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Abstract of Dissertation

Strategic Constraints of Economic Interdependence:
South Korea’s Changing Strategy in the Face of a Rising China

This dissertation seeks to answer why South Korea’s scope of strategic shift vis-a-vis a
China that has become more powerful and assertive in the post-Cold War era is limited
and restrained, especially when compared to the dramatic changes in Japan’s strategic
posture in dealing with a rising China in the post-Cold War era. Thus, while Japan has
often been regarded as a prototype case that validates Walt’s balance of threat (BOT)
theory, South Korea’s rather moderate and accommodating approaches to the PRC since
the end of the Cold War have often been mentioned as a case that tends to defy the
theory.

In explaining the anomaly of South Korea’s changing China strategy in the post-Cold
War era from the standpoint of BOT theory, | focus on the changing nature of the
economic interdependence between South Korea and China since diplomatic
normalization in 1992 and demonstrate that holding all else constant, the effects of the
threat posed by a rising China on the strategic decisions of South Korea are weakened to
the extent that the economic interdependence between it and China is asymmetric in
favor of the latter, emerging and potentially threatening power. In my analysis, not only
do I trace the history of South Korea’s gradually shifting China policy during the Cold
War in an effort to provide a background for understanding South Korea’s growing
commercial interests in China; but also, I present an abbreviated account of Japan’s broad

scope of strategic shift regarding China since the end of the Cold War era.
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There is a growing volume of literature on South Korea’s changing modes of response
to a rising China in the post-Cold War era. However, despite the commonly accepted
view that South Korea’s growing reliance on China for sustaining the pace of economic
growth has been playing a critical role in the former’s strategic decision-making
regarding the latter, few have attempted to systematically investigate the impact on South
Korea’s strategic posture of the economic ties between it and China in the post-Cold War
era. This study therefore offers a useful account for understanding South Korea’s limited
scope of strategic shift toward a re-emerging China, taking into account the role of
economics in a country’s strategic decisions regarding a rising great power in a time of

power shift and globalization.
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CHAPTER 1
LIVING AS A SECONDARY STATE
IN THE ERA OF GLOBALIZATION AND POWER SHIFT

“... the smaller is the country the larger is the proportion of its exports to its total output. This renders a
small country especially vulnerable to changes in its exports, first, because a given percentage change in
exports means a relatively large change in the market for its products; and secondly, because the balance of
payments deficit, if one comes into being with a decline in exports, is relatively larger....”

- In Economic Consequences of the Size of Nations®

“If weak states do succeed in developing large mass-producing industries, they must be export-oriented and
hence more dependent on foreign markets.... Since economically weak states depend heavily on external
market conditions, they are more sensitive to foreign developments beyond their control; their economic
dependence on others could easily lead to political dependence as well.”

- Michael Handel, Weak States in the International System2

There is little doubt that the reemergence of China has become one of the features that
define international politics in the post-Cold War era. Michael Mastanduno once noted
that “scholarship responds to the particular features of the international environment, and
that the resulting patterns become institutionalized in academic life.”® Accordingly, the
impact that the recent ascent of China has exerted on the field of International Relations
(hereafter IR) is by no means trivial. Among the most notable influences that can be

detected is a growing effort in the IR scholarship to reinterpret international politics from

! Economic Consequences of the Size of Nations, ed. E.A.G. Robinson (New York: St. Martin’s Press,
1960), p. 197. Cited in Michael Handel, Weak States in the International System (New York: Frank Cass,
1990), p. 224.

2 Michael Handel, Weak States in the International System, pp. 228-9.

8 Michael Mastaduno, “Economics and Security in Statecraft and Scholarship,” International Organization,
Vol. 52, No. 4 (Autumn 1998), p. 829.



the perspective of non-great powers.” Given the fact that the theoretical belief shared
especially by realists that “great tasks can be accomplished only by agents of great
capability...Viewed as the politics of the powerful, international politics can be studied in

terms of the logic of small-number systems™>

has been prevalent in the IR scholarship for
a long time, the growing trend to observe from the viewpoint of non-great powers the
ongoing shifts in the international environment brought on by the growth of China seems

even more dramatic.

This dissertation also looks at things from the standpoint of secondary states and seeks
to explain South Korea’s limited and constrained scope of strategic shift in the face of a
rising, more threatening China in the post-Cold War era, especially when compared to
Japan’s broad scope of strategic shift in coping with an ascending China. By looking at
the changing nature of economic interdependence between South Korea and China, this

study aims to find out how the shifting economic relationship between the two countries

4 Non-great powers usually means countries other than those defined as great powers, including secondary
or second-tier countries, middle powers, small powers, and weak powers. Keohane once noted that, “A
Great Power is a state whose leaders consider that it can, alone, exercise a large, perhaps decisive, impact
on the international system; a secondary power is a state whose leaders consider that it can exercise some
impact, although never in itself decisive, on that system; a middle power is a state whose leaders consider
that it cannot act alone effectively but may be able to have a systemic impact in a small group or through an
international institution; a small power is a state whose leaders consider that it can never, acting alone or in
a small group, make a significant impact on the system.” Robert Keohane, “Liliputians’ Dilemmas: Small
States in International Politics,” International Organization, Vol. 23, No. 2 (Spring 1969), p. 310. Although
Keohane’s criteria that focus on a country’s systemic role are not uncontroversial, they are still regarded as
one of the most useful ways to separate great powers from non-great powers. Adopting Keohane’s
categorization schema, the working definition of a non-great power in this study is any country that does
not have the capability to exert a decisive impact on the international system on its own. Therefore,
countries that are secondary, middle, or small powers should all be classified as non-great powers.

