission of @uadhuang Autonomous

Region as a member of GMS. Guangxi is situatethénconnecting area between the

4 Author’s interviews with academic scholars and eyament officials, September to November
2006.
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South China economic ring and the ASEAN economigg.riBased on the
above-mentioned advantages, the Guangxi governmapptied to the central
government for permission to join the GMS regimiee Tentral government approved
this application at the end of 2004. The admisstdnGuangxi into GMS has
positioned Guangxi as the trade bridge connechiegPearl River (Zhujiang) Triangle
area and ASEAN, which has also boosted the devedopmof the CAFTA. When
GMS started in 1992, Yunnan was the only origingmber and representative of
China. The acceptance of Guangxi into the regime wae to the successful
bargaining by the Guangxi Zhuang Autonomous Reugiith the central government.
As the Lancang and Mekong River area does not c@®uangxi, most scholars as
well as government officials consider the admissibGuangxi as a member of GMS
as contrived and unreasonaffieThe difference between the GMS arrangement and
the CAFTA, from which all provinces in China carjanthe favorable arrangements
of the agreement, are that Yunnan and Guangxiteeohly participating Chinese
partners in GMS that enjoy more preferable policespared to other provinces. The
acceptance of Guangxi into GMS is certainly closediated to the efforts of the
Guangxi government. The success has further impralkie international status of
Guangxi and thus laid a more solid basis for itneenic development.

In order to deal with the impact of cheap tropicaits from the ASEAN states on
China’s tropical fruits industry, with the gradualduction in import tariffs from the

ASEAN states, the Division of Policy and Lad@hengce Fagui ChHuwof the DOC of

6 Author’s interviews with related academic schokamsl government officials, October 2006.
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Guangxi Zhuang Autonomous Region brought forwaglittea of the “Precautionary
System for Tropical Fruits.” After much discussiand research by the MOFCOM,
the recommendation of the Guangxi DOC was adofitee.Bureau of Industry Injury
Investigation, the MOFCOM, the Agricultural Tradefi@e, and the Ministry of
Agriculture jointly convened a meeting in HainaroWnce to start the precaution
system of tropical fruits. The Precautionary Systéan Tropical Fruits covers
provinces such as Guangxi, Hainan, Guangdong, Yuand Fujian. Such a system is
considered as an experiment to confirm to inteomati rules to protect domestic
industries. It aims to protect the security of togp-fruit industries in China through
various precautionary measures. The Precautiongste® applies the system of a
precautionary model to supervise the amount, @igkvariation of imported tropical
fruits. Based on the supervision, it will furtheralyze the impacts of such changes to
domestic industries, release precautionary messaggset down manageable plans
to serve in the decision-making process of govenirbareaucracies and enterprises.
In this way, government bureaucracies and relatéergrises are able to receive the
latest information and thus devise appropriate mnessto counteract the negative
impacts. The Precautionary System has two majartimms. One the one hand, if the
exports of certain products may lead to the adaptb antidumping measures by
foreign countries, such enterprises will be warhgdhe Precautionary System. They
will be reminded to adjust the quantity and pridetheeir export products so as to
evade the imposition of antidumping duties by fomecountries. On the other hand,

when the imports of certain products may impairttmeaten domestic industries,
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warnings will also be issued. If necessary, a renendation of antidumping or
protection measures will be made by the Nationalistry Impair Bureaucracy.

The DRC of the People’s Government of Guangxi ZlguAotonomous Region,
the Guangxi Academy of Social Sciences, and the D&OGuangxi Zhuang
Autonomous Region have jointly studied the potémdportunities, challenges and
strategies of Guangxi under the CAFTA. In theiramtpthey discussed in detail the
potential challenges posed by the neighboring peBs. They observed that “first,
Guangxi is not advanced in the manufacturing ingugthe agricultural structure is
similar to the ASEAN states, which put Guangxi iredt competition with them. At
the same time, as China regards land transportafiorASEAN a strategic
consideration, the focus of the construction oérnational land transportation was
based in Yunnan. All these factors affected Gudsgxdvantages in the
implementation of the CAFTA”;, “We need to commuriecawith those related
bureaucracies in the central government, so aspoove the level of support for the
construction of transportation, as well as recgjvinancial support from the central
government*’

Under the suggestion of the Guangxi DRC, Guangxtadssidering choosing
border cities, such as Dongxing City, as an expamiad area in implementing the
CAFTA. The DRC also suggested developing expoerted processing industries
such as agricultural products processing, assemblmocessing, packaging

processing and processing with supplied materfdls. local government of Guangxi

4 The report of the joint project is available oelin at:
http://www.gx-info.gov.cn/Fazhan_Report/viewFazlaap?id=12July 27, 2004); retrieved on August
11, 2006.
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intends to use Dongxing as an exemplary city inlémnting the CAFTA so as to
gain experience for the policy implementation anavwle a policy basis for Guangxi,
as well as the whole country in the future. The ®ang experimental area covers
103 square kilometers. It has five functional sukea: a trading area, storage area,
processing area, tourist area and an administratiea®® It is also reported that the
province has suggested to the relevant state benaa@es give approval for Guangxi
to build a border FTA in Puzhai, where preferentrade, investment and taxation
policies can be applie.

In order to take full opportunity of the CAFTA cdnstion and to boost the
economic development of Guangxi, the Party Commit@ed the government of
Guangxi organized a research team in 2005 to sBudyngxi's strategies in building
the CAFTA. The final report noted the fields in wihiGuangxi needed the strong
support from the central governméhtThe requirements by Guangxi of the central
government include the following points:

i. Make an endeavor to put the Guangxi-led constracof the international
passageway into the State’s development strategyeduest for policy-based and
financial support in the prophase work of the pgesay; to argue for preferential
policies to the cities along the passageway, sgctha construction of the capital

market, the right to issue construction bonds, etc.

8 See online analysis dittp://www.sinoviet.com:808/affiche/appear_publipaid=400 retrieved on
September 26, 2006.

49" Author’s interviews with Guangxi local governmaificials, October 2006.

¥ The Report of the research project organized leyGiangxi Government is available online at:
http://hongdou.gxnews.com.cn/forumview.asp?td=200p& id=1034244 retrieved on September
30, 2006.
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ii. To get the approval of the central governmenttioe setting-up of a Special
Economic Zone along the bordering area and coakti@here special policies on tax,
trade, and investment can apply.

iii. To get the approval of the central governmentgranting Guangxi the rights
to implement special custom policies: to impos@zariffs on the ASEAN-4, namely
Vietnam, Laos, Cambodia, and Myanmar; to bargainttie rights to sign contracts
with some of the ASEAN states for early tariff ceasions.

iv. To authorize Guangxi to sign antecedently witle ASEAN states “the
Framework Agreement of Mutual Authentication” anlde' Agreement on Convenient
Transportation”.

v. To simplify the cross border procedures for iigmers and grant more rights to
issue Visa-On-Arrival to businessman and tourists.

vi. To upgradeBeihaiPort of Guangxi anXialong Port of Vietham into first class
ports so as to allow all ASEAN tourists to traveh these ports instead of only
allowing tourists from China and Vietnam to pass.

vii. To require financial supports from the centgalvernment; to allow foreign
financial and insurance institutions to set up gligy institutions in Guangxi and
allow them to deal in foreign currencies, foreigiclgange and insurance operations in
certain areas.

viii. To provide more support on the exploitatioh Ban-Beibu Gulf rim; to
support the littorals of Guangxi; to set up indas$tparks there and enjoy the same

preferential policies as Pudong and Suzhou Incaigarks.
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ix. To support the personnel training of Guanggi;dispatch officials of higher
ability at the central government to hold post&umangxi or to select excellent local
officials to hold posts at the related bureaucsaaé the central government; to
support in training more specialists on ASEAN affaand translators with a good
grasp of the languages in the ASEAN states.

X. To resume the Consulate General of Vietnam dsasehat of other ASEAN
states in Nanning.

From this report, it can be concluded that the maroy of local governments is
limited to the confines set by the central governineocal governments have to act
under the general guidelines and policies of thetraé government. Second, local
governments are still in great need of support ftbencentral government in regional
economic development, particularly in providing dircial and preferential policy
support. Third, local governments are actively rigkivarious measures to bargain
with the central government for their own intergstspecially for their economic
development.

Yunnan has also been exerting efforts with the reérgovernment for more
preferable policies on improving its freedom indea capital, investment, free
movement of people and the free transportationoaidg. It has placed the idea of
constructing “international land transportation'tdarthe 11" Five-Year-Plan of the
province. “International land transportation” ref¢o the passage across Yunnan that
connects China, Southeast Asia, and South Asia.objective is to connect “three

Asias” (namely East Asia, Southeast Asia and Sésth) and “two oceans” (namely
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the Pacific Ocean and the Indian Ocean). The t@atepon system comprises several
passageways such as Beijing-Chengdu to Kunmingcfwtonnects the Bo Hai Sea),
Erlianhaote-Chongging to Kunming, Shanghai-Guiyamgunming (which connects
the Changjiang Triangle), Guangzhou-Nanning to Kimgm(connecting Zhujiang
Triangle), and Kunming to Vietnam, Kunming to Laasd Thailand, as well as
Kunming to Myanmar and the Indian Ocean. YunnarviRoe is expected to invest
RMB 367.5 million in the construction of the “intextional land transportation”

passageway system.

