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Introdudion

Chinese foreign policy has changead dramatically over the course of thelast decade. China
pursues its interests today througha more creative and pro-active diplomacy. In addition, Chinahas
greater capabilities and awidening Qool boxCavailable as the meansto pursueits foreign policy
gods. Thend effect istha Chinais choodng degper engagement and involvement with theoutside
world, andisincreasingly effective at promoting its interests BDeven in the cases where its interests
clash with the United States and other established powers.

Oneof thekey driversto Chinese foreign policy isarequirement to establish secure, reliable
access to energy resources tha lay beyond China® borders. Chinal® domestic econoric growth has
led to asurgein demandfor energy. Theincreased demand is primarily for oil, and it well-exceeds
Chinal® domestic produdion capacity. Sugaining Chinal® economic growth is avital to theregime,
and thusthere is agrowing perception among Chinese leaders that increasing reliance on foreign
energy creates vulnerabilities and risks. In order to secure the energy required to suppot China(3
domestic demand, China@® has embarked on an effort to promote supply diversification as well as
overseas equity investment.

The United States will beimpacted by China@® surging demand for energy. Some of the
impact will likely be negative Bhighe prices for foreign crudefor example. 1t may also bethe
case, however, tha China@increasing reliance to the outsideworld presents the United States and
our friendswith foreign policy oppotunities. My statement will address the following:
observationson energy trendsin Ching impact on China@ foreign policy; consgquences and
oppotunities for the United States; and thoughs on U.S. policy respon.

Obs=ervationson Energy Trendsin China

Thetop priorities for Chinese leaders are to continueto develop thecounty andto inarease
comprehengve naiond power. Thelargest element assodated with those godsisto sudain
Chinal® domestic econonic growth. Thisreality links Chinato the outsideworld in a variety of
ways, but nonemore evident than China@ need to import oil for the purposes of literally fuding
econonic development at home.

Chinabecame a nd oil importer in 1993 It isnowthe secondlargest importer of petroleum
in theworld, surpassing Japan in 2003 Thedemand continuesto surge. Asrecently as 1996China
imported 22.8 milliontonsof crude By 2004,thenumber reached 1227 milliontonsof crude In
all, Chinaaccount for over 40% of world oil demand growth over the last four years.

Equdly important, econonists and energy specialists forecast that China® requirements for
importing crudewill continueto grow at afast clip. Thelnternaiond Energy Agency predicts tha
Chinamay need to import close to 80%of its oil by 2030. Theprimary driver will continueto be
individud energy consumers (more and more cars on theroad), and energy required to suppot
indugria growth.



Chinahas embarked on an effort to mitigate its risks assodated with its growing reliance on
foreign sources for energy. Effortsaimed at developing supply diversification and acquiring equity
investments abroad are driving China@ foreign policy and diplomacy in tangible ways. It should be
noted here tha Chinais aso pursuing efforts to reduce demand (e.g. new vehicle efficiency
standards naiond fud tax), develop alternae sources (naural gas and nudear), aswell asto
develop a strategic petroleum reserve. Noneof these efforts, however, changethefact tha the
Chinese econony and assodated infrastructure are beng developed in amanne consstent with a
20" century, petroleum-based development modd. In other words, Chinawill continueto need
more and more oil if it continues onits current growth and development pah despite other attempts
to mitigaerisk.

Cod deserves specia mention. Chinaistheworld@ largest producer and theworld@ largest
congumer of cod. Cod still accounts for 65% of China@ primary energy consumption. Its cod
conaumptionisroughly 279 of theworld total. Wha isimportant to undestand with respect to
future needsis tha athoughcod @ share of overall Chinese energy consumption is projected to fall
(replaced primarily by oil), cod consumptionwill likely continueto grow in absolute terms. This
links Chinato the outsideworld in a different way as compared to oil. China@ cod bumingtakes a
heavy toll on China@® environment. Butin fact, the environmental degradaionwill notbe
contained within China@ borders as there will beincreasing falloutin theregion, andin theglobd
environment if thetrend lines continue

Impact on Chinese Foreign Policy

In the smplest and mog straight-forward terms, China@® surging demand for oil imports
lead Chinato seek diversificationin its supply sources, and greater ownership of overseas assets
tha relate to energy produdion and expart. However, there are other foreign policy implicationsas
well. Thelogigticstrain also needsto besecure to enaure minimal risk of theddivery of energy to
China And Chinais also aware tha even owning oil and pipdines does not completely mitigae
risk of disruption unless Chinahas the military capability to protect assets abroad Bthereby
requiring power projection capability.

