Does China Matter?

MIDDLE KINGDOM,
MIDDLE POWER

DOES CHINA matter? No, it is not a silly
question—merely one that is not asked of -
ten enough. Odd as it may seem, the coun-
try that is home to afifth of humankind is
overrated as a market, a power, and a
source of ideas. At best, Chinais a second-
rank middle power that has mastered the
art of diplomatic theater: it hasuswillingly
suspending our disbelief in its strength. In
fact, Chinais better understood as a theo-
retical power—a country that has prom-
ised to deliver for much of the last 150
years but has consistently disappointed.
After 50 years of Mao's revolution and 20
years of reform, it istime to leave the the-
ater and see China for what it is. Only
when we finaly understand how little
China matters will we be able to craft a
sensible policy toward it.

DOES CHINA MATTER
ECONOMICALLY?

CHINA, UNLIKE Russia or the Soviet Union
before it, is supposed to matter because it
is already an economic powerhouse. Or is
it that Chinaison theverge of becoming an
economic powerhouse, and you must bein
the engine room hel ping the Chinese to en-
joy the benefits to come? Whatever the
spin, you know the argument: China is a
huge market, and you cannot afford to miss
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it (although few say the same about India).
The recently voiced “Kodak version” of
this argument is that if only each Chinese
will buy one full roll of film instead of the
average haf-roll that each currently buys,
the West will be rich. Of course, nine-
teenth-century Manchester mill owners
said much the same about their cotton, and
in the early 1980s Japanese multinationals
said much the same about their television
sets. The Kodak version is just as hollow.
In truth, Chinais a small market that mat-
tersrelatively littleto the world, especially
outside Asa

If thisjudgment seems harsh, let us be-
gin with some harsh realities about the size
and growth of the Chinese economy. In
1800 China accounted for 33 percent of
world manufacturing output; by way of
comparison, Europe as a whole was 28
percent, and the United States was 0.8 per-
cent. By 1900 China was down to 6.2 per-
cent (Europe was 62 percent, and the
United States was 23.6 percent). In 1997
China accounted for 3.5 percent of world
GNP (in 1997 constant dollars, the United
States was 25.6 percent). China ranked
seventh in the world, ahead of Brazil and
behind Italy. Its per capita GDP ranking
was 81st, just ahead of Georgiaand behind
Papua New Guinea. Taking the most fa-
vorable of the now-dubious purchasing-
power-parity calculations, in 1997 China
accounted for 11.8 percent of world GNP,
and its per capita ranking was 65th, ahead
of Jamaica and behind Latvia. Using the
U.N. Human Development Index, China
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is 107th, bracketed by Albania and
Namibia—not an impressive story.

Yes, you may say, but China has had a
hard 200 years and is now rising swiftly.
China has undoubtedly done better in the
past generation than it did in the previous
ten, but let’s still keep matters in perspec-
tive—especially about Chinese growth
rates. China claimed that its average an-
nual industrial growth between 1951 and
1980 was 12.5 percent. Japan’s compara-
ble figure was 11.5 percent. One can reach
one’'s own judgment about whose figures
turned out to be more accurate.

Few economists trust modern Chinese
economic data; even Chinese Prime Minis-
ter Zhu Rongji distrusts it. The Asian De-
velopment Bank routinely deducts some
two percent from China's official Gbp fig-
ures, including national current GDP
growth rates of eight percent. Some two or
three percent of what might be a more ac-
curate Gbp growth rate of six percent is
useless goods produced to rust in ware-
houses. About one percent of Chind's
growth in 1998 was due to massive gov-
ernment spending on infrastructure. Some
three percent of Gbpisaccounted for by the
one-time gain that occurs when one takes
peasants off the land and brings them to
cities, where productivity ishigher. Taking
al these quadlifications into account,
China's economy is effectively in reces-
sion. Even Zhu calls the situation grim.