[ll. The Avenues of Bargaining

Under the general guidelines made by the centraemonent, local governments
bargain with the central government via two aven&esmal bargaining and informal
bargaining (See Figure 6-2). One is through thedueratic systems formally, while
the other is taking advantage of personal relatibesveen local and central

government officials.

Central

Ll The Central Government

Informal Bargaining
Directive
Formal Bargaining

Local Local Governments
Leaders

Figure 6-2: Policy Implementation of the CAFTA: Thelnteractive Relationship
Between the Central and Local Governments
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Formal Avenues of Bargaining: Reports and Red-Tapes

Formal avenues of bargaining are carried out antbfigrent levels of government
bureaucracies. Certain mechanisms already existoftal governments to express
their concerns and make recommendations. As diedussChapter Three, there are
five main avenues of formal bargaining. Two avenwésbargaining, i.e. the
coordination of local provinces to increase bariggrpower and via Liaison Offices
in Beijing were hardly adopted by local governmentshe case of the CAFTA. The
other three avenues of bargaining can be clasdiitedtiwo categories. One is via the
form of submitted reports by provincial bureauceacithe other is via provincial and
central government leaders themselves at variousasamns, such as via
communication between them during routine convestiomeetings or during
inspection trips made by central government offécia local provinces.

A number of local bureaucracies are in charge addrrelations between China
and the ASEAN states in those two provinces. Theyniy include the Research
Office (RO) or the Development Research Center wfindn Provinceunnansheng
Renminzhengfu Yanjiushr Yunnansheng Renminzhengfu Fazhan Yanjiu Zhopgxin
and the Development Research Center of People’®i@ment of Guangxi Zhuang
Autonomous RegionGQuangxi Zhuangzu Zizhigu Renmin Zhengfu Fazhaniuran;j
Zhongxin, Yunnan DRC Yunnan Fazhan yu Gaige Weiyuanhuand DRC of
Guangxi Zhuang Autonomous RegidBuangxi Zhuangzu Zizhiqu Fazhan yu Gaige
Weiyuanhuj, the DOC of Yunnan ProvinceY@nnansheng Shangwut)ngand the

DOC of Guangxi Zhuang Autonomous Regiosuangxi Zhuangzu Zizhiqu
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Shangwutinyy the FAO of the People’s Government of Yunnan vihce
(Yunnansheng Zhengfu Waishi Bangongsi@uangxi FAO Guangxi Zhuangzu
Zizhigu Waishi Bangongshi Among them, two bureaucracies, namely the
Development and Research Centers and the DRC<ipaté more actively in the
policy formulation process while the provincial FA@nd DOCs are more active in
the policy implementation process.

(1) The Development Research Center in GuangxRasgarch Office in Yunnan

The Development Research Center, People’s Govempofeuangxi Zhuang
Autonomous Region is one of the most importantsientmaking organs in Guangxi.
Its main function is to do follow-up or advancedsearch on the strategic and
long-term problems in the region’s economic andadatevelopment, as well as on
the reform and opening-up process, to submit pad@mommendations and provide
consultations to the Party Committee and the P&@evernment of the Region for
the layout of mid-to-long term development plansstfe region. It is also responsible
for putting forward policy recommendations on deglwith the new situations and
problems arising with the process of the openingsaych as making strategies for
Guangxi after China’s entry into the WTO. Among #i divisions Chu), the
division of the regional economy and the divisidm@acro-economy are more related
to the case of the CAFTA. The division of regioaabnomy conducts research on the
mid-to-long term plans of the region, and makesdigt®ens and policy
recommendations accordingly. It is also responsiblethe design of annual key

research projects of the region. In 2005 and 2@0&y research focuses were on
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regional economic cooperation, such as the econoatperation between China and
ASEAN, and the Pan-Beibu Gulf Rif.

The RO of the People’s Government of Yunnan Pravime Development
Research Center of the People’s Government of Yuiravince plays a key role in
the Provincial Government’s decision-making procelse reports of the RO are
submitted directly to the top provincial leaderdthAugh it does not make specific
policies of the province, as the director of itsn@el Office pointed out, it is
responsible for indicating the direction and thevalepment of the province by
thinking strategically®®> Formerly known as the Economic and Technological
Research Center of the People’s Government of YurfP@vince Yunnansheng
Renminzhengfu Jingji Jishu Yanjiuzhongxthe RO was first set up in 1983. Besides
the drafting of the Working Report of the provirig@vernment, it is responsible for
taking the lead and doing follow-up research oatsgic and long-term issues related
to the social-economic development of the provintie.is required to make
mid-to-long term development arrangements for tmevipce and make policy
recommendations on Yunnan’s development. In a eilfghe major functions of the
RO are generalized into three key roles, i.e. ag Scretary, Big Brain Man and Big

Service Man.®® The Division of Development Strategy Research &udeign

*1 The titles of the annually key research proje€Suangxi Zhuang Autonomous Region in 2005 and
2006 are available online athttp://www.gx-info.gov.cn/gxnews/viewgxnews.aspA849 and
http://www.gx-info.gov.cn/report/viewreport.asp?886 ; retrieved on September 27, 2006.
2 Author’s interview with the Director of the Genk@ffice of the Research Office of the People’s
government of Yunnan Province, October 2006.

Ibid.
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Economic Research are the two divisions in the R&D @re in charge of research on
the CAFTA-related issues.

After the signing of the CAFTA, the RO of Yunnaro#nce has placed the study
of the CAFTA as one of their main research projdttsas submitted many insightful
suggestions to the Provincial Government, suchhasstrategies of Yunnan in its
participation of the building of the CAFTA and GM&In terms of the application
for more preferential policies from the central govnent under the Framework of
the CAFTA, the RO initiated the following suggestoi. To allocate more funds to
the construction of the international throughway townan; ii. To support the opening
of an airline from Kunming to Siem Reap (Cambodia)l Kunming to Kuala Lumpur;
lii. To invest more in the construction of optiddber and mobile communication
network in Yunnan; iv. To support the constructajrthree economic corridors, such
as those between Kunming-Mandalay-Yangon, KunmiagédiHaifang and
Kunming-Vientiane-Bangkok; v. To improve the statishree ports, namelRuili,
Hekou and Mohanand to approve the construction of free tradeeganHekouand
Mohanas experimental units first; vi. To support theugl substitute plant” strategy
of Yunnan and share this experience with the neighfy countries; vii. To grant
more visa-issue powers to Yunnan and to allocateeraedit funds to Yunnan, and

so on>®

* The report of the Research Office of Yunnan Preginis available online at:
http://www.cafta.org.cn/shshshowl.asp?zs_id=6@@8il 9, 2003; retrieved on October 23, 2006.
55 H

Ibid.
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(2) The DRCs in Guangxi and Yunnan

As discussed in Chapter Two, the major task oIREs at the provincial level is
to formulate and bring forward plans and recomm#ads for the social and
economic development of their respective provind@sangxi Development and
Reform Commission (GXDRC) and Yunnan Development Beform Commission
(YNDRC) are two bureaucracies that play a key nolikhe CAFTA construction. Two
major departments of GXDRC are in charge of the TAJrelated issues: the
Department of Policy Studie<ltengce Yanjiushiand the Department of Trade
(Jingji Maoyis). The Department of Policy Studies is responsifae drafting
important policies and organizing joint-studies kay issues concerning Guangxi’s
economic and social development, its reform andnimgeup as well as the
international economy. The Department of Tradeesponsible for monitoring and
analyzing both domestic and international markatsj maintaining the aggregate
balance of important commaodities, such as agricalltproducts, industrial products
and raw materials. The YNDRC has set up a spedimeoto take charge of the
regional cooperation issues especially the sulenedi cooperation of
Lancang-Mekong river region. In pushing forward tkegional cooperation process,
conflicts among various bureaucracies, organizafia@ven enterprises cannot be
avoided. The Office of Lancang-Mekong sub-regiolabperation acts as the
coordinating organization of the related organaadi and bureaucracies of the whole

province since many bureaucracies in Yunnan haeé sifices. Besides this, the
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YNDRC has one division responsible for “running tbe approval of projectspéo
xiangmy), that is, the Division of Investment in Fixed-&&s°

(3) The DOCY’ in Yunnan and Guangxi

Yunnan Provincial DOC is in charge of trade andnetoic cooperation with
other provinces and foreign countries. It has thmes functions as the other two
government bureaucracies in Yunnan, namely Yunmawiftial Economy and Trade
Bureau to Neighboring Countrie¥innansheng Dui Zhoubianguojia Jingji Maoy) Ju
and the Port Office of the People’s Government afhivan Provinceunnansheng
Renminzhengfu Kou’an BangongsiBesides the major functions of DOCs discussed
in Chapter Two, the DOC of Yunnan is also respdasior implementing and
executing economic and trade policies made by thte Souncil and the provincial
government towards the ASEAN states, and coordigatiith other departments to
participate in international conferences and adisiorganized by regional economic
organizations of the ASEAN states.

The Division of International Trade and Economicfais (Guoji Jingmao
Guanxich) is the major division in charge of the CAFTA-reld issues in DOC,
Yunnan Province. Its major functions are to implamand execute the state and
provincial policies in developing economic and &adlations with the ASEAN states,
and to study and analyze the economic developmittssof Yunnan Province

towards the ASEAN states. Further, to study theym@ss of the key projects in the

% Author’s interview with an official in Yunnan Degiment of Development and Reform Commission,
October 2006.