° Waltz, The Theory of International Politics (Illinois: Waveland Press, 1979), pp. 109-131.



from balanced to asymmetric in favor of China has moderated the effects of the threat
posed by a reemerging China on South Korea’s strategic decisions. Applying the same
logic to Japan, this study also presents an abbreviated account of the development of
Japan’s economic relationship with China and examines how Japan’s maintenance of
balanced economic ties with China has provided the country more room for strategic

maneuver in dealing with an ascending China.

There is no clear-cut criterion that distinguishes secondary states from great and small
powers and various attributes are instead used to characterize them; however, it is
relatively uncontroversial compared to other issues that secondary states are to be placed
between the most powerful and the smallest or most insignificant states within the
international system. According to Robert Ross, one of the proponents of categorizing
three types of states (great powers, secondary states, and small powers) on the basis of a
country’s capability to provide for its own security against other states, great powers are
those that can contend in a war with any other state in the system, while secondary states
are those that cannot independently provide for their security against any other state and
that rely on the great powers for their security.® The greatest advantage in adopting
Ross’s categorization can be found in its conceptual parsimony; however, his sole focus
on a country’s defensive capability raises several doubts among IR scholars, who tend to
conceptualize a secondary state in a more complex way than Ross. For instance, why
should a country’s military capability to defend its national security be considered more

significant than its economic prowess, which can potentially be converted to defensive

6 Robert S. Ross, “Balance of Power Politics and the Rise of China: Accommodation and Balancing in East
Asia,” Security Studies, Vol. 15, No. 3 (July-September 2006), p. 357.

3



capability? Does a country’s military might encompass economic power? What dictates a
country’s defense capability? Why are unit-level variables that are assumed to affect a
country’s capability to defend its national security not considered as important as its
capability to contend in a war against any other state? And where does the “systemic

role” of the state, which Keohane considered critical, fit in?

In fact, there is no classification scheme without problems. Therefore, despite these
issues, for the sake of conceptual parsimony and the theoretical purposes of this
study—which I will articulate later in this chapter—this study adopts Ross’s
categorization and combines it with Keohane’s classification so as not to dismiss the
importance of a country’s systemic role in defining it as a secondary state. Therefore, a
secondary state is defined for the purposes of this study as a sovereign actor that (1) may
be able to exercise some impact on the international system with the assistance of others
(mostly, great powers) or through international institutions and that (2) relies on the
great powers for its national security. Although different scholars have so far employed
different attributes to characterize East Asian countries as secondary or second-tier
countries, they have come to agree that China’s neighbors should be classified as
secondary states, including South Korea (the main case of this study) and Japan (a

comparison case), although to a lesser extent.’

" For example, see David C. Kang, China Rising: Peace, Power, and Order in East Asia (New York:
Columbia University Press, 2007); Robert S. Ross and Zhu Feng, eds., China’s Ascent: Power, Security,
and the Future of International Politics (Ithaca and London: Cornell University Press, 2008); Evan S.
Medeiros et al., eds., Pacific Currents: the Responses of U.S. Allies and Security Partners in East Asia to
China’s Rise (Rand, 2008); David Shambaugh, ed., Power Shift: China and Asia’s New Dynamics
(Berkeley: University of California Press, 2005); Herbert S. Yee, China’s Rise: Threat or Opportunity?
(New York: Routledge, 2010); and Kai He, “Institutional Balancing and International Relations Theory:
4



The Research Puzzle

Most recent studies on East Asian countries’ strategic responses toward the rise of China
have tried to address similar research puzzles: why are East Asian countries not balancing
against China’s rise? Why have East Asian countries accommodated rather than balanced
against China’s emergence in recent decades? And why do these countries show a lack of
fear toward an emerging China? In answering those research questions different scholars
have utilized different variables and have therefore presented different theoretical
frameworks to explain East Asian countries’ strategic responses toward an ascending
China. Among these proffered explanations, the allegedly low level of threat posed by a
rising China has so far received the most attention. For instance, analyses built on Walt’s
balance of threat theory (BOT, henceforth) tend to focus on the four sources of threat
Walt formulated—namely, aggregate strength, geographical proximity, offensive
capability and offensive intention.® According to the proponents of this view, the
relatively low level of threat originating from China, which is mainly due to such factors

as China’s “peaceful rise,” its lack of maritime power, and its status as a “developing

Economic Interdependence and Balance of Power Strategies in Southeast Asia,” European Journal of
International Relations, Vol. 14, No. 3 (2008), pp. 489-518. For a more detailed account of how to divide
the category of secondary states into subcategories, see Jonathan H. Ping, Middle Power Statecraft:
Indonesia, Malaysia, and the Asia-Pacific (Aldershot: Ashgate Publishing Limited, 2005).

8 Stephen M. Walt, The Origins of Alliances (Ithaca: Cornell University Press, 1987). With regard to
secondary states’ strategic responses toward a rising great power, Walt argues that: “Although strong
neighbors of strong states are likely to balance, small and weak neighbors of the great powers may be more
inclined to bandwagon. Because they will be the first victim of expansion, because they lack the
capabilities to stand alone, and because a defensive alliance may operate too slowly to do them much good,
accommodating a threatening great power may be tempting.” Stephen M. Walt, The Origins of Alliances
(Ithaca: Cornell University Press, 1987), p.31.



country,”® has prevented the secondary states of East Asia from balancing against an
emerging China. Walt himself, however, once posted on his blog his views on the
growing probability that East Asian countries will balance against China’s rise, mainly
because of the rapid increase in provocative behaviors by China in the region. He predicts
that: “Prospects for balancing ought to be fairly good... Japan has the world’s third
largest economy... Vietnam has never been a pushover... and states like Indonesia and
Singapore possess valuable real estate and (in Singapore’s case) military strength

disproportionate to size.”°

But other scholars, while tending to agree that China is not threatening enough for its
neighbors to balance against its rise, have emphasized different factors to explain why
China is not a threat to them yet—to name a few, identity, changes in domestic politics,
and the development of a favorable relationship between the U.S. and China, which | will
provide a more detailed account of in chapter 4. However, the “absence of fear” or a