China's ability to recover is hampered
by problemsthat the current |eadership un-
derstands well but finds just too scary to



tackle seriously—at least so long as East
Asia's economy is weak. By conservative
estimates, at least a quarter of Chinese
loans are nonperforming—a rate that
Southeast Asianswould have found fright-
ening before the crash. Some 45 percent of
state industries are losing money, but bank
lending was up 25 percent in 1998—in
part, to bail out the living dead. China has
ahigh savingsrate (40 percent of GDP), but
ordinary Chinese would be alarmed to
learn that their money is clearly being
wasted.

Some put their hope in economic de-
centralization, but this has already gone so
far that the center cannot reform increas-
ingly wasteful and corrupt practices in the
regions and in specific ingtitutions. Central
investment—20 percent of total invest-
ment in China—isfalling. Inter-provincial
trade as a percentage of total provincia
trade is also down, having dropped a stag-
gering 18 percent between 1985 and 1992.
Despite some positive changes during the
past 20 years of reform, China's economy
has clearly runinto huge structural imped-
iments. Even if double-digit growth rates
ever redlly existed, they are hard to imag-
inein the near future.

In terms of international trade and in-
vestment, the story is much the same:
Beijing is a seriousy overrated power.
China made up a mere 3 percent of total
world trade in 1997, about the same as
South Koreaand |ess than the Netherlands.
Chinanow accounts for only 11 percent of
total Asian trade. Despite the hype about
the importance of the China market, ex-
portsto Chinaaretiny. Only 1.8 percent of
U.S. exports go to China (this could, gen-
erously, be perhaps 2.4 percent if re-ex-
ports through Hong K ong were counted)—
about the same level as U.S. exports to
Australiaor Belgium and about athird less
than U.S. exports to Taiwan. The sameis
true of magjor European traders. China ac-
counts for 0.5 percent of U.K. exports,
about the same level as exports to Sri
Lanka and less than those to Malaysia.
Chinatakes 1.1 percent of French and Ger-
man exports, which is the highest in Asia
apart from Japan but about par with ex-
ports to Portugal.

China matters abit more to other Asian
countries. Some 3.2 percent of Singapore’s
exports go to China, less than to Taiwan
but on par with South Korea. China ac-
countsfor 4.6 percent of Australian exports,
about the same asto Singapore. Japan sends
only 5.1 percent of its exports to China,
about a quarter less than to Taiwan. Only
South Korea sends China an impressive

share of its exports—some 9.9 percent,
nudging ahead of exports to Japan.

Foreign direct investment (FDI) is even
harder to measure than trade but sheds
more light on long-term trends. China's
massive FDI boom, especially in the past
decade, is often trumpeted as evidence of
how much China does and will matter for
the global economy. But the redlity is far
lessclear. Evenin 1997, China s peak year
for FDI, some 80 percent of the $45 hillion
inflow came from ethnic Chinese, mostly
in East Asia. Thiswas also ayear of record
capital flight from China—by some reck-
onings, an outflow of $35 billion. Much
so-called investment from East Asa
makes a round-trip from China via some
placelike Hong Kong and then comes back
in as FDI to attract tax concessions.

Even a more trusting view of official
FDI figures suggests that China does not
much matter. FDI into China is about 10
percent of global FDI, with 60 percent of
al FDI transfers taking place among de-
veloped countries. Given that less than 20
percent of FDI into China comes from non-
ethnic Chinesg, it is no surprise that U.S.
or European Union investment in China
averages out to something less than their
investment in a major Latin American
country such asBrazil. Chinahas never ac-
counted for more than 10 percent of U.S.
FDI outflows—usually much less. In recent
years China has taken around 5 percent of
major EU countries FDI outflow—and
these are the glory years for FDI in China
The Chinese economy is clearly contract-
ing, and FDI into Chinais dropping withit.
In 1998 the United Nations reported that
FDI into China maybe cut in half, and fig-
ures for 1998-99 suggest that this was not
too gloomy a guess. Japanese FDI into
China has been halved from its peak in
1995. Ericsson, a multinational telecom-
munications firm, says that Chinaaccounts
for 13 percent of its global sales but will
not claim that it is making any profits
there. Similar experiences by Japanese
technology firms a decade ago led to to-
day’s rapid disinvestment from China
Someinsist that FDI flows demonstrate just
how much China matters and will matter
for the global economy, but the true picture
isfar moremodest. Chinaremainsaclassic
case of hope over experience, reminiscent
of de Gaulle' sfamous comment about Bra-
zil: It has great potential, and always will.