> The official website of the Department of Commergk Yunnan Province is available at:
http://www.bofcom.gov.cn/bofcom/44191571343572989¥x.htm| accessed on September 26,
2006.
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ASEAN states and the progress in the exchangesth&ASEAN states. Based on
such studies and analyses, it makes policy recomatiems to the provincial

governments so as to develop provincial economid tade relations with the
ASEAN states. One of the most important tasks @& Division is to promote the

sub-regional economic cooperation of the LancampgMekong Rivers.

The DOC of Guangxi Zhuang Autonomous Region haslairfunctions as the
DOC of Yunnan Province. Special functions for th@® of Guangxi include taking
charge of the China-ASEAN Expo; taking the respaifigt of broadening the
economic and trade cooperation with the ASEAN staés well as organizing and
undertaking the activities concerning the econoamc trade exchanges between
China and ASEAR? The division in charge of ASEAN affairs is the Biwon of the
ASEAN states, Hong Kong, Macao and Taiwan. The manctions of this division
(to name a few) are to implement national polidashe ASEAN states, to draw the
outline of developing economic and trade relatiofith the ASEAN states, to guide
enterprises in the region to invest in the ASEAMtedt, as well as to attract
investment from the ASEAN states to Guangxi, andctordinate with related
organizations in hosting the China-ASEAN Expo.

(4) The FAOZ® in Yunnan and Guangxi

The Regional Economic Cooperation Office in YNFA® in charge of

CAFTA-related affairs. In Yunnan Province, the GRel$peration has been put under

%8 For the responsibilities of the Bureau of CommestéSuangxi see its official website online at:
http://www.gxdoftec.gov.cn/zzjg.aspccessed on June 13, 2006.

%9 See the websites of the Foreign Affairs Officerahnan and Guangxi Zhuang Autonomous Region
online at: http://www.yn.gov.cn/yunnan,china/7234016852626636850423/3633.html and
http://www.gxfao.com/jgsz/2006215153232.aapcessed on June 15, 2006.
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the Framework of the CAFTA. Therefore the CAFTAnglemented more as a GMS
in Yunnan. Up until the present, the three ASEANIrdoes of Thailand, Laos and
Myanmar have set up General Consulates, and Vielranset up an embassy office
in Kunming. Malaysia is considering setting up an&al Consulate in Kunming, as
well. The FAO of Guangxi has made its main task tas strengthening of
communication and cooperation with the ASEAN stafase aspects of this task is to
help the ASEAN states in building consulates in iNag. Vietham built its consulate
in Nanning in 2004, which provided a new channetofmunication between the
two sides. Cambodia also set up its consulate imidig. Other ASEAN states, such
as Thailand, have shown interest in building castggl in Nanning, as well. The FAO
of Guangxi also plays an important role in assgstime hosting of the China-ASEAN
Expo, especially in the arrangement of receivinggites overseas. During the first
Expo, it helped received a number of 57 delegatiwite more than 720 members
from the ASEAN states. Five of the delegations wadyeve vice-ministerial level and
more than 40 members were at the ministerial I&V@esides this, the officials in
Guangxi are more active now in bargaining for mopgortunities to boost regional
economic cooperation, such as the opportunitidsosd international conferences and
forums. Thus, the FAO of Guangxi is responsible fencouraging more
communication and exchange between Guangxi AutonsrRagion and the ASEAN

states, as well as among enterprises.

% Interview with Huang Yonggiang, Director of Guandsoreign Affairs Office, March 10, 2005;
available at:http://sub.gxnews.com.cn/staticpages/20050310/né22f# fe3-346504.shtmiretrieved
on August 28, 2006.
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The policy implementation process is a policy-remgkprocess. During the
policy implementation process, provincial bureaugi@s need to solve problems and
challenges that arise. When support from the cegwaernment is needed, those
provincial bureaucracies in charge will submit népoto their corresponding
bureaucracies at the central level. Such mechara$meporting are well established.
We may call it the “report net,” since the connecs between provincial and central
bureaucracies are intersecting. For example, whgrlementing the CAFTA, the
FAOs of Yunnan Province and Guangxi Zhuang Autonasn@egion submit reports
of their opinions and requirements directly to B0 of the Central Committee, and
the DOCs of Yunnan and Guangxi submit reports tirdo related departments in
the MOFCOM. During the policy implementation, omeesific project will involve
quite a number of bureaucracies. For example, endéavelopment of transportation
under the Framework of the CAFTA, the Departmeffit¥ransportation of Yunnan
and Guangxi submit their requirement reports diyedb the Ministry of
Transportation. In dealing with challenges to tly@aultural sector by the CAFTA,
the Departments of Agriculture of Yunnan and Guasghkmit reports to the Ministry
of Agriculture. To get central government suppartbig projects, provincial DRCs
submit their reports to the NDRC for considerati@esides this, the Provincial
Governments of Guangxi and Yunnan can also direstlgmit their requirement
reports to the central government or the State €ibdor support (Refer to Figure

5-1).
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In the second category, provincial and central gawent officials meet on a
regular basis according to their work arrangemewhile provincial government
officials attend meetings held by the central goweent bureaucracies, or central
government officials go for work inspection tours provinces, opportunities are
provided for provincial government officials to cormanicate and report their
problems and requirements verbally to the centoakgiment officials. During such
occasions, provincial officials are able to exprissr requests directly to the central
government officials. Those requests consideredogpte will be further discussed
by the central government officials.

For the bureaucracies at the central level, theyesponsible for the development
of the whole country. Therefore, they cannot definécies based on certain interest
groups. They have to balance the overall interestsoth groups of people in the
whole country and among the administrative unitse ©f the important differences
between the central government and local goverrsnémtterms of the policy
formulation is that the concerns of local governieen most cases are issue-specific.
Since certain policies may have a bigger influemeéhe interests of the local people,
the provincial governments have to play more actiokes in participating or
influencing the orientation of the policies so assafeguard their highest interests.
Local governments serve the interests of the Ipeable rather than the interests of
all Chinese. However, it should be noted that theppsals and policies of local
governments have to meet and be consistent withdémeands or policies of the

central government in the first place.
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Informal Avenues of Bargaining: Positive Attitude of Provincial Leaders

Informal avenues of bargaining in most cases radetaking advantage of private
personal networks. Nevertheless, informal aventdidmmaining in this study do not
refer merely to the specigluanxj or relationship(s)between government officials.
The outstanding roles of provincial leaders are alassified in this category. They
may either take actions to promote the implemematf the CAFTA or take
advantage of their personal networks with top @fgcin the central government, or
just utilize their personal background, such asraskavors of those who occupy
important posts in related bureaucracies at thealdevel.

Provincial leaders in Guangxi are highly supportofethe role their province
played in the hosting of the China-ASEAN Expo adlves the CAFTA. Fully
supported and sometimes directly led by the Gengealretary and Chairman of
Guangxi Zhuang Autonomous Region, delegations werg to the Southeast Asian
countries to boost cooperation between GuangxiABEAN and to generate greater
publicity for the & China-ASEAN Expo.

From 28 March to 12 April 2006, Lu Bing, Chairmaiitloe People’s Government,
Guangxi Zhuang Autonomous Region, headed a Guate&gation to four ASEAN
states, namely the Philippines, Brunei, Singapard Myanmar®* During their
seven-day’s stay in Singapore, investment coomeraind commodity fairs were held

simultaneously. Among the ten members of ASEAN,g8pore is the largest

®1 More information is available alittp://sub.gxnews.com.cn/zt.gxml?id=12748trieved on August
27, 2006.
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investment partner of Guangxi Zhuang AutonomousidtedJp until the end of 2005,
Singapore had invested a total of 145 projectsuar@xi. The contracted investment
amounted to US$ 540 million. The delegation froma@gxi provided Singapore with
more than 150 items for consultation, together wiitre than 70 items that regarded
Singapore as the desirable investment destinafitier seven days of consultation,
corporations of Guangxi and Singapore signed 37racts including 26 investment
projects, with a total investment amount of US$61killlion.®? During their stay in
the four ASEAN states, more than 2500 businessrtiended the events with around
US$ 1.2 billion in various economic and trade caapee items signed.

From 13-26 April 2006, Cao Bochun, the former GaheBecretary of the
Communist Party, Guangxi Zhuang Autonomous Regimaded the delegation to
Vietnam, Malaysia, Cambodia and Hong KdfigAround 27 contracts were signed
during the visit. Guangxi and Vietham are more clamgntary in terms of their
industrial structur@® More than 110 enterprises exhibited their new petsisuch as
cars, home electrical appliances, and chemicalrahgstrial products.

Liu Qibao, General Party Secretary of Guangxi ZlguAotonomous Region and
former deputy General Secretary played a very pesible in bargaining with the
central government to grant more rights and autonfimGuangx®® Liu Qibao was

appointed as Party Secretary of Guangxi on 29 2006, and as a member of the

62 See related information from Xinhua News online ;oat

http://news.xinhuanet.com/newscenter/2006-04/0Té&un4397482.htnfApril 7, 2006); retrieved on
August 27, 2006.

% More information is available athttp://www.gxnews.com.cn/specialzip/41/ingesetrieved on
August 27, 2006.

® See Xinhua News athttp://news.xinhuanet.com/newscenter/2006-04/15%run4429213.htm
(April 15, 2006); retrieved on August 27, 2006.