“common lack of fear” regarding China that many regional experts claim to observe in

9 Contrary to the predominant view among observers outside mainland China that China can no longer be
considered a developing country since it has the largest foreign reserves in the world, has already overtaken
Japan as the world’s second largest economy and is the third biggest trading power, China claims that it
still is a developing country, pointing to its relatively low per-capita GDP (currently 114™ in the world), the
uneven economic development of its different regions, its industrial structure and its underdeveloped
productivity. Zhu nicely lays out an account of why China should be considered a developing country and
S0 not a threat to East Asia. Zhiqun Zhu, “China and the United States: Learning to Live Together,” Global
Dialogue, Vol. 9, No. 1-2 (Winter/Spring 2007).

lo Stephen M. Walt, “Will Asia Balance a Rising China,” posted on Walt’s blog on the Foreign Policy
website in May 2010. Available at
http://walt.foreignpolicy.com/posts/2010/05/03/balancing_act_asian_version.

6



the region does not seem to be applicable to the case of South Korea.' For instance,
contrary to the claim that South Korea shows a surprisingly low level of fear toward a
growing China, the South Korean public’s perception of China has been deteriorating
rather rapidly, hitting a nadir in 2004-5 and again in 2010, without showing any sign of
recovery since then.'? Moreover, South Korea is facing a changing reality today due to
China’s rise, for such reasons as the escalating threat posed by China’s greater land-based
capabilities, increasing disputes with China in various areas (e.g. the history dispute over
Goguryo, the territorial dispute over Mountain Baekdu, and the maritime dispute over
leodo), China’s economic dominance and mounting influence in North Korea, and export
competition in other world markets. This reality has contributed to the country’s growing
fear of China. But despite this, South Korea has not shown any sign of balancing against
China’s rise. So if an absence of fear is not an accurate description of how such small
East Asian states as South Korea perceive a rising China, and if some regional countries

have still not shown any sign of shifting their strategy toward China despite a growing

Y Eor instance, in the course of answering the question of why East Asian countries have accommodated
China’s rise in recent decades, Kang claims that an “absence of fear” is commonly observed in the region.
He notes that: “...this accommodation of China is due to a specific constellation of interests and beliefs—a
particular mix of identities and the absence of fear...Identity is also central in framing how regional states
interpret China’s rise. East Asian states view China’s reemergence as the gravitational center of East Asia
as natural... Thus to East Asian observers and other states, the likelihood that China will seek territorial
expansion or use force against them seems low. Most see China as desiring stability and peaceful relations
with its neighbors. Although those East Asian neighbors share a common lack of fear regarding China...”
David C. Kang, China Rising, pp. 4-5.

2 tor instance, according to a 2010 survey by the Pew Global Attitudes Project, from 2002 to 2010, South
Koreans’ favorable rating of China slipped from 66 percent to 33 percent. Notably, South Koreans express
growing wariness about the increase in Chinese military capability, with only 7 percent viewing it as a
“good thing,” while 86 percent view it as a “bad thing.” “Obama More Popular Abroad Than at Home,
Global Image of U.S. Continues to Benefit,” Pew Research Center, Pew Global Attitudes Project, June 17,
2010, p. 53.



fear of it, while others are coming closer toward adopting a bolder, more prudent strategy

of balancing, then the research question should be modified.

Therefore, deviating slightly from conventional research puzzles and focusing on the
cases of this study—South Korea and Japan—, this study aims to address the following
questions: under what conditions does South Korea fail to alter its strategic response
toward an increasingly stronger and potentially threatening China despite its willingness
to shift? Why is South Korea more constrained than Japan in shifting their alignment
choices when faced with a stronger and more assertive China? And why has South Korea
not gone as far as Japan in facing a rising China in the post-Cold War era? The central
argument of this study is that all else being constant, the effects of the threat posed by a
rising China on the alignment decisions of a secondary state in East Asia are weakened
to the extent that the economic interdependence between them is asymmetric in favor of
the emerging and potentially threatening China (Figure 1). That is, the scope of
alignment shifts a secondary state of East Asia could make in coping with a rising and
increasingly threatening China will be constrained if the nature of economic
interdependence between the two countries is lopsided in favor of China. Therefore, as
South Korea’s economic relationship with a rising China has become lopsided in favor of
the latter, and its ability to sustain the pace of its economic growth has become
increasingly tied to China’s economy, the country has shown a moderate, constrained
scope of strategic shift from accommodation to hedging in dealing with a China that is
becoming more assertive in the region, while Japan has come closer to balancing against
a rising China. That is, the development of an asymmetric economic relationship between

South Korea and China has moderated the effect of the threat posed by a rising China on
8



South Korea’s strategic decisions regarding its giant neighbor, even as the latter is

becoming more threatening in the region.

Figure 1. Threat, Economic Ties, and Alignment Decision
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Although this study does not seek to reveal the domestic causal mechanisms that could
be created as a result of trade and thereby constrain (or amplify) the effects of the threat
on the secondary state’s strategic decisions about a rising China, there is a voluminous
literature that deals with this issue. Among the factors that are often mentioned as
potentially critical domestic constraints on a state’s strategic decisions about a rising
great power are changes in the balance of power among competing domestic political
coalitions (i.e. internationalists vs. nationalists) as a result of trade;*® the existence of
leaders that are accountable to internationalist economic interests;** and the increasing

structural power of business groups®® due to trade, which enables them to lobby for

13 Ronald Rogowski, Commerce and Coalitions: How Trade Affects Domestic Political Alignments
(Princeton, New Jersey: Princeton University Press, 1989).