It does not take a statistical genius to
see the sharp redlity: Chinaisat best ami-
nor (as opposed to inconsequential) part of
the global economy. It has merely man-
aged to project and sustain an image of far
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greater importance. This theatrical power
was displayed with great brio during
Asia’s recent economic crisis. China re-
ceived lavish praise from the West, espe-
cialy the United States, for not devaluing
its currency as it did in 1995. Japan, by
contrast, was held responsible for the cri-
sis. Of course, Tokyo's failure to reform
since 1990 hel ped cause the meltdown, but
thisistestimony to how much Tokyo mat-
ters and how little Beijing does. China's
total financial aid to the crisis-stricken
economies was less than 10 percent of Ja-
pan’s contribution.

The Asian crisis and the exaggerated
fears that it would bring the economies of
the Atlantic world to their knees help ex-
plain the overblown view of China's im-
portance. In fact, the debacle demonstrated
just how little impact Asia, except for Ja-
pan, has on the global economy. China—a
small part of amuch lessimportant part of
the globa system than is widely be-
lieved—was never going to matter terribly
much to the developed world. Exaggerat-
ing Chinais part of exaggerating Asia. As
aresult of the crisis, the West has learned
the lesson for the region as a whole, but it
has not yet learned it about China.

DOES CHINA MATTER
MILITARILY?

CHINA 1S a second-rate military power—
not first-rate, becauseit isfar from capable
of taking on America, but not as third-rate
as most of its Asian neighbors. China ac-
counts for only 4.5 percent of globa de-
fense spending (the United States makes
up 33.9 percent) and 25.8 percent of de-
fense spending in East Asia and Australa-
sia. China poses a formidable threat to the
likes of the Philippines and can take is-
lands such as Mischief Reef in the South
China Sea at will. But sell the Philippines
a couple of cruise missiles and the much-
discussed Chinese threat will be easly
erased. China is in no military shape to
take the disputed Senkaku Islands from Ja-
pan, which is decently armed. Beijing
clearly is a serious menace to Taiwan, but
even Taiwanese defense planners do not
believe Chinacan successfully invade. The
Chinese missile threat to Taiwan is much
exaggerated, especialy considering the
very limited success of the far more mas-
sive and modern NATO missile strikes on
Serbia. If the Taiwanese have as much will
to resist as did the Serbs, Chinawill not be
ableto easily cow Taiwan.



Thus China matters militarily to a cer-
tain extent simply becauseit is not a status
quo power, but it does not matter so much
that it cannot be constrained. Much the
same pattern is evident in the chalenge
China poses to U.S. security. It certainly
matters that China is the only country
whose nuclear weapons target the United
States. It matters, as the recent Cox report
on Chinese espionage plainly shows, that
China steals U.S. secrets about missile
guidance and modern nuclear warheads. It
also matters that Chinese military exer-
cises simulate attacks on U.S. troops in
South Korea and Japan. But the fact that a
country can directly threaten the United
States is not normally taken as areason to
be anything except robust in defending
U.S. interests. It iscertainly not areason to
pretend that Chinais a strategic partner of
the United States.

The extent to which China matters mil-
itarily is evident in the discussions about
deploying U.S. theater missile defenses
(TMD) in the western Pacific and creating
a U.S. national missile defense shield
(NMD). Theoretically, the adversary is
North Korea. In practice, the Pentagon
fears that the U.S. ability to defend South
Korea, Japan, and even Taiwan dependsin
the long term on the ability to defend the
United States home territory and U.S.
troops abroad from Chinese missiles.
Giventhe $10 billion pricetag for NMD and
the so-far unknowable costs of TMD, de-
fense planners clearly think that China
metters.