Thegod of greater source diversification has led Chinato develop notonly stronge
commercia relationswith a greater number of oil produdng countries, but stronge political
relationsaswell. Asrecently as 1996(three years after becoming anet oil importer) China
imported roughly hdf its oil from two counties DOman and Indoneia Band nearly 70% from
three countries combined (add Y emen to Oman and Indonesia). A short eightyearslater, by 2004
Chinahad developed significant import sources from Iran, Sudan, Angola, Russia, and Saudi
Arabia. While adisruption assodated with oneof its major sources of crudeoil (itslargest beng
Saudi Arabia at 16%) would still have a magjor impact on the Chinese econony, itsfair to observe
tha in less than a decade Chinahas succeeded in spreading its risk throughdiversification efforts.

Chinais aso acquiring assets, and becoming decision-making equity investorsin oil
produdng counties overseas. According to a Jamestown Founddion Chinabrief in April 2005
Chinaenjoyed early success onthe African continent in Sudan. Initial investment in themid 1990s
induded sending large nunbers of Chinese engineers and congructionteams. Theoil began
punping in 1999 and by 2004 Sudan was the 6" largest supplier of oil beéingimported by China
These efforts are mirrored globdly in other developing counties. In Central Asia, according to the
Eurasia Daily Monitor, Chinahas madeinitial investmentsin Uzbekistan of approximately 106
million USD. Chinese investments may reach 600million USD in Uzbekistan over alonge period.



China@ increasing demand for oil lead to greater exploration efforts at home, as well as
investment in explorationin developing countries. However, they are notlimited to onshore
exploration. Chinais also investing in offshore exploration which carries potential foreign policy
congquences. Althoughmajor efforts to date have occurred in Chinese sovereign waters (the
Boha Seain thelargest project funded by China), othersin theregion have conaernstha China3
appdite mightbelarger. 1n some cases alarger appdite for off-shore exploration may lead to
greater stability in Asia (e.g. Chinaand Vietnam reached agreement for joint explorationin areas
previoudy unde dispute), butit may also tempt Chinato push its claims on other disputed
territories. Undestandably, this makes some in Japan feel uneasy after several incursionsby
Chinese vessals into Japanese territorial waters.

In addition to the aforementioned linkages between Chinal® growing dependency onforeign
oil anditsforeignrelations there are additiond effects on Chinese approaches to the outsde world
which, thoughperhaps more subtle, are nonghdess significant. Chinanotonly needsoil, it needs
assurance that the oil can beddivered efficiently and safely to China This meanspipdines, secure
port facilities, and maritime security. But it also meansstability on China@ periphay. Chinahas
secured a stunning numbe of border agreements on its periphay over thelast decade Thisalso
hepsexplain China@ treatment of President Karimov a few days after thebloody crackdown in
Andijon. Chinavalues stability in its ne@ghbohoad even when achieved by virtue of heavy-handed
tactics.

Findly, even owning oil and pipdines does not completely mitigate risk of disruption unless
Chinahas themilitary capability to protect assets abroad. Thussome in Chinamay bdieve tha the
ultimate guarantor of energy security is the People@ Liberation Army. China@ military
modernization has been aggressive, and quite effective. Chinese military leaders have placed an
emphasis on developing a lue water NavyOand assod ated power projection capability. TheU.S.
Department of Defense repart on China® military capabilities released this month states, GChina(3
military modenization remainsambitious Intherecent past, moreover, military respongsin
suppot of Chinese claims of disputed territory or resource rights have produced crises and conflicts
with China@ neéghboss induding India, Japan, the Philippines, thethen-Soviet Union, and Vietnam.
In thefuture, as China@® military power grows, China@ leaders may betempted to resort to force or
coercion more quickly to press diplomatic advantage, advance security interests, or resolve
disputes.O

Implicationsfor the United States

Thetrendsassodated with China® development, its surging demand for energy, and its
more pro-active foreign policy al carry implicationsfor the United States Dsome direct, some more
subtle, and probably some yet to be determined.