14 Seott L. Kastner, Political Conflict and Economic Interdependence across the Taiwan Strait and Beyond
(Stanford, California: Stanford University Press, 2009).

15 Fred Blocks defines structural power of capital as “the ability to resist changes that conflict with the
broad interests of wealth-holders.” Fred Block, “Capitalism without Class Power,” Politics and Society,
Vol. 20, No. 3 (1992), p. 284.



policies that they prefer.’® Although there is an ongoing debate between the statist and
liberal schools regarding the extent to which big business groups in South Korea such as
the chaebols can shape the policy agenda, including security policies, there is an
increasing amount of evidence attesting to the structural power of big business in the

country, which I will lay out in the following chapters.*’
Hand-Tying Effects of Economic Interdependence
On a Secondary State’s Alignment Decisions

Although different scholars tend to put more stress on one chosen factor than on others
depending on what theoretical framework they rely on, there is one variable that is
commonly mentioned as important in understanding the development of the bilateral
relationship between China and East Asian countries in recent decades: the intensification
of their economic interdependence. The lure of the Chinese market, the rapid rise of
Chinese manufacturing prowess, and China’s emergence as the largest export market in
the region are frequently mentioned in explaining the increasing economic stakes the
countries of the region have in relation to China. In fact, many experts on East Asia have
pointed out that the commercial gains that the East Asian countries have achieved by
expanding ties with China are one of the contributing factors leading them to choose
alignment strategies that fall short of balancing even in the face of a China that is

becoming more assertive toward them. These experts have given the strategy different

18 David Hundt, Korea’s Developmental Alliance: State, Capital and the Politics of Rapid Development
(London and New York: Routledge, 2009).

Y Eor a nice summary of the debate, see Ibid., pp. 13-29.
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names, such as “institutional balancing,” “economic bandwagoning,” “dual hedging,” or
simply “hedging”.'® Despite his central focus on identity, Kang also acknowledges the
importance of the pragmatic economic interests of the countries of the region in any

explanation of their tendency to accommodate China’s rise.

The evidence provided here leads to the conclusion that no East Asian state is actively balancing
China. East Asian states see substantially greater economic opportunity in China than they do
military threat, and hence East Asian states accept, rather than fear, China’s expected emergence
as a powerful and perhaps the dominant state in East Asia. They prefer China to be strong rather
than weak, and although the states of East Asia do not unequivocally welcome China in all areas,

they are willing to defer judgment about what China wants.

18 Kai He calls ASEAN countries’ alignment strategy toward a China whose behavior in the South China
Sea is becoming bolder and more assertive “institutional balancing.” He sees the lack of material capability
on their part to stand up to China’s provocations on their own, along with their economic need to maintain
commercial ties with the PRC, as the most significant variables explaining their tendency to choose
“institutional balancing.” Kai He, “Institutional Balancing and International Relations Theory: Economic
Interdependence and Balance of Power Strategies in Southeast Asia,” European Journal of International
Relations, Vol. 14, No. 3 (2008), pp. 489-518. Evelyn Goh presents a similar view to He’s. Evely Goh,
“Power, Interest, and Identity: Reviving the Sinocentric Hierarchy in East Asia,” Asia Policy, No. 6 (July
2008), pp. 148-153. For more detailed accounts of “dual hedge” and “hedging,” see Evan S. Medeiros,
“Strategic Hedging and the Future of Asia-Pacific Stability,” The Washington Quarterly, Vol. 29, No. 1
(2005), pp. 145-167; Denny Roy, “Southeast Asia and China: Balancing or Bandwagoning,” Contemporary
Southeast Asia, Vol. 27, No. 2 (August 2005), pp. 305-322; Mike M. Mochizuki, “Japan’s Shifting Strategy
toward the Rise of China,” Journal of Strategic Studies, Vol. 30, No. 4-5 (2007), pp. 739-776; Eric
Heginbotham and Richard T. Samuels, “Japan’s Dual Hedge,” Foreign Affairs, VVol. 81, No. 5 (Sep.-Oct.
2002), pp. 110-121; David C. Kang, “Between Balancing and Bandwagoning: South Korea’s Response to
China,” Journal of East Asian Studies, Vol. 9, No. 1 (Jan. 2009), pp. 1-28; Yeon-jung Ji, “The Rise of
China and South Korea’s Strategic Flexibility,” Air Power Journal, Vol. 6, No. 4 (Winter 2011), pp. 153-
169; Jeongsuk Lee, “Hedging against Uncertain Future: The Response of East Asian Secondary Powers to
Rising China,” Paper Prepared for the International Political Association XXII World Congress of Political
Science, Madrid, Spain, July 8-12, 2012; Jae-ho Chung, “South Korea between Eagle and Dragon,” Asian
Survey, Vol. 41, No. 5 (Sep.-Oct. 2001), pp. 777-796; Sukhee Han, “From Engagement to Hedging: South
Korea’s New China Policy,” Korean Journal of Defense Analysis, Vol.20, No. 4 (2008); and Intaek Han,
“The Rise of China and South Korea’s Response: The Gap between Behavior and Perception,” Jeju Peace
Institute Working Paper.