%5 Author’s interview with Professor Yunling Zhangudust 4, 2006.
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Chinese Communist Youth League (CCYL) grdfiphe once worked in Anhui
Provincial CYL Committee as deputy Director, Dimctof the Propaganda
Department, and Secretary of Anhui Province cortseddy from 1980 to 1985. He
worked in the CYL Central Committee as Secretapgmfr1985 to 1993 and as
Secretary-General of the State Council from 1992@00. He was appointed as
Deputy Secretary of Guangxi in September 2000 tetivas promoted to the present
post. His past working experiences provided himhwist resources which he could
tap in bargaining with the central government fooren preferable policies for
Guangxi Province. Liu has in fact exerted much refio persuading the central
government to grant more preferable policies to Mgua Zhuang Autonomous
Region by using his personal networks with thelegmlers at the central levél.He
has played a positive role in boosting Guangxi-ASE&conomic cooperation. His
support of the CAFTA and the hosting of the ChirdE.AN Expo are obvious from
his speeches at various occasiths.

The above activities taken by Guangxi leaders tgaeatly improved the mutual
understanding between Guangxi and the ASEAN stMeseover, it has improved
the reputations of Guangxi in the ASEAN states.nBibie China-ASEAN Expo and
the CAFTA are new concepts to many corporationghi local provinces. The

government of Guangxi adopted many strategies tdkemanterprises more

% See articles and books of Zhiyue Bo. For exampléyue Bo, “Selecting New Provincial Party
Bosses Before China’s 17National Party CongressEAI Background BriefNo.298 (Singapore:
National University of Singapore, 2006): 1-12

67 Author’s interview with a Chinese expert on CAFTAygust 2006.

% Such speeches on his supportive attitude of th€T@Aare easily available online, for example,
http://www.gxcic.net/News/Shownews.aspx?1D=16913 (July 20, 2006), and
http://news.enorth.com.cn/system/2006/07/06/001343html(July 6, 2006); retrieved on August 27,
2006.
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knowledgeable and thus enable them to fully utilze CAFTA. Handouts on the

CAFTA were printed by the DOC, Guangxi Zhuang Autorous Region and were

distributed to companies in Guangxi free-of-chaBased on the fact that border
trade accounts for a large part of its trade, weritraining classes on the knowledge
of the CAFTA were also launched around the borderagions of Guangxi.

As early as 2002, the leaders in Yunnan Provinae wletermined to let Yunnan
Province play an active role in constructing theRTA. Shao Weiqi, Vice Governor
of Yunnan, spearheaded such an effort at an Iniers Seminar for China-ASEAN
Cooperation on Trade, Technology & DevelopnfénXu Rongkai, governor of the
province also announced that “Yunnan Province @nmihg to construct ‘five
throughways’, ‘five platforms’ and ‘six industrigkector cooperation’ to supply
China-ASEAN free trade areas with quality and caghpnsive services.” The “five
throughways” include: 1. A communications througlgwaade up of infrastructures
consisting of highways, railways, and aviation araligation routes. 2. A trade
throughway, aimed at forming smooth and convenrettvorks of logistics, talent
flows, capital and information flows. 3. An induatr throughway to stimulate
industrial communication and cooperation betweem&hand the ASEAN nations. 4.
A green throughway to strengthen the protectiothefecological environment. 5. A
friendly throughway to develop cultural communioas with the ASEAN nations.
The “five platforms” are made up of an informatjglatform, trade platform, financial

platform, human resources development platform amaiblic affairs platform. The

% Available from the NUS ProQuest Database, “YunAative in China-ASEAN Free Trade Area
Construction” Asia Info Daily China New®allas: Jun 10, 2002; retrieved on July 12, 2006.
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“six industrial-sector cooperation” includes coa@n in agricultural exploitation,
the tobacco industry, cooperation in exploiting rggeresources, mineral industry,
and cooperation in tourism and labor markéts.

At the central government level, Gao Hucheng’s roearguing for more
preferable policies for Guangxi Zhuang AutonomowsjiBn deserves mentionify.
Gao served as the head of the Planning and Firlaepartment and Member of the
Leading Party Group in the MOFTEC from 1994 to 2@@fore becoming acting
Vice-Chairman of the People’s Government, Guangxiahg Autonomous Region.
After completing his work in Guangxi, Gao Huchengswpromoted to become Vice
Minister of the MOFCOM. He played a decisive rategranting the rights of hosting

the China-ASEAN Expo to Nanning.

IV. Factors That Affect the Results of Policy Implenentation

| have discussed seven factors that affect theltsesii the policy implementation
process in general in Chapter Two, such as théyckand complexity of the policy,
the time span over which the policy must be impleteé, resources of implementers,
technical difficulties, support from the statejtattes, commitment and incentives for
compliance of implementers and the leadershipss&iflimplementing officials. All of
these factors have some influence on the CAFTA’plementation. Since the

negotiation of the CAFTA is still ongoing, it is figato draw the final conclusion on

0 Available from the NUS ProQuest Database, “YunRawes Way for China-ASEAN Free Trade
Area”, Asia info Daily China New®Dallas: Jun 18, 2002; retrieved on July 12, 2006.

" Author’s interviews with several scholars who wamgively involved in the policy formulation of
the CAFTA, September to November 2006.
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the result of the implementation of the CAFTA. lllwjust briefly discuss the
influence of the above factors on the implementagimcess.

Since the negotiations in investment sectors dt@sgoing, what shall be strictly
implemented now is the agreement in goods and ce=viAlthough there are no
serious technical barriers in the implementatiarcpss, there are still some aspects to
pay attention to. For example, the administrativecedures to apply for tariff
reductions are far from convenient. This was onéhefmain reasons why when the
tariff reductions were first implemented on 20 JRG05, not a single company went
to the Kunming Customs to do businéSsSeveral other reasons also accounted for
this. First, the CAFTA was more of a political asttategic plan rather than an
economic one. Entrepreneurs knew little about itemvhthe policy was first
implemented. Even up until the present, many bgsimen are still not able to keep
themselves updated with the new arrangements uh@elCAFTA. Secondly, the
transaction procedures under the CAFTA are incoewtnand sometimes
troublesome. Enterprises do not want to take toohmime to deal with all kinds of
administrative procedures. Moreover, it takes titoeprove the effectiveness and
applicability of such an agreement, as well aszére-tariff agreement on the trade of
agricultural products between China and Thailandydneral, the Chinese enterprises
are not making full use of the tariff reduction ip@s under the Framework of the
CAFTA. In fact, they are not as familiar as thenunterparts in the ASEAN states

with the preferable articles and policies of FTAdter the EHP was put into effect

2 This information was available online altittp:/search.yndaily.com/cgi-bin(July 21, 2005);
retrieved on August 28, 2006.
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for one year, only 17.9 percent applied for a @edie of Origin (Form E) among
China’s export to ASEAN. In other words, 80 percehgoods were still subjected to
the tariffs under the old tariff system. In contraaound 60 percent of ASEAN’s
export of goods to China had enjoyed the prefesetdriff, with the amount of tariff
reductions up to RMB 600 millioff. More work on the popularization of the CAFTA
in China is needed.

As discussed throughout the entire study, suppon fthe central government is
important for the appropriate implementation of t@AFTA. Being major
implementers, provincial governments need bothnitrel and preferable policy
support from the central government. Concerningtudiés, commitment and
incentives for compliance of implementers, prov@hogovernments are generally
supportive of these aspects. Nevertheless, diffgpeovinces as well as different
industrial sectors have different conditions. Sgmevinces may benefit more from
the CAFTA’s implementation while others may faceede effects more. The same
situation applies to different industrial sectors.

Last but not least, the leadership skills of thelementing officials must also be
taken into account. Government officials act asidge between enterprises, farmers,
and policy makers. Therefore, the coordinatingigbbletween the two parties is of
vital importance to the implementation of the CAET@n the one hand, provincial
bureaucracies need to disseminate the policy tergmgées and farmers so as to

provide them with basic information on the new pglilf provincial bureaucracies

3 See Jianren Lu,Zhongguo-Dongmeng Ziyou Maoyiqu: Jinzhan yu Wéhtie CAFTA: Progresses
and Problems), August 9, 2005; available at:
http://www.iapscass.cn/xueshuwz/showcontent.asBBdretrieved on August 29, 2006.
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are able to inform local enterprises and farmens tw take full advantage of such
policies, they will get greater support and thustowe to enhance their legitimacy.
On the other hand, they need to report the diffiesland challenges faced by the
local governments so as to secure the necessapprsdpm the central government.
Their persuasive ability may determine whether rth@bvinces can enjoy more

financial support or more preferable policies coredao other provinces.

V. Conclusion

Policy implementation as a policy-reformulation gges is a dynamic process. By
integrating the policy implementation process itih@ policy making process, a
complete picture can be drawn on the policy-makprgcess in China. It is

worthwhile noting that policy-reformulation doestnecessarily equal aborting the
original policies. It also refers to acquiring mdiexibilities and freedom in the

implementation process. As discussed in the pravichapters, the authoritarian
nature is embedded in China’s decision-making m®c8ince local governments did
not actively participate during the CAFTA formutati process, the policy made
mainly by the central government could not havetaikito full consideration all their

concerns. Moreover, being the key implementers]dbal governments are the ones
who are the most conscious of the difficulties ardhllenges posed during the
implementation process. Therefore, in order to miné the negative effects and

maximize their interests, bargaining with the cahtgovernment has become a
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reasonable choice for local governments, as evatbty the activities of Guangxi
and Yunnan governments during the implementatiah@{CAFTA.

The sources of bargaining power enable local gowenis to bargain with the
central government. The motivations and incentivekcal governments to bargain
with the central government are different. Howevegardless of whether it is due to
economic interests, the difficulties and challengesed by certain policies, or in the
quest for more financial support and preferablacped, local governments utilize
both formal and informal avenues to meet their aimshe case of CAFTA, Guangxi
was more successful in bargaining for more pretekepolicies and financial support
from the central government as compared to Yunnan.