But before strategic paranoiasetsin, the
West should note that the Chinese chal-
lenge is nothing like the Soviet one. China
is less like the Soviet Union in the 1950s
than like Irag in the 1990s. a regiond
threat to Western interests, not a global
ideological rival. Such regional threats can
be constrained. China, like Irag, does not
matter so much that the United States
needs to suspend its normal strategies for
dealing with unfriendly powers. Threats
can be deterred, and unwanted action can
be constrained by a country that claims to
be the sole superpower and to dominate the
revolution in military affairs.

A similarly moderated sense of how
much China matters can be applied to the
question of Chinese arms transfers. China
accounted for 2.2 percent of arms deliver-
iesin 1997, ahead of Germany but behind
Israel (the United States had 45 percent of
the market, and the United Kingdom had
18 percent). The $1 billion or so worth of
arms that Beijing exports annually is not
buying vast influence, though in certain

markets Beijing does have real heft. Paki-
stan is easily the most important recipient
of Chinese arms, helping precipitate a nu-
clear arms race with India. Major deds
with Sudan, Sri Lanka, and Burma have
had far less strategic impact. On the other
hand, armstransfersto Iran have been wor-
rying; as with Pakistan, U.S. threats of
sanctions give Chinarather good leverage.
China s ability to make mischief therefore
matters somewhat—primarily because it
reveals that Chinese influence is funda-
mentally based on its ability to oppose or
thwart Western interests. France and Brit-
ain each sell far more arms than China, but
they are by and large not creating strategic
problems for the West.

Hence, it isludicrousto claim, asWest-
ern and especialy American officials con-
stantly do, that China matters because the
West needs it as a strategic partner. The
discourse of “strategic partnership” really
meansthat Chinaisan adversary that could
become a serious nuisance. Still, many in
the Clinton administration and elsewhere
do not want to call a spade a spade and ad-
mit that China is a strategic foe. Perhaps
they think that stressing the potential for
partnership may eventually, in best Disney
style, help make dreams come true.

On no single significant strategic issue
are China and the West on the same side.
In most cases, including Kosovo, China's
opposition does not matter. True, the U.N.
Security Council could not be used to build
a powerful coalition against Serbia, but as
in most cases, thereal obstacle was Russia,
not China. Beijing amost always plays
second fiddle to Moscow or even Parisin
obstructing Western interests in the Secu-
rity Council. (The exceptions to this rule
aways concern caseswhere countries such
as Haiti or Macedonia have developed re-
lationswith Taiwan.) After al, the Russian
prime minister turned his plane to the
United States around when he heard of the
imminent NATO attack on Serbia, but the
Chinese premier turned up in Washington
as scheduled two weeks | ater.

NATO’s accidental May bombing of the
Chinese embassy elicited a clear demon-
dtration of China's theatrical power.
Beijing threatened to block any peace ef-
forts in the United Nations (not that any
were pending), but all it wanted was to
shame the West into concessions on World
Trade Organization membership, human
rights, or arms control. China grandiosely
threatened to rewrite the Security Council
resolution that eventually gaveNATO aniin-
definite mandate to keep the peacein Kos-
ovo, but in the end it meekly abstained. So
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much for Chinataking aglobal perspective
as one of the five permanent members of
the Security Council. Beijing’ stemper tan-
trum merely highlighted the fact that, un-
like the other veto-bearing Security
Council members, it was not a power in
Europe.

In the field of arms control, the pattern
is the same. China does not block major
arms control accords, but it makes sure to
be among the last to sign on and tries to
milk every diplomatic advantage from
having to be dragged to the finish line.
China's reluctance to sign the Nuclear
Nonproliferation Treaty (NPT), for in-
stance, was outdone in itstheatricality only
by the palaver in getting Chinato join the
Comprehensive Test Ban Treaty. China's
participation in the Association of South-
east Asian Nations Regiona Forum—
Asia’'s premier, abeit limited, security
structure—is less acommitment to surren-
der some sovereignty to an international
arrangement than a way to ensure that
nothing is done to limit China's ability to
pursueitsown national security objectives.
China matters in arms control mainly be-
cause it effectively blocks accords until
doing so ends up damaging China’s inter-
national reputation.