19 pavid C. Kang, China Rising, pp. 197-8.
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Although a growing number of studies point to the significance of the pragmatic
economic interests of the secondary states of East Asia in their alignment decisions not to
balance against a potentially threatening China, few studies have systematically tested the
constraining effects of the economic interdependence between China and its neighbors on
the latter’s strategic responses toward the former. Given the fact that different scholars
have demonstrated the constraining effects of economic ties on a country’s tendency to
balance against a rising great power during different periods and in other regions (e.g.
Europe in the interwar period and Uzbekistan and Ukraine toward Russia in the post-
Cold War era), the lack of attention in the literature to the constraining effects of
economic interdependence on the alignment decisions of secondary states of East Asia

toward an emerging China in the post-Cold War era is puzzling.?°

In fact, there are several important benefits in focusing on the nature of the economic
interdependence between secondary East Asian states and an ascending China in analyses
of the former’s alignment responses toward the latter. First and foremost, given that the
secondary states of East Asia are living in an era of globalization and power shift, it
should be assumed that two structural conditions are simultaneously affecting the

countries’ alignment decisions toward a rising China. However, analyses that focus on

20 For instance, Paul Papayoanou nicely lays out a simple matrix to explain European countries’ failure to
balance against an assertive Germany in the interwar period. Paul A. Papayoanou, Power Ties: Economic
Interdependence, Balancing and War (Michigan: The University of Michigan Press, 1999). For a similar
account, see Mark R. Brawley, Political Economy and Grand Strategy: A Neoclassical Realist View (New
York: Routledge, 2010). On the other hand, Eric Miller takes as constants such structural-systemic factors
as changes in the distribution of capabilities and threat, and uses internal-domestic variables such as
internal threats to the regime and economic dependence on Russia as independent variables in his study of
the empirical behavior of Uzbekistan and Ukraine toward Russia. Eric A. Miller, To Balance or Not To
Balance: Alignment Theory and the Commonwealth of Independent States (England: Ashgate, 2006).
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the level of threat posed to East Asian countries by a rising China tend to overemphasize
the effects of one structural condition (uncertainty caused by power shift) at the expense
of those created by the other (economic gains promoted by globalization). Using the
nature of economic ties as an intervening variable may help lessen the probability of
committing the fallacy of overestimating the effect of the threat posed by China on East

Asian countries’ alignment decisions.

Second, examining the nature of the economic interdependence between East Asian
secondary states and an emerging China may help explain why the strategic responses of
the former differ even when the level of each country’s fear of China is equally high.
That is, it will further our understanding of the variation in the regional countries’
alignment decisions even in the face of a mounting threat caused by China’s increasingly

assertive behaviors in East Asia.

Third, analyses of the alignment responses of small states in East Asia toward China’s
rise that have neoclassical realism as their theoretical basis have emphasized the
importance of unit-level variables such as elite consensus and cohesion, social cohesion,
or bureaucratic politics, and tend to argue that the lack of a strong consensus at the elite
or societal level has led these countries to adopt strategies short of balancing toward a

stronger, more threatening China.?* However, these studies do not necessarily provide

21 One of the strong supporters of this view is Randall Schweller. In his analysis of political constraints on
the balance of power, he has contended that: “Because the probability that a state will balance is a function
of the preferences of political elites and social groups, underreactions to dangerous shifts in relative power
may arise for one of two reasons: actors’ preferences, which may be more influenced by domestic than
international concerns, do not create incentives to adopt a balancing policy (even when these same shifts
would cause most other actors to adopt a prudent balancing strategy) or the potential domestic political
risks and costs of balancing are too high.” He calls this strategy “underbalancing.” See Randall L.
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satisfying explanations of the variation in the extent to which these countries show
cohesion at the societal level. The nature of the economic ties between a rising China and
its smaller neighbors may help explain why any given country shows a lack of consensus
at the bureaucratic or societal level in making the decision as to whether or not to balance
against a stronger China. For instance, provided that a country’s economic and security
ministries, and its export and import sectors, hold conflicting views on how to respond to
China’s emergence, and that these divergent views tend to affect the level of the
country’s societal cohesion, examining the nature of the economic interdependence
between the country and China may help us understand the lack of consensus in the

country as to alignment decisions about a growing China.

Regardless of the merits of such an approach, it would be extremely challenging for
this study to simultaneously scrutinize these three causal mechanisms by analyzing the
nature of economic interdependence between China and its secondary state neighbors.
Thus, this study focuses on finding the causal connections between the variables: the
rising level of threat by China (an independent variable), the nature of economic
interdependence between a rising China and a given secondary state in East Asia (an

intervening variable), and the scope of the latter’s alignment shifts (a dependent variable).

Schweller, Unanswered Threats: Political Constraints on the Balance of Power (Princeton and Oxford:
Princeton University Press, 2006), p.46. For more detailed accounts of neoclassical realists’ views on the
lack of balancing, see Neoclassical Realism, the State, and Foreign Policy, Steven E. Lobell et al., eds.
(New York: Cambridge University Press, 2009). For detailed accounts based on neoclassical realism of
East Asian countries’ alignment choices short of balancing, see Schweller, “Managing the Rise of Great
Powers: History and Theory,” in Engaging China: The Management of an Emerging Power, Alastair lain
Johnston and Robert S. Ross, eds. (London: Routledge, 1999), pp. 1-31; and Kuik Cheng-Chwee, “The
Essence of Hedging: Malaysia and Singapore’s Response to a Rising China,” Contemporary Southeast
Asia, Vol. 30, No. 2 (August 2008), pp. 159-185.
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Two cases have been selected for this project: South Korea as the main case and Japan as

a comparison case.
South Korea and Japan in the Face of China’s Rise

Whether Japan should be characterized as a secondary state is a controversial matter.
Structural realists such as Mearsheimer and Ross are inclined to classify Japan this way,
mainly because of its status as a junior security partner of the United States. While
Mearshiemer contends that two requirements would have to be satisfied for Japan to
reemerge as a great power—namely, its acquisition of a nuclear deterrent independent of
the U.S. nuclear umbrella and stronger conventional forces®> —Ross has argued that
Japan should be considered a secondary state that pursues its national security within the
framework of its alliance with the U.S., mainly because the country cannot provide for its
own security in a conflict with the U.S.Z On the other hand, those who consider Japan’s
economic prowess critical due to its potential to be converted into military capability at
any time tend to view Japan as a great power. However, other issues must be considered,
such as how big a country’s economy should be to qualify it for great power status and
which economic indicators—for example, GDP versus GDP per capita—should be used

for the measurement. Furthermore, more than the three categories of great, secondary,