As enumerated in the last section, there are mactpris that may exert influence
on the result of the policy implementation procédthough the framework has been
set and some of the procedures have been impledhantier the Framework of the
CAFTA, many problems still remain and time is nektieprove whether the CAFTA

is a fruitful and effective arrangement.
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CHAPTER SEVEN

CONCLUSION: AN INTEGRATION OF POLICY
FORMULATION AND POLICY IMPLEMENTATION

This research has analyzed China’s foreign econopulicy formulation and
implementation by taking the CAFTA as a case stlaygontrast to existing literature
and ready-made models which neglect discussiongotiny implementation in the
study of the policy making process, this study eggthat the policy implementation
process will increasingly attract the attention swholars. This is because the
autonomy of local governments with policy implensitun far exceeds that in the
policy formulation process. Moreover, this studys hdifferentiated both the policy
formulation and the policy implementation processed integrated them into a new
perspective of “Dynamic Authoritarianism.”

The new perspective of “Dynamic Authoritarianismisaussed in this study
includes the two processes of policy formation emplementation simultaneously. It
illustrates that Chinese foreign economic policykmg is still an authoritarian one
with the dominance of a few top leaders and théraegovernment on the one hand;
and the policy justification and implementation ¢@eses characterizing local
governments and the academia providing more inputhe other. Three hypotheses
were tested in the study. The first hypothesizas dlthough more input is put into the
policy making process now, China’s foreign econompadicy-making is still quite
centralized and dominated by the central governn@etondly, as a part of policy

formulation, policy justification is often condudtéy the academia. Thirdly, local
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governments have more autonomy in the policy implaiation process compared to
the policy formulation process. Principal findinggm the study are discussed in the

following section.

I. Policy Formulation vs. Policy Implementation

The major contribution of this study is that it ldiferentiated the policy formulation
and the policy implementation processes in Chif@a'sign economic policy making
and it has analyzed the dialectic relationship betthe two processes.

Many new changes have taken place in the Chinesegifo economic policy
making process since the decades marking Chinésmeand opening-up. China
adopts two-front games instead of two-level ganiasing the policy formulation
and implementation processes its domestic frontmade up of three layers, i.e. the
top leadership nucleus circle, the central andllbcaeaucracies and two types of
think tanks, differentiated according to whetheeythare affiliated with certain
government bureaucracies. The central governmenichanged its attitude towards
the roles of local governments, the academia a$ asekhe public in the foreign
economic policy making process. Officials from ttentral bureaucracies are more
likely to adopt the ideas and suggestions of sfistsan their related fields. Moreover,
when a new policy is about to be made, policy cttagans with these specialists are
frequently conducted by the central bureaucracies.

When it comes to the policy implementation procdssal governments have

been able to exert more influence on the centrakigonent and bargain for more

259



favorable policies both via formal and informal aues. In the case of bargaining for
the hosting rights of the China-ASEAN Expo by thea@gxi Zhuang Autonomous
Region, both the provincial leaders of Guangxi atsdbureaucracies have both
exerted their effort to secure this right. As pnowe practice, the hosting rights were
granted to Nanning City and this has greatly imptbthe reputation of Guangxi.
Economic benefits such as an increase in investoane along with the hosting of
the Expo.

As discussed previously, since China is a big aguittis hard for it to implement
a policy that applies well to all provinces. In masses, the policies made by the
central government are often very general ones. nWhe comes to policy
implementation, more enthusiasm and creativity eeded. Furthermore, policy
formulation is often conducted at the national lewel based on the national interests
while policy implementation is more at the localdeand based on local interests.
After a policy has been made based predominantlynational interests, it is
implemented by the local governments. As each pom/ihas its own specific
conditions, their strategies to implement the matigoolicy are different. In the case
of the CAFTA, provinces such as Yunnan and Guamggiamong those provinces
that are most affected by the Agreement. This tsonty due to the fact that they are
bordering provinces, but that their preferentiahtist as bordering provinces in
conducting trade with the Southeast Asian states baen challenged. They can no
longer enjoy preferential policies such as prefgaértariffs in trading with the

Southeast Asian states from the central government.
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Under such circumstances, the Provincial GovernsehtGuangxi and Yunnan
have to consider provincial development policieseoiaon the policy already defined
by the central government. They are entitled tostoict new methods and strategies
to make themselves unique in the fierce competigioong provinces. That is why
both of them brought forward the idea of makingnikelves as the “bridgehead” to
the Southeast Asian states. Since Guangxi has dgminted as the permanent host
of the annual China-ASEAN EXxpo, it can argue forrenpreferential policies during
the implementation process, such as arguing forersapport in the construction of
infrastructure in Nanning city. Another exampleatet to both Yunnan and Guangxi:
since the interests of tropical fruit growers weielated, they proposed the idea of
establishing “the Precautionary System for TropiEalits” to minimize the side
effects of the CAFTA.

Nevertheless, these new changes in the decisiommairocess are more
quantitative than qualitative changes. In many gagelicy justification only happens
under the circumstance that ideas are sure to kequoticies. The policy making
process of the CAFTA has not included many opinioosh all walks of life, such as
from local governments and academic scholars abtted level. Opinions are sought
mainly from academic scholars and central bureaiesaunder the directive of the
top leaders of the central government. Contrar§a¢éoald Segal’'s observation on the
decentralization of the decision-making process @hina’'s foreign economic

relations! Chinese foreign economic policy making is stillitqucentralized. No

! Gerald Segal, “Foreign Economic Policy,” ChaptemlGerald SegaDpenness and Foreign Policy
Reform in Communist Statdsondon & New York: Routledge, 1992): 18-60.
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matter how much power local governments have gaineds still the central
government that defines the foreign economic pedidior the country. The central
government has never loosened its strict controér othe provinces. Local
governments have to obey the general rules maddhéycentral government
unconditionally. In fact, it is in the policy impteentation process where there is some
“decentralization of power.”

In his analysis of the relationship between thedboareas of China and Vietnam,
Brantly Womack observed that “the cross-bordetrtia@iahips that proliferate in times
of peace are an increasingly large and valuableep@asidend, though they may
never become too thick to be cut by the big knivésational policy.? It is a
comparatively reasonable observation. On the oned,have may accept
neo-liberalists’ arguments that increasing econoimierdependence is conducive to
the development of bilateral relations, as welt@asvorld peace. On the other hand,
we cannot overestimate the role of economic infeeddence. China is not a unitary
actor. Local governments do enjoy some freedonerimg of international economic
relations, but economic interests of some provinges/ not necessarily be the
top-priority of the central government. Sometim&s;h interests have to be subdued
due to the political and strategic consideratiohshe whole country. It was due to
political and strategic considerations that thetre¢igovernment made the decision to
go ahead with the CAFTA. As proven by the fieldwaltne in Guangxi, such a

policy has actually disregarded much of the intsre$ farmers in Guangxi Province.

2 Brantly Womack, “International Relationships at torder of China and Vietham: An Introduction”,
Asian SurveyVol.40, No.6 (November/December, 2000): 986.
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Local governments are far from independent fromdéetral government. Under a
dynamic authoritarian decision-making perspective,matter how much autonomy
local governments have been granted in making safntieeir own trade policies, the
power of overall trade policymaking is still in thnds of the central government.
China is still an authoritarian state even thoulgd &uthoritarian nature has been
reduced to some extent.

Discrepancies exist between the interests of tbal land central governments.
Local governments will always exert efforts to deyetheir local economies. A rapid
improvement in local economic performance is prafathe achievements of the local
government leaders. For the central government heryéts focus goes beyond the
development of the local economies. The centrabguwment never hesitates to keep
local governments under its tight control. Whenemecessary, the autonomy and
power in economic decision making of the local gowgents may be withdrawn by
the central government.

Two contradictory trends continue to be seen inn€hiOn the one hand, the
central government is willing to grant a certain camt of autonomy to local
governments as long as it is conducive to the dgweént of the local economies and
thus, are able to ultimately contribute to the diepment of the national economy.
After all, the tide of globalization and regionaion has led to greater economic
interdependence among nation-states as well asg pthgers in the international
sphere. The central government has realized th&intpossible to resist such a trend

by keeping everything completely under tight cohtrbhe freer space of local
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governments actually in turn enhances the legitymei the ruling status of the
leaders of the central government. On the othed has observed by Jae Ho Chung,
the central government “will try hard to interveménenever the expanded local
autonomy amounts to producing a system-wide pefwiracrisis.”® As | have
discussed earlier, although the development ofnéienal economy is the basis of
the central government’s legitimacy, the centralegament is determined to inhibit
potential threats to the existing political systemthe ruling status of the central
government. In other words, if it is consideredaadirect challenge to the existing
regime, the potential threat will be squashed ahaial stage.

In any way, being a Marxist and Leninist state, fahstill emphasizes such
concepts like, “the minority is subordinate to timajority, the lower level to the
higher level,” and “partial interests shall suboate to overall interests, the interests
of individuals and collectives to those of the siat At times when the central
government considers it necessary, the econoneceisiis of local governments may
be sacrificed for the benefit of the entire natbtwrmerely for keeping a tighter control
of local governments. Just as Womack rightly cotetuin his article, “border trade is
vulnerable to policy changes at higher levels titahot relate specifically to the issue
of border trade itself* Such an opinion is also shared by Xiaosong Gug Vic

President of the Guangxi Academy of Social Scientleat “the constraints of

® Jae Ho Chung, “Studies of Central-Provincial Refat in the People’s Republic of China: A
Mid-Term Appraisal’,The China QuarterlyNo.142 (June, 1995): 508.