Only on the Korean Peninsula do
China's capacities seriously affect U.S.
policy. One often hears that China matters
because it is so helpful in dealing with
North Korea. This is flatly wrong. Only
once this decade did Beijing join with
Washington and pressure Pyongyang—in
bringing the rogue into compliancewithiits
NPT obligations in the early phases of the
1994 North Korean crisis. On every other
occasion, Chinahas either done nothing to
help Americaor actively helped North Ko-
rearesist U.S. pressure—most notoriously
later in the 1994 crisis, when the United
States was seeking support for sanctions
and other coercive action against North
Korea. Thusthe pattern is the same. China
mattersin the same way any middle-power
adversary matters: it is a problem to be
circumvented or moved. But China does
not matter because it is a potential strate-
gic partner for the West. In that sense,
China is more like Russia than either
cares to admit.

DOES CHINA MATTER
POLITICALLY?

THE EASIEST category to assess—although
the one with the fewest statistics—is how



much China mattersin international politi-
cal terms. To be fair to the Chinese, their
recent struggle to define who they are and
what they stand for is merely the latest
stage of at least 150 years of soul-searching.
Ever since the coming of Western power
demonstrated that China’'s ancient civili-
zation was not up to the challenges of
modernity, China has struggled to under-
stand its place in the wider world. The
past century in particular has been riddled
with deep Chinese resistance to the es-
sential logic of international interdepen-
dence. It has also been marked by failed
attempts to produce a China strong
enough to resist the Western-dominated
international system—consider the Boxer
movement, the Kuomintang, or the Chi-
nese Communist Party (ccp). Fifty years
after the Chinese communist revolution,
the party that gave the Chinese people the
Great Leap Forward (and 30 million dead
of famine) and the Cultural Revolution
(and perhaps another million dead as well
as a generation destroyed) is devoid of
ideological power and authority. In the ab-
sence of any other political ideals, reli-
gions and cults such as the Falun Gong
(target of a government crackdown this
summer) will continue to flourish.
China's latest attempt to strengthen it-
self has been the past 20 years of economic
reforms, stimulated by other East Asians
success in transforming their place in the
world. But the discourse on prosperity that
elicited praise for the order-sustaining
“Asian values’ or Confucian fundamentals
was burned in the bonfire of certaintiesthat
was the Asian economic crisis. Chinawas
left in another phase of shock and self-
doubt; hence, economic reforms stalled.
Under these circumstances, Chinaisin
no position to matter much as a source of
international political power. Bizarre as
old-style Maoism was, at |east it was a bea-
con for many in the developing world.
Chinanow is abeacon to no one—and, in-
deed, an aly to no one. No other suppos-
edly great power is as bereft of friends.
Thisis not just because China, once prom-
inent on the map of aid suppliers, has be-
come the largest recipient of internationa
aid. Rather, Chinaisaonebecauseit abhors
the very notion of genuine international in-
terdependence. No country relishes having
to surrender sovereignty and power to the
Western-dominated global system, but
Chinais particularly wedded to the belief
that it is big enough to merely learn what it
must from the outside world and still retain
control of its destiny. So China's neigh-
bors understand the need to get on with

China but have no illusions that China
feels the same way.

China does not even matter in terms of
global culture. Compare the cultura (not
economic) role that India plays for ethnic
Indians around the world to the pull ex-
erted by China on ethnic Chinese, and one
sees just how closed China remains. Of
course, India s cultural tieswith the Atlan-
tic world have always been greater than
China's, and India s wildly heterogeneous
society has always been more accessible to
the West. But measured in terms of films,
literature, or the arts in general, Taiwan,
Hong Kong, and even Singapore are more
important global influences than a China
still under the authoritarian grip of aruling
Leninist party. Chinese citiesfighting over
who should get the next Asian Disneyland,
Chinese cultural commissars squabbling
over how many American films can be
shown in Chinese cinemas, and ccp bosses
setting wildly fluctuating Internet-access
policiesareall evidence of just how might-
ily China is struggling to manage the
power of Western culture.

In fact, the human-rights question best
illustrates the extent to which China is a
political pariah. Chinese authorities cor-
rectly note that life for the average citizen
has become much more free in the past
generation. But as Zhu admitted on hisre-
cent trip to the United States, Chind streat-
ment of dissenters remains inhuman and
indecent.