Themod direct impact onthe United States and our friendsand allies relates to world oil
prices. Thehealth of theU.S. econony does bear some direct relationship to the price of crude As
Chinaaccount for over 40% of world oil demand growth over thelast four years, they are part of
thereason we are facing high cogs for oil importsin theglobd market. Thoughworld reserves and
produdion capacity suggest the market can accountfor China@® surging demand, in the near term
we are unlikely to see significant redudionin oil prices.

There may aso bedirect effects on U.S. and other foreign oil companies. A nationd-level
god to secure foreign access to oil for Chinawill likely motivate the Chinese govanment to



suppot the efforts of Gemi-privateOChinese companiesin thar respective commercia dedlings I
thend effect is subsdized commercial bids U.S. companies could be greatly disadvantaged.

There are other direct effects that are likely negative for the United States in the near term.
These effects may fall unde theheader of Gomplicating U.S. foreign and security policy interests.O
In thisregard, three counties leap to mindBSudan, Iran and Venezuda. Chinatypically does not
address human rights and non-proliferationin its relationswith other counties. But thene effect in
thethree aforementioned countiesis notsmply benign neglect where irresponsble behavior is
concerned. Rather, Chinaislikely engaged in relationship-building tha enables continued
irresponsble behavior, and complicates the efforts of the United States and other countiesto
promote different outcomes. |n Sudan, as weQre worked with other countries to address the
genoddein Darfur, Chinahas continued to suppot theregimein Khatoumwith lucrative oil deals
and even arms sales. In Iran, asthe EU-3 have attempted to address the nudear chdlengethrough
diplomacy, Chinahas continued to suppot Tehran with oil purchases and assurances tha China
won®suppot actionin the United Nationsagang Iran. Andin Venezuda, as Chavez has
endeavored to spread anti-Americanism throughou the hemisphere, Chinahas given Chavez wha
he so desperately needsin order to sudain his efforts Blesser reliance onthe U.S. market for
Venezud a® oil exports.

Thegrowinginterest in exploring disputed off-shore areas could certainly impact U.S.
interests in adirect way. Many of China@ existing disputes are with friendsof the United States,
butin some cases, with treaty allies. If tengonscontinueto mountbetween Chinaand Japan (and
surely energy would only accountfor apart of thestory), the United States may very well be placed
in apostion where we mug stand-up for ourtreaty ally. While our generic respons to matters of
maritime territorial disputesis legdistic and non-committal, it@ notinconaeivable we could choos
amore robug respon if ourally were faced with more aggressive actionsfrom China

Thespecial mention of cod in the previoussection should be mirrored in this section
addressing impact on U.S. interests. Accordingto the World Health Organization, seven out of ten
of theworld@ mog polluted cities arein China Chinaalready accounts for 135% of world carbon
dioxideemissions While wein the United States remain the greatest contributor to greenhou® gas
emissions as adevelopal, modern econony, we also have a greater likelihoodof implementing
policies and developing new technologies to make ourselves greener. Chinal3 stated interest in
sugainable development has not seen assod ated nationd level effortsto deal with agrowing
problem of severe environmental degradaionin China Andthese problems, as mentioned above
will notbecompletely contained within China@ borders.

Themore subtie impact on the United States relates to how Chinal emergence as amore
pro-active and influential globd player Bvery much driven by growing energy needsBwill effect
U.S.-Chinabilateral relationsin thegeneral. In other words if the United States and Chinaare
lurching toward a classic great power rivary, howwill China@ activities in oil produdng regions
and oil produdng countiesimpact our overal ability to get alongwith oneanothe? AstheU.S.
Department of Defense repart onthe Chinese Military states GChinafaces a strategic crossroad. It
can choo% a pahway of peaceful integration and benign compdition. Chinacan aso choos, or
finditself upon apahway alongwhich Chinawoud emergeto exert dominant influencein an
expanding sphaeEt hefuture of arising Chinaisnotyet set immutably on onecourse or another.O
Thisis distinct from the point aboveabout China@ potential to impact discrete foreign policy gods.
Thisisto say China@ activities Deven if viewed as negative on their own merits Bwill beviewed in
acompletely different lightif we bdieve Chinais determined to choos an adversarial, competitive
course with the United States.