* BrantlyWomack, “International Relationships at the Borde€hina and Vietnam: An Introduction”,
Asian SurveyVol.40, No.6 (November-December, 2000): 986.
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national policy will constantly pull the leash orat is possible in the border regions
on both sides”

“The Decision of the Central Committee of the Comisti Party of China on
Strengthening and Improving the Building of theti?&tyle,” which was passed at
the Sixth Plenum of the 15th Central Committeehef Communist Party of China on
26 September 2001, has further vindicated suchrganeent. In laying down the
principles and tasks of the Party in improving Beaty style, this report makes it clear
that democratic centralism is the fundamental aegdional and leadership system of
the Party. In other words, the key to strengtherand improving the building of
Party style lies in fully promoting intra-party deoracy while safeguarding
centralism®

As such, | have proven the proposed perspectiv®wiamic Authoritarianism”
in China’s foreign economic policy formulation aimblementation. The paradigm of
Chinese foreign economic policy making is still fearitarian while its policy
implementation process tends to be looser and $eawere space for local
governments to maneuver.

The study on policy formulation and implementatairthe CAFTA explains well
the relationship between policy formulation and liempentation. During the policy

initiation and the policy formulation processese thentral government plays a

® Xiaosong Gu and Brantly Womack, Border Cooperalietween China and Vietnam in the 1990s,
Asian SurveyVol.40, No.6 (November/December, 2000): 1058.

® The full text of ‘Zhonggong Zhongyang Guangyu Jiaging he Gaijin Dangflianshe de Juedihg
(The Decision of the Central Committee of the ComisiuParty of China on Strengthening and
Improving the Building of the Party Style) is aadile online at:
http://news.xinhuanet.com/ziliao/2003-01/20/cont&88248.htmretrieved on August 22, 2006.
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predominant role. Therefore, the central governmmrisiders mutual economic
interests as the policy basis and strategic coratides as the ultimate goal in the
CAFTA initiative. The transformation of China’s &gn economic policy towards
ASEAN explains this point well. The shifts in pogliccowards ASEAN from
bilateralism to reactive multilateralism and funthe pro-active multilateralism were
also based on national interest considerationsinButhe policy implementation
process, local governments are able to play a mgwertant role. The impetus behind
their bargaining with the central government isneet their respective local-interests.
According to the definition of the author, the pglimaking process actually
comprises the two processes of policy formulatiod golicy implementation. The
policy implementation process is a process of gal@making through which more
specific policies are made. The decision-making masm is still authoritarian
where the central government is still predomindinis dynamic for many reasons:
there is more input put into the policy formulatiprocess; policy implementation is a
part of the policy making process during which navlicies and strategies are made,
and because of the interactive relationship betwlenpolicy formulation and the

policy implementation processes.

Il. Informal Avenues vs. Formal Avenues

One characteristic of Chinese foreign economicgyatnaking is that both formal and
informal avenues have been utilized in the bargginprocess between the local

governments and central government. The politicaucture of the Chinese

266



government prevents the institutionalization of thecision-making process from
being fully realized. This is one of the main reasavhy informal politics has spread
to the entire bureaucratic system in China.

Formal avenues tend to follow strict bureaucratmcpdures by climbing up level
by level through the various administrative ladd@ise reports and proposals of local
governments are submitted to the central governnedthier via the provincial
people’s government or other provincial bureauescirhose submitted to the State
Council via the provincial people’s government aieorter compared to those
submitted via the provincial and central bureauesadNonetheless, red tape always
exists. Whether the ideas or recommendations withécepted ultimately depends on
the insights or opinions of those officials at tio@ level. The chances for further
explanation and persuasion from the lower leveésratatively rare in most cases.
Moreover, the time-span from the submission ofpmreto result notification is by no
means short.

Informal avenues that make the proposals moreyeapiproved by the central
government play an important role in China’s foreggonomic policymaking process.
As pointed out by the case study, the idea of then&ASEAN Expo was first
proposed by the Yunnan Provincial Government. Thartan Provincial Government
had wanted to host the Kunming Trade F&ur{ Jiao Hu) and the China-ASEAN
Expo togethef. However, just before the announcement of the loigt for the

China-ASEAN Expo, it was informed that Nanning ledidched the title, much to its

" Some scholars in Yunnan revealed during an ireerviith the author that the hosting rights of the
China-ASEAN Expo to Kunming were verbally admitteg Chinese Premier Wu Yi.
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astonishment. It was only then that the ProvinGalvernment of Yunnan realized
what it is up against. They took correspondingamgiimmediately after receiving this
information, but it was still too late, and nothinguld be done. Both scholars and
government officials from Guangxi and Yunnan adedtthat Gao Hucheng, then
Vice Chairman of the People’s Government of Guaiang Autonomous Region
and now Vice-Minister of the MOFCOM, played a k&jerin securing the hosting
rights for Nanning

This was also proven by the case study of how thedth paper pulp project was
accepted for its possible inclusion into China’své&eh Five-Year Plaf.In the
analysis, the author not only analyzed the roléemigners, such as a foreign banker,
a Hong Kong entrepreneur and an overseas consuhahiding the United Nations
Development Program in Beijing, but also the radégersonal links and informal
methods, all of which had helped facilitate therappl of the original proposal made
by the county. As concluded in the article, “thejpct was greatly helped in its early
stages by the lucky chance that all those prinlgipaVolved already knew each other
and got on well together.”

There may not be enough evidence to draw a cowclugiat such informal
avenues, which accelerated the policy making psoaesl made the policy initiative
more easily approved, played a decisive role im&bi policy making. There were

two fundamental reasons why Nanning City succeédegcuring the hosting rights

8 Author’s interviews with government officials asdholars in Guangxi and Yunnan, September to
November 2006.

° Sally Stewart and Teung Yun Choi, “Chinese Deciditaking: A Case Study of How the Hexian
Paper Pulp Project was Accepted for Possible lmusy China’s Seventh Five-Year PlarPublic
Administration & Development (1986-1998)0l1.10, No.1 (January-March, 1990): 41-51.
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for the China-ASEAN Expo. First, both Yunnan anda@gxi were in a good position
to host such expositions. Also, since Kunming hastdd the World Horticultural
Exposition, the central government would want tovalother provinces to host other
events, thus benefiting all to an equal degree.eNbeless, it is reasonable to
conclude that informal avenues, such as personatemtions and relationships, do
make a difference in helping to improve the bargapower of local provinces and
thus to meet more of their respective demands.

It should be stated that such informal avenues atonecessarily symbolize the
backwardness of the Chinese regime. On the contitary at times considered an
advantage to the regime. There are many casesbleaib prove that the transaction
costs are lower via such informal avenues to reatihal conclusion. As argued by
Lowell Dittmer, informal politics is Janus-faced:oth *“reactionary” and
“progressive.*® Although it is reactionary in its procedural ingations, and tends to
reinforce hierarchical relationships at the expesfsetional-legal arrangements, it is
also progressive in the way that its flexibiliteii#ates more rapid change by offering
shortcuts to standard bureaucratic procedureseS&inch informal politics arise from
traditional culture, they are thus deeply embeddetthe minds of Chinese peogfe.

It is hard to eradicate such a phenomenon in atditme. Under the current

19 | owell Dittmer, “Modernizing Chinese Informal Pidis,” Chapter 1, in Jonathan Unger, €the
Nature of Chinese Politics: From Mao to Jiadrmonk & London: M. E. Sharpe, 2002): 36.

' For such views see Lucien W. P§idie Dynamics of Chinese Politic€ambridge: Oelgeschlager,
Gunn and Hain, 1981) ansian Power and Politic§Cambridge, Mass.: Belknap Press, 1985); see
also Andrew G. Walder, “Organized Dependence anHuf&s of Authority in Chinese Industry”,
Journal of Asian Studied/0l.43, No.1 (1983): 51-76; andommunist Neo-TraditionalisrfBerkeley
and Los Angeles: University of California Press8@) in which Walder argued that the structure of
communist China has reinforced such culture ofrméd relationships.
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institutionalization reform process led by the &se government, more

institutionalized procedures will follow in the Claise policy making process.

[ll. Authoritarian Regime vs. Democratic Regime

Democracy is a great desire of most people andsstatthe world. Nevertheless, the
advantages of the Chinese political system in mgshorward regional economic
cooperation should not be underestimated.

Whether the government or the market is more domiimaboosting the domestic
and regional economy is a debatable point. | doimend to make a final judgment
on it. Nevertheless, as argued in this study, the of a powerful government is of
crucial importance in pushing the economic coopamadf the region. The structural
distortion of the market is never avoidable. We caren conclude that the
intervention of the government has become the de@ing force in developing
regional economic cooperation. Regional economiegiration shall be realized
through a series of agreements signed by the gomasrs of the nation states. Since
the decision-making regarding regional economiegrdtion has close relations with
the foreign economic arrangements or policies stiate, the decision has to be made
independently by the ruling government. Whetherjdim a regional integration
agreement, with whom and to what extent the regimnegration agreement shall be
or how to push the process of regional integratiare all part of government
decision-making. As is often the case in westermat@atic countries, institutions

such as international organizations, non-governat@mganizations, and trade unions,
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can exert large influence on the integration petiocof the government, but they can
never take the place of actual government decisiaking.