22 Glen H. Snyder, “Mearsheimer’s World—Offensive Realism and the Struggle for Security: A Review
Essay,” International Security, Vol. 27, No. 1 (Summer 2002), p. 169. In his book The Tragedy of Great
Power Politics, Mearsheimer has contended that being a great power “requires a surplus of power over
appropriateness to cover uncertainties, possible miscalculation, and future surprises.” P. 155. See John J.
Mearsheimer, The Tragedy of Great Power Politics (New York: W. W. Norton, 2001), p. 34-5.

23 Robert S. Ross, “Balance of Power Politics and the Rise of China: Accommodation and Balancing in
East Asia,” p. 357.
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and small powers are required if we are speaking of states’ economic prowess, a
requirement that would surely reduce the conceptual parsimony that this study pursues.
Therefore, since many previous studies on the strategic responses of East Asian countries
in the face of China’s rise have compared Japan’s bolder, more prudent strategic choices
to the others’ less adventurous alignment decisions, this study examines South Korea’s

changing China policy in comparison to J apan’s.24

There are several important merits in choosing South Korea and Japan as the cases for
this study, which seeks to explain the constraining effects of economic interdependence
between China and secondary East Asian states on the latter’s alignment decision
regarding the former. First, they share several critical aspects that can be controlled

for—such as the U.S. alliance system, > geographical proximity to China (both are

24 A good example is Elena Atanassova-Cornelis’s study, which compares Japan and Taiwan’s changing
China policy in the second half of the 2000’s. She articulates three reasons for choosing Japan and Taiwan
as the cases of the study: (1) the two countries’ status as “not normal states”; (2) a “dualism” dilemma the
two countries face in their security and foreign economic policies; and (3) major changes in their domestic
politics in the latter half of the 2000’s. Elena Atanassova-Cornelis, “Shifting Domestic Politics and
Security Policy in Japan and Taiwan: The Search for a Balancing Strategy between China and the US,”
Asia-Pacific Review, Vol. 20, No. 1 (October 2013), pp. 55-78.

2% Four East Asian countries are regarded as critical security partners of the United States in the region:
Japan, South Korea, the Philippines, and Taiwan (the Republic of China). However, only Japan and South
Korea have been maintaining the formal alliance relationship with the U.S. Although the U.S. has an
implicit commitment to defend Taiwan, Washington has been supporting the “One China” policy since the
Clinton administration. Also, with the Philippine Senate failing to ratify the Philippine-American
Cooperation and Friendship Treaty of 1991 (PACT) in September 1991, the Philippines lost its status as a
formal security ally of the U.S. However, starting in 2001, the U.S. global war on terror, and later the
tension between China and the U.S. in the South China Sea from 2008, helped restore the U.S.-Philippines
strategic partnership. For a brief description of the security relationships between the U.S. and the four East
Asian countries, see Ted Galen Carpenter, “East Asian Security Commitments,” Cato Handbook for
Policymakers (Cato Institute, 7" edition). For a concise sketch of the U.S.-Philippine security partnership,
see Renato Cruze De Castro, “Return to Relevance: The Philippine-U.S. Alliance,” World Politics Review,
July 9, 2013. Available at http://www.worldpoliticsreview.com/articles/13072/return-to-relevance-the-
philippine-u-s-alliance.
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located in Northeast Asia), increasing disputes with China in several areas (historical,
territorial, and maritime), and domestic conditions (an experience of divided government,
democratic domestic institutions, and generational change in leadership). However, some
might still find differences in these features and seek to explain the two countries’
differing modes of response toward an emerging China on that basis. For instance, the
geographical proximity between Taiwan and the Senkaku/Diaoyu islands (221.06
miles)— which both Japan and China claim—may be viewed as a condition that has
alerted Japan more than other regional countries to the hazards of China’s rise.?®
However, other disputed areas, such as leodo/Suyan Rock (635 miles) and the Spratly
Islands (535 miles), are closer to Taiwan. Not only does the difference between the
distances (414 miles and 314 miles, respectively) appear insignificant in explaining the
different patterns of the two countries’ responses to China; it is also the case that the
distance between Taiwan and Tokyo (1346.08 miles) is greater than that between Taiwan
and Seoul (919 miles) and that between Taiwan and Manila (749 miles). Moreover,

securing the sea lanes of communication (SLOC) in the Asia-Pacific is equally critical to

all of the East Asian countries in order to safeguard seaborne trade.

Despite the features the two countries share in common, Japan and South Korea differ
in the size of their economies, the degree to which they depend on exports for economic
growth (as opposed to domestic demand), and thus in the nature of their economic
interdependence with China. These differences definitely provide a valuable opportunity

to investigate the constraining role that economic ties with China play in the countries’

26| wish to thank Professor Mochizuki for raising this point during a talk about how to compare the level
of threat from China experienced by each country in the region.
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alignment decision in the face of its rise. The figures below present a useful guide for

comparing South Korea’s economic relationship with China to Japan’s.