Still, China deserves credit for having
stepped back on some issues. That China
did not demand the right to intervene to
help Indonesia s ethnic Chinese during the
1998-99 unrest was correctly applauded as
asign of maturity. But it was also asign of
how little international leadership China
could claim. With a human-rights record
that made Indonesia seem a paragon of vir-
tue, China was in no position to seize the
moral high ground.

Measuring global political power isdif-
ficult, but China s influence and authority
are clearly puny—not merely compared to
the dominant West, but also compared to
Japan before the economic crisis. Among
the reasons for China's weakness is its
continuing ambiguity about how to man-
age the consequences of modernity and in-
terdependence. China's great past and the
resultant hubris make up much of the prob-
lem. A Chinathat believes the world natu-
rally owes it recognition as a great
power—even when it so patently is not—
isnot really ready to achieve greatness.
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DOESIT MATTER IF CHINA
DOESN'T MATTER?

THE MIDDLE KINGDOM, then, is merely a
middle power. It is not that China does not
matter at all, but that it mattersfar lessthan
it and most of the West think. China mat-
ters about as much as Brazil for the global
economy. It is a medium-rank military
power, and it exerts no poalitical pull at all.
China matters most for the West because it
can make mischief, either by threatening
its neighbors or assisting anti-Western
forces further afield. Although these are
problems, they will be more manageable if
the West retains some sense of proportion
about China's importance. If you believe
that China is a major player in the global
economy and a near-peer competitor of
America’s, you might be reluctant to con-
strain its undesired activities. You might
asoindulgein the “pander complex”—the
tendency to bend over backward to accom-
modate every Chinese definition of what
insults the Chinese people's feelings. But
if you believe that Chinais not much dif-
ferent from any middle power, you will be
more willing to treat it normally.

This notion of approaching China as a
normal, medium power isoneway to avoid
the sterile debates about the virtues of en-
gaging or containing China. Of course, one
must engage a middle power, but one
should also not be shy about constraining
its unwanted actions. Such a strategy of
“constrainment” would lead to a new and
very different Western approach to China.
One would expect robust deterrence of
threats to Taiwan, but not pusillanimous
efforts to ease Chinese concerns about
TMD. One would expect a tough negotiat-
ing stand on the terms of China sWTO en-
try, but not Western concessions merely
because China made limited progress to-
ward international transparency standards
or made us feel guilty about bombing its
embassy in Belgrade. One would expect
Western leadersto tell Chinese leadersthat
their authoritarianism puts them on the
wrong side of history, but one would not
expect Western countries to stop trying to
censure human rights abuses in the United
Nations or to fall over themselvesto com-
pete for the right to lose money in the
China market.

To some extent, we are stuck with a de-
gree of exaggeration of China’sinfluence.
It has a permanent U.N. Security Council
seat even though it matters about as much
as the United Kingdom and France, who
hold their seats only because of their pre—



World War Il power. Unlike London and
Paris, however, Beijing contributeslittle to
international society via peacekeeping or
funding for international bodies. China
gtill has a hold on the imagination of
CEOQs, asit hasfor 150 years—all the more
remarkable after the past 20 years, in
which Western companies were bamboo-
Zled into believing that staying for the long
haul meant eventually making money in
China. Pentagon planners, a pessimistic
breed if ever there was one, might be for-
given for believing that China could even-

tualy become a peer competitor of the
United States, even though the military
gap, especialy in high-technology arms,
is, if anything, actually growing wider.
Nevertheless, until Chinaiscut downto
size in Western imaginations and treated
more like a Brazil or an India, the West
stands little chance of sustaining a coher-
ent and long-term policy toward it. Until
we stop suspending our disbelief and rec-
ognize the theatrical power of China, we
will continue to constrain ourselves from
pursuing our own interests and fail to con-

strain China s excesses. And perhaps most
important, until wetreat Chinaasanormal
middle power, we will make it harder for
the Chinese people to understand their own
failings and limitations and get on with the
serious reforms that need to come.
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