By discussing the relative advantages of an autr@n regime, we are actually
assuming that the state under the authoritariaimeegs a rational actor, who can
make rational choices. Nevertheless, this may heays be the case in reality. The
debate on whether a state is rational or not has laelong lasting conundrum of
International Relation Theory. With no effective ecks and balances on an
authoritarian government, two extreme results ef policy making process can be
reached. On the one hand, transaction costs camebdy reduced if the decision is
rational and deliberative; on the other hand, peénegative impact to the country
may increase if the decision is irrational and taaly.

These two extreme results leave the decisions fmadee authoritarian regime in
an uncertain state. It is in this sense that a deatic regime is the direction that most
states take, at least in the way decisions aregbmiade. In China, the direction of
political reform is still obscure whereas the diree of the decision-making regime is
rather clear. Both the qualitative and quantitatthenges | have discussed earlier
have proven that China’s decision-making is follogva direction of becoming more
rational and democratic.

Samuel Kim argues that the decision-making prosekage been diffused due to
the more complex bargaining processes both doradigtiand internationally. He
concluded that China “faces the daunting challemfeestablishing a fruitful

congruence between domestic and foreign policiegl aive changing functional
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requirements of globalization® Nevertheless, this may not be true in China’s
foreign economic policymaking process. The interest the central and local
governments do not necessarily involve a zero-sameg A win-win situation or a
positive-sum game exists in their relatidfdn the case study of the CAFTA, local
governments were not trying to challenge the posveghe central government when
implementing their policies. In other words, thegresnot acting as centrifugal forces.
Instead, they were merely trying every means ptesgidp maximize their interests
within the general framework already defined by te@atral government. This may
contradict to some extent what Yehezkel Dror haskoked several decades ago. He
observed that policy predicaments or adversities apervasive feature of policy
making and predicted such a feature would beconem enore widespread in the
future* Of course, what he had observed were actuallyraret in the policies of
other countries. However, in the case of the pat@king process of the CAFTA, it
is not obvious. After all, the interests of the ttahand local governments need not
necessarily be confrontational in the first place.

Some scholars consider the rising role of localegoments as newly emerging
“interest groups.” In fact, the representative afltdayered diplomacy school, Brian

Hocking’s analysis is more applicable in China’'secaHe argues that sub-national or

12 Samuel S. Kim, “Chinese Foreign Policy Faces Glahtibn Challenges,” Chapter 10, in Alastair
lain Johnston and Robert S. Ross, etiew Directions in the Study of China’s Foreign Egli
(Stanford: Stanford University Press, 2006): 299.

3 Yuanxin Shen, Zhenghe Hudong: Zhongyang yu Difang Guanxi de Xinshi ji gi Zhengce Yiyi
(A Positive-Sum Game: A New Paradigm of the Cedtreal Relations and its Policy Implications),
Shanghai Xingzheng Xueyuan Xuelfdournal of Shanghai Administration Institute), RIq2001):
50-56.

4 Yehezkel Dror,Policymaking Under AdversitfNew Brunswick & Oxford: Transaction Books,
1986).
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non-central governments’ involvement in foreignaaf represents the expansion
rather than the rejection of foreign poliyIn most cases, the central government
plays the supportive role to local governmentstiatives which both meet the
demands and interests of the provinces and the. skatr example, in order to
liberalize the cross-border traffic between Chimal &ietham, Guangxi signed the
agreement with Vietham to open three border chdokp@ 1996 under the support
of the central governmeht.As argued in this study, under the present dynamic
authoritarian perspective of China’s decision mgkpmocess, China is still able to
exert its advantage of centralizing power to mdie final decision in the shortest
time possible, as in the case of the CAFTA. It waszing that China and ASEAN
completed the project within a one year time framnéde other Asian powers, such as
Japan and South Korea are still bogged down irudsons with the ASEAN states.
It is one of the author’'s arguments that sometithesauthoritarian nature of China
provides optimal conditions for the endorsement apylication of certain policies.

I am not complimenting the present Chinese regiNevertheless, it is worth
noticing that there are some advantages of suchsters in terms of the foreign
economic policy making process, which is not coraplr under democratic regimes.

Some scholars even argue that if China were a dethocountry, it would not have

!> Brian Hocking,Localizing Foreign Policy: Non-Central Governmeatsd Multilayered Diplomacy
(London: Macmillan, 1993): 26.

6 peter T. Y. Cheung and James T. H. Tang, “TherBateRelations of China’s Provinces,” Chapter
4, in David M. Lampton, edThe Making of Chinese Foreign and Security Policthie Era of Reform,
1978-200Q(Stanford, California: Stanford University Pre2801): 107.
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been able to join the WTO since there would bemtoch pressure from many interest

groups®’

IV. Dynamic Authoritarianism Perspective and its Fuure

The introduction of this study has provided a hisad description of China’s
decision-making model. Since the founding of theCPIChina’'s decision-making
mechanism has transformed from a totalitarianisndehon Mao’s era to a dynamic
authoritarianism model at present. In Mao’s eraingle individual dominated the
decision-making powers of the state, otherwise kn@s totalitarianism. While in
Deng’s time, Deng emphasized the importance of itistitutionalization ofthe
decision-making process. His decisions were closetl/to his personal experiences,
namely the “Three Ups and Downs3dn Qi San Luoin his political life: The first
was in the 1930s when Deng Xiaoping, together WM#o, was pushed aside from a
leadership role by “Left AdventurismZ(ioging Maoxian Zhuyiand was labeled as
the leader of the “Luoming Route.” It was not umlié “Mao Zedong Route” won the
battle, that Deng recovered some of his leademstnpers. The second “down” was in
the 1960s when the Cultural Revolution was launcibehg was considered by Lin
Biao, the successor of Mao at that time, as th@sifipn power of the Revolution and
the leader of capitalism. He was summoned bacletpng in 1973 after the failure of
the Counter-revolutionary Coup by Lin Biao. Theafifdown” was in the mid 1970s;

Deng was determined to rectify the mistakes of Ghdtural Revolution but was

7" Author’s interview with a Singaporean economistigist 29, 2006.
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ousted by the Gang of Four. He resumed his post tfe end of the Gang of Four’s
rule and their subsequent trial.

Due to such experiences, Deng was determined tepréhe domination of the
decision-making process by any single politicalifegy In order to avoid the same
mistakes such as the Cultural Revolution from tgkiece, as well as to reduce the
influence of personal factors in the decision-mgkprocess, Deng realized it was
only through institutionalization that the decisimaking process could be made
more rational and objective. In his own words, “Regis the decisive factor:” “It is
true that our mistakes in the past are closelytedl#o the thoughts and behaviors of
the top leaders, but what are more important agthblems in the organization and
the working system itself. If a regime is good, baehaviors are confined and
restricted. On the contrary, a bad regime prevémtspossible influences of good
behaviors in the struggle with the bad ons.”

Under his direction, Deng launched the reform dlective leadership. At the 12
National Congress, the constitution of the Partg wavised. The post of Chairman of
the Party was abolished while the post of the Gdn®ecretary was resumed. He
believed that the Chairman of the Party enjoyednmezh power, while the General
Secretary would only be considered as the top leafdthe party secretaries. In this
way, the special rights and powers were elimindteth the title of the post. The
second initiative he took was to separate the azgéions of policy formulation from

those of policy implementation. The General Secyeéad the Secretariat were only

8 Shimei Xiao,Deng Xiaoping Moulue XuéThe Study of Strategies of Deng Xiaoping) (Bejjin
Dangdai Shijie Chubanshe, 2004): 194.
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policy implementers, not a policy formulation persar organization. Instead, the top
decision making powers are in the hands of thedstgnCommittee of the Political
Bureau. Important decisions are collectively coesed and determined by those
members of the Political Bureau, whereas the Gélaeretary has only one-vote in
the Political Bureau.

Led by Deng, the institutionalization of the pohlaking mechanism has become
one of the guidelines of the political reform sirtben. Indeed, we have to admit that
the institutionalization of the decision-making ahd implementation process is hard
to achieve under a Marxist-Leninist state structsueh as China’s. First, let us
consider the notion of China as a country ruleday. After first proposing the term
in 1996, the idea of “rule of law” was mentioned foymer Chinese President Jiang
Zemin in the report of the 15National Congress of the CCP. At that time, “tog/m
the country according to law” and “to build a sdistacountry with the rule of law”
became an important part of China’s political refoiThe concept was included in the
Chinese Constitution in March 1999. It was nattdioalthe Chinese leaders to strive
for good governance by inducing the new conceptuwé of law.” Although Chinese
leaders have emphasized time and again this rebatnew concept, it is still quite
early for the country to be ruled under this typdegal system. China is actually in
the transitional stages of restructuring betweenrtde of man and the rule of law,

which has been summarized as “rule of the partiaby™® by some scholars.

9 Such arguments see for example, Keyuan Zou, “Tre/Rind the Law,” Chapter 4, in Kjeld Erik
Brodsgaard and Yongnian Zheng, ed$ie Chinese Communist Party in Refdtrandon & New York:
Routledge, 2006): 77-102.
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Also, China is made up of a one-party system. Tieen® other effective political
power to check the ruling party. The control of tB€P on the country is tight and
powerful. The bureaucracies of the state in mossegaact as the policy
implementation organs rather than the decision-ngakines. The final powers of
making strategic decisions of the country are emhiands of a few top leaders of the
party. No matter how radical China’s reforms arastipularly its political reforms,
one-party dominance will be around for some time.