Figure 2
Exports of Goods and Services (% of GDP)
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Figure 2-1
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Figure 3
Export Dependence on the U.S. and Chinese Markets
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=& South Korean exports' dependence on China market
== South Korean exports' dependence on the U.S. market
Japanese exports' dependence on China market
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Second, in previous studies that have turned to South Korea and Japan to test the
validity of balance of threat theory in explaining East Asian regional politics since the
end of the Cold War, South Korea has often been treated as a case that deviates from the
predictions of balance of theory whereas Japan is held up as a case that corroborates
Walt’s theory. Their differing patterns of reaction toward an emerging China have been
explained with different variables. Alternative explanations tend to highlight such
variables as the different levels of threat the two countries face, different domestic
conditions, greater U.S. pressure on Japan, and the North Korean factor. Although such
analyses have furthered our understanding of the two countries’ strategic behavior in the

face of a rising China, they also have their weak points.
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First, contrary to the view that Japan’s fear of China is much higher than South
Korea’s, a series of developments caused by China’s rise have heightened South Korean
concern about China since 2003, as briefly mentioned above. The ongoing history
disputes over Goguryo, Balhae and Dano, territorial disputes over the ownership of the
Socotra Rock (leodo in Korea and Suyan Rock in Chinese), increasing export
competition in third-country markets, Beijing’s economic dominance over North Korea
and its unrelenting support for Pyongyang have all played a role. The fact that South
Korean public opinion was briefly favorable toward China (mostly from 1998 to 2002, a
period that coincided with deteriorating views of the U.S.) is an anomaly that cannot help

explain the country’s growing apprehensions about a rising China.

Second, in studies that place greater weight on Japan’s domestic factors than on
structural conditions,?’ changes in leadership (often described as generational change)

and shifts in the balance of power between bureaucracies® are frequently mentioned to

2T One of the most prominent supporters of this view is Peter Katzenstein. He has asserted that: “Japan’s
security policy will continue to be shaped by the domestic rather than the international balance of power.”
Peter J. Katzenstein, Cultural Norms and National Security: Police and Military in Postwar Japan (Ithaca:
Cornell University Press, 1996), p. 204. However, with regard to Katzenstein’s focus on Japan’s domestic
politics in examining the country’s security policy, Samuels has noted: “Neither Pyle nor Katzenstein is
entirely wrong, and both acknowledge that domestic and international politics play off each other in
Japanese history. Both appreciate how domestic political processes can mediate international pressures on
policymakers—and vice versa. But as there is no telling a priori which would drive the construction of
Japanese grand strategy, there is no compelling reason to privilege one or the other.” Richard J. Samuels,
Securing Japan: Tokyo’s Grand Strategy and the Future of East Asia (Ithaca and London: Cornell
University Press, 2007), p.4.

28 Takao Sebata, Japan'’s Defense Policy and Bureaucratic Politics, 1976-2007 (Lanham, Maryland:
University Press of America, Inc., 2010). Sebata contends that major players in Japan’s defense policy
making are “the LDP’s Diet members including Kokubozoku, who have expertise on defense issues and
influence over the defense budget and defense policy, and bureaucrats in the Defense Agency, which
became the Defense Ministry in 2007, the Ministry of Foreign Affairs, and the Ministry of Finance.” For
instance, the differing views on China’s rise in the mid-1990s between the LDP and the MITI on the one
hand and the SDP on the other led Tokyo to eliminate a section indicating a Chinese threat in the draft of
20



explain Japan’s shifting stance on China. But such domestic changes can only provide “a

»29 and the validity of these two

limited explanation for the dynamics of Japanese politics,
domestic variables is lower in the case of South Korea. For instance, despite the dramatic
generational change that took place with the advent of the Roh Moo Hyun administration,
which undertook a progressive shift in terms of policy making, South Korea somewhat
elevated the importance of its alliance with the U.S. and shifted its strategic posture
toward China from accommodation to hedging. In short, the domestic conditions that are

frequently mentioned as important factors in explaining Japan’s changing China policy

do not appear to play any significant role in understanding South Korea’s China policy.

Third, the fact that increasing pressure from Washington since the end of the Cold
War has led Japan to assume a more active role in safeguarding regional security from
the rising threat posed by China does not necessarily imply that Washington has not
exercised any less influence on the South Korean government in its effort to make the
latter join in U.S.-led regional security initiatives. Likewise, it would be unwise to expect
one variable to explain the variation within and across the two countries’ alignment

stances in the face of a rising China. The introduction of the changing nature of economic

the 1995 NDPO prepared by the Defense Agency. On the other hand, as the Defense Agency was promoted
to the Ministry of Defense in 2007 and accordingly its influence in defense policy making grew, its views
on the regional security environment were better reflected in later NDPOs. Pp. 259-291.

2% 3. Patrick Boyd and Richard J. Samuels, “Prosperity’s Children: Generational Change and Japan’s Future
Leadership,” Asia Policy, No. 6 (July 2008), pp. 15-51. Two of the main findings of the study are: “(1)
Generational differences are most significant in domestic economic policy, where the eldest cohort favors
maintaining the institutions of Japanese-style capitalism more than both younger cohorts; (2) Although the
youngest cohort favors more muscular security policies than do the elder cohorts, only one instance of this
generational difference proves statistically significant.” The only security issue on which the different
generations had divergent views was whether Japan should increase its defense capabilities. According to
Boyd and Samuels’s results, the youngest cohort supported this more than the midcareer generation. Pp. 16
and 47.

21



interdependence with a rising China into the analysis of South Korea and Japan’s shifting
strategic postures toward China will definitely deepen our understanding of numerous

phenomena that the alternative explanatory frameworks cannot explain well.