There are many unaertainties and unknowns assod ated with China@ energy trendsas well.
It is notinconaeivable that China growing reliance on the outsideworld for energy could actualy
drive ustoward closer coopeation rather than competition. | would arguetha Chinashould come
closer to ourview on non-proliferation and export controls, closer to our view on maritime security,
and closer to our view onthe need to promote stability in key oil produdngregions TheUnited
States and Chinamay be singled out as the greatest culpritsin globd greenhou® gas emissions and
may find common groundin addressing globd concernsin ways tha aren®too burdensome to our
respective econonies. All of thisremainsto bedeermined, however, asit is notclear tha China
has developad sufficient trug that the United States will beareliable partner in these efforts.
Ingead, Chinaseems to have adopted a zero-sum mentality with respect to foreign energy at this
jundure. Perhgpsthisistemporary asthey work to improvethear postionin the near term.

Findly, the United States may ultimately see advantagein China3 efforts to develop
alternae sources for energy. Thereislikely alucrative market awaiting those clever enoughto
exploit theopanings Some oppotunities are closer at hand Bsuch as the chance to build nudear
power plantsin China Some may bein thenear future as Chinawill becompdled to seek greener
technologies.

U.S. Policy Respons

FromaU.S. paspective, | bdieve our orientation to the chdlenges assodated with China®
energy trendsshould consst of severa elements. First, theU.S. should continueto promote
comprehengve and sophisticated engagement of China Energy is a major deerminant of Chinese
foreign policy, butit isnottheonly one Second,we should begin to address energy security
chdlengesin adirect, head-on manne in our bilatera relationdhip. There are genuine oppotunities
for the United States to use these trendsto promote better U.S.-Chinarelationsbbutthe
oppotunities need to beharvested. Third, we should explore the creation of new moddities to
address energy security at a sufficiently senior level in multi-lateral fora. Andfindly, the United
States mugt hedgeagang the potential for a negaive, adversaria relationship with Chinaif the
Chinese leadership chooss such a course.

Regading thefirst element mentioned, it should be noted tha athoughthis statement
primarily addresses energy, U.S.-Chinarelationsare much broader than the burgeoning competition
ove energy. Thecore elementsto thepolicy chosen by every Administration over the course of
thelast 35years are sound. To critics, apolicy of broad engagement of Chinais more descriptive of
a (processOrather than an actud (policy.O But it remainstruetha broad, comprehensve
engagement of Chinaallows the United States to pursue our interests in areas where the U.S. and
Chinaagree, while minimizing the chance of conflict resulting from areas where we disagree.
Thereis aso sufficient evidence tha our broad engagement of Chinahas contributed on themargins
to internd changein Chinafor thebetter. Findly, Chinaisnotonly reliant onthe outsideworld for
energy Bthe health and well-bang of the Chinese econony is absolutely tied to foreign direct
investment and for ready markets to which it can export. These are potentially sources of stability
even if thedrive for energy causes unease.

With respect to the second element, as stated before, Chinal growing reliance onthe
outsideworld for energy could actudly drive ustoward closer coopeation rather than competition.
But this framework needsto be nurtured, and it requires pro-active efforts to build confidence, and
build a produdive diadlogue A senior-level globd dialoguewith Chinabas envison by theU.S.
State Department Bshould indudeenergy security. Thistopic was noton the Chinese wish list for



theglobd dialogue butthe State Department shoud indst uponitsinduson. Areas such as hon
proliferation, maritime security, and stability in the Middle East should beon theagenda

Third, it isinaufficient if the United States and Chinaare coopeating on energy security, but
Chinais still experiencing tensonwith Japan andtherest of Asia. Theseissues by ther very nature
require multi-lateral conaultation and coopeation. The United States should seek to promote an
energy security agendaeither in an existing multi-lateral forumbsuch as APEC Bor seek the
creation of anew forumfor this purpos. Some have suggested that a Northeast Asia energy
security dialogueshould be condituted and sugained at a senior official level. | bdievethereis
great merit to this proposl.

Findly, theUnited States mug be sufficiently prepared to opeate in an environment of
growing competitionwith China Our approach to Chinashould beroated in aclear visonfor Asia,
and a commitment to sugaining a strongbilateral adliance with Japan. It isessential tha the United
States adopta force pogure that is appropriate for 21% century chdlengesin Asia Bthe uncertainties
related to Chinal® strategic direction very much included. It isalso essentia that othersin Asia, and
in particular, Southeast Asia, see usas adependable, reliable friend. We would make amistake if
we treated Chinaas an enemy today, butwe@ beequdly negligent if we weren®adequaely
prepared to deal with the consequences of a Chinese decision to choos an adversaria path.