Furthermore, under the Chinese legal system, mretsdof the local People's
Courts at various levels are elected or removethéyocal People's Congresses at the
corresponding levels while the Vice-Presidents, mens of the Judicial Committees,
Chief Judges and Associate Chief Judges of Divssiame appointed or removed by
the Standing Committees of the People's Congredglg corresponding levels upon
the recommendation of the Presidents of those €oltbreover, the local People’s
Courts are mainly financed by local governmentsdéfnsuch circumstances, it is
easier for the local government officials to exéeir influence on judges and local
courts. Yongnian Zheng described the central-loetdtionship under the current
Chinese system as a de facto federalism, whichbkas driven by the process of
decentralization and globalization. In his viewgdbsm is so strong and powerful
under such a system that it is hard for policieslenay the central government to be

implemented at the local lev®. This explains why good policies made by the céntra

% See Yongnian Zheng, “De Facto Federalism and Dicswf Central-Local Relations in China”,
Discussion PaperChina Policy Institute, the University of Nottimgm, No.8 (June, 2006): 1-27; and
Yongnian Zheng and Xu Wangl.un Zhongyang Difang Guanxi Zhong de Jiquan he Min&/entl
(“Centralization, Democracy and China’s CentraldloRelations”),Zhanlue yu Guanl{Strategy and
Management), Beijing, No.3 (2001): 61-70.
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government are often performed badly at the loeatll and hardly meet the state’s
earlier expectations.

Finally, the dilemma of the distribution of poweettveen the central and local
governments is embedded in the Chinese regime.dilBmma is that once power
sharing is granted, China will become unstable while power remains centralized,
China will remain stable. After discussing the dezlof central control over
investment in post-Mao China, Barry Naughton argtiet “the future path of the
Chinese economy will be largely determined by tlegrde of success that the
reformers in Beijing have in overcoming the pragmaureaucratic politics of local
leaders in the provinces, cities and counties ah&* Although the argument is
debatable, effectively managing the relationshighwvihe local governments during
the processes of policy formulation and policy ierpéntation is a challenging task to
with which the central government has to handleefcély. Foreign economic
policy-making is still strongly centralized in Clairas it is characterized interests and
needs that are both numerous and complex, due itta8lsize and also because of
the administrative layout of the country. The obmadles presented to such a
centralized decision-making regime will increaserovme. After all, it is difficult for
the central government to tightly grasp the reih<antrol and reconcile different
requirements of local governments. The decisioningalprocess is comparatively
easier compared to western democratic countriegefifeeless, when it comes to the

policy implementation process, more difficultiesdachallenges exist. Due to this

2L Barry Naughton, “The Decline of Central Controkownvestment in Post-Mao China,” Chapter 6,
in David M. Lampton, ed.Policy Implementation in Post-Mao Chind@erkeley: University of
California Press, 1987): 79.
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inconsistency in policy formulation and policy ireptentation, many policies made
by the central government are unsuitable. How tantaen consistency in the two
above-mentioned processes will be a big challeodlee present regime.

The last thing to reiterate is that although infalmvenues of bargaining will still
be widely used by local governments for more finalnend preferential policies from
the central government and the decision-makingtils authoritarian in nature,
China’s decision making process has become moreneat and democratic.
Bureaucracies at the central and local governmehis,academia, as well as the
public have begun to play more active roles touisfice the policy making process.
Policy justification is carried out more often bditefore and after the policy has been
made. Thus, we cannot ignore the changes occurtiogh qualitatively and
quantitatively, in China’s decision-making proceBEke political system of China has
many shortcomings, which is normal in every statgesn, and these shortcomings
are in the process of transformation and reformokimmg into the future, the
policymaking apparatus at both the national andalldevels will become more
technocratic. Secondly, with the market becomingarimportant and the power of
bureaucrats becoming more limited, the generalipubid local governments may
become more assertive, demanding that their irteesb®uld be reflected in the policy
formulation and implementation processes. Thirdhe provinces in China will
compete even more intensely against one anothergde and investment so as to

accumulate social capital for the promotion of pmoial leaders. In this regard,
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China’s policymaking process is likely to move tods greater pluralism as the
country becomes more developed and globalized.

Presently, the CAFTA is still in the initial stagesimplementation. Whether it is
a wise policy made by the Chinese government intimgéhe interests of both the

state and the local governments can only be proventime.]
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APPENDICES:

Appendix 1: Ten Major Export Commodities of ASEAN to China (US$ million)

1993 Value 1996 Value 2001 Value 2004 Value
Min fuels, min oils & prd of 1462.6 | Min fuels, min oils & prd of 1740.2 | El.machnry,eqpmnt& parts; 7170.6 | El.machnry,egpmnt& parts; 6,713.7
distillation; bitum substan; min distillation; bitum substan; min| sound egpmnt; tv equipment sound eqpmnt; tv equipment
wax wax Nuclear reactors, boilers, 4998.3 | Min fuels, min oils & prd of 6006.1
Wood and articles of wood; 1025.1 | Nuclear reactors, boilers, 985.3 | machnry & mechan applinc/ parts distillation; bitum substan; min wax
wood charcoal machnry & mechan appinc/ Min fuels, min oils & prd of 4189.4 | Nuclear reactors, boilers, machnry & 1,802.7
Anml / veg fats & oils; preprd 379.4 | parts distillation; bitum substan; min mechan applinc/ parts
edible fats; anml or beg waxes El.machnry,eqpmnt& parts; 674.2 | wax Organic chemicals 428.7
Nuclear reactors, boilers, 289.5 | sound egpmnt; tv equipment Plastics and article thereof 1316.5 | Wood and articles of wood; 421.9
machnry & mechan appinc/ Wood and articles of wood; 654.1 | Organic chemicals 803.7 | wood charcoal
parts wood charcoal Wood and articles of wood; 638.2 Rubber and articles thereof 416.8
El.machnry,eqpmnt& parts; 272.3 | Anml/ veqg fats & oils; preprd | 497.4 | wood charcoal Miscellaneous chemical products 305.2
sound egpmnt; tv equipment edible fats; anml or beg waxeg Anml / veg fats & oils; preprd 507.4 | Optcl, photo & cinmatgraphic, 243.5
Plastics and article thereof 146.9 | Rubber and articles thereof 314.5 | edible fats; anml or beg waxes measuring, precision, medcl instr.
Iron and steel 106.4 | Tobacco and manuf tobacco 293.3 | Rubber and articles thereof 506.8 Ores, slag and ash 222.9
Postal packages and postal 95.9 | substitutes Optcl, photo & cinmatgraphic, 478.0 | Plastics and articles thereof 217.2
transactions Cereals 277.0 | measuring, precision, medcl
Copper and articles thereof 82.4 | Copper and articles thereof 233.5 | instr.
Organic chemicals 68.8 Plastics and articles thereof 220.5 | Postal packages and postal 427.8

transactions
Total 4,528.7 7,474.1 25,268.3 16,778.8

Sources: ASEAN Trade Statistics Database and ASEatiétical Yearbook, 2003-2005.
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Appendix 2: Ten Major Import Commodities of ASEAN from China (US$ million)

1993 Value 1996 Value 2001 Value 2004 Value

Electrical Machinery, Sound 480.3 | Electrical Machinery, Sound 1,982.0 | El.machnry,eqpmnt& parts; 6,100.9 | El.machnry,eqgpmnt& parts; 10,371.1
Recorders, etc. Recorders, etc. sound eqpmnt; tv equipment sound eqpmnt; tv equipment
Nuclear Reactors, Boilers, etc. 420.7 Nuclear Reactors, Boilers, etc.| 1,355.8 | Nuclear reactors, boilers, 4,166.5 | Nuclear reactors, boilers, machnry 2,353.7
Parts & Parts machnry & mechan applnc/ & mechan appinc/ parts
Mineral Fuel Oils waxes & 389.2 Iron & Steel 512.1 | parts Iron & Steel 1,204.8
Products, etc. Mineral Fuel Oils waxes & 474.9 | Min fuels, min oils & prd of 960.5 Plastics and articles thereof 978.9
Cotton 242.5 Products, etc. distillation; bitum substan; min Min fuels, min oils & prd of 881.4
Tobacco and manufacture of 184.0 Salt sulphur, earths, stones, 295.9 | wax distillation; bitum substan; min
tobacco substitutes lime, cement, etc. Inor chemicals; org/inor 428.1 wax
Cereals 162.4 | Articles of Iron or Steel 252.9 | compnds of precs Vehcl; parts & accessories 729.5
Articles of Iron or Steel 141.6 | Edible vegetable roots and 229.2 | metals/ra.active elmn Organic chemicals 604.0
Inorganic chemical, rare-earth 129.2 | tubers Optd, photo/cinmatgraphic, 426.4 Articles of iron or steel 307.3
metals, etc. Inorganic chemical, rare-earth | 224.7 | measuring, precision, medcl Copper and articles thereof 231.7
Man-made stapple facbrics 128.5 | metal, etc. instr. Aluminum and articles thereof 204.9
Oil seeds, fruits, medicinal 128.1 Organic Chemicals 221,5 | Plastics and articles thereof 336.2
plants, fodder, etc. Ships, boats & floating structure 157.7 | Apparel articles & accessories| 329.2

knitted/ crocheted

Articles of iron or steel 319.3

Organic chemicals 316.5

Aluminum and articles thereof 294.0

Total 4,336.4 9,217.6 19,792.3 17,867.3

Sources: ASEAN Trade Statistics Database and ASEatiétical Yearbook, 2003-2005.
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