In the search for the constraining effects on the alignment decisions of a secondary
East Asian state’s economic ties with a rising China, | will provide a very detailed
account of South Korea’s changing China policy in 1950-2010 and compare it with
Japan’s dramatic strategic shift regarding China. First, analyzing South Korea’s changing
China policy from containment to accommodation during the Cold War (1950-1991)
from the standpoint of the country’s changing internal and external economic conditions
will provide a useful background for understanding that South Korea’s rapidly growing
economic relationship with China in the post-Cold War era has not occurred in a vacuum.
Second, based on the historical background, I will connect South Korea’s China policy to
its grand plans to sustain the country’s economic growth, alongside the security policies
the country has pursued (i.e. the Kim Dae Jung administration’s Sunshine policy) and
show how the country’s rapidly increasing dependence on China for its economic growth,
partly as a result of the government’s own policies, has often constrained it in shifting its

strategic posture toward a more threatening China.

Summary

One of the most prominent influences that the rise of China has exercised in the field of
International Relations is the increasing effort among IR scholars to interpret
international politics from the perspective of non-great powers. The literature on East

Asian countries’ responses to an emerging China has increasingly adopted the standpoint
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of secondary states. In search of answers as to why East Asian countries have
accommodated rather than balance against China’s ascent, many scholars point to a “lack
of fear” of China across the region. However, this study negates that assumption and
instead seeks to find out under what conditions a secondary state in East Asia fails to alter
its strategic response toward an increasingly strong and potentially threatening China,
despite being willing to make such a shift. Using South Korea as the main case of this
study and comparing it to the case of Japan, | aim to demonstrate the validity of my
central argument: that the effects of the threat posed by a rising China on the alignment
decisions of a secondary state in East Asia are weakened to the extent that the economic
interdependence between them is asymmetric in favor of the emerging and potentially
threatening China. The introduction of this new variable—the nature of economic
interdependence—to the analysis may help deepen our understanding of these regional

countries’ changing strategic posture in the post-Cold War era.

Chapter Outline

The introductory chapter has identified the object, the scope, and the research puzzle of
this study. It has elucidated why comparing the main case of South Korea to the
comparison case of Japan is useful in deepening our understanding of the constraining
effects of economic ties with China on the alignment decisions of the secondary states in
East Asia. This chapter has also explained how | will present the evidence to justify the

central argument of this study.

Chapter 2 defines and compares the important concepts of this study—namely,

asymmetric economic interdependence (vs. symmetric economic interdependence),
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balancing (vs. balance of power and power balances), and secondary states (vs. great
powers). Chapter 3 assesses how the structural shift from the Cold War to the post-Cold
War era and the emergence of globalization have changed the incentives for secondary
states to pursue national security and economic wealth and have altered the menu of
policy choices they have with regard to great power relations. In this chapter I also
review conventional IR theories about the alignment responses of secondary states,
examine how they differ from each other, and explore what pitfalls and promises each
theory has in analyzing today’s secondary states’ alignment responses toward a rising
great power. In so doing, this chapter also provides an explanation of why the
conventional approach to secondary states’ strategic behaviors fails to reflect the
changing structure of the post-Cold War international system, and how this failure has
contributed to the general lack of understanding of secondary states’ alignments in the

post-Cold War era.

Chapter 4 deals with the research design of this study. It identifies the dependent
variables (the extent to which secondary states can shift their alignment choices in
dealing with a rising great power in a given region) and independent variables
(asymmetric economic interdependence and material capabilities). This chapter also
presents parameters for measuring these variables, contrasts the contending hypotheses
created by different theoretical perspectives (liberalism vs. realism, structural realism vs.
neoclassical realism) and presents this study’s model for explaining secondary states’
alignment responses toward a rising great power. The rationale for this study’s case

selection is also articulated in this chapter.
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Chapters 5 goes over the China policies of South Korea in the Cold War era, with a
focus on how the latter country’s economic interests shaped its relations with China. On
the basis of the historical case study, Chapters 6 delves into how South Korea’s
alignment strategies toward a rising China have changed in the post-Cold War era. This
chapter also shows how the extent to which the South Korean economy is asymmetrically
(or symmetrically) interdependent on China’s economy has affected the country’s
decision to shift its alignment responses toward China, controlling for other factors.
Chapter 7 presents Japan’s China policy during the Cold War and post-Cold War periods

for comparison with the case of South Korea.

Chapter 8 concludes by summing up the main argument of this study and discussing
the policy and theoretical implications of its findings, while laying out the limitations of
this study. This chapter also suggests directions for future research on secondary states’

alignment strategies toward a rising great power.
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CHAPTER 2
DEFINING THE CONCEPTS BY COMPARISON AND CONTRAST

“The classical view holds that all instances of a concept share common properties that are necessary and
sufficient conditions for defining the concept. The probabilistic view denies that there are defining
properties, and instead argues that concepts are represented in terms of properties that are only
characteristic or probable of class members. Membership in a category can thus be graded rather than all-
or-none, where the better members have more characteristic properties than the poorer ones. The exemplar
view agrees with the claim that concepts need not contain defining properties, but further claims that
categories may be represented by their individual exemplars, and that assignment of a new instance to a
category is determined by whether the instance insufficiently similar to one more of the category's known
exemplars.”

- Douglas L. Medin and Edward E. Smith*

There is little agreement among scholars across various fields of research about what
constitutes concepts. Though they largely agree that defining a concept means
classifying groups by the properties they share, scholars in different fields of research
tend to present different views on how similar (or how different) things should be
categorized. However, what can be said for sure as of this writing is that more and more
scholars are adopting the probabilistic view, which denies that class members have
defining properties, and are moving away from the classical view of concepts. In this
chapter 1 will also adopt the probabilistic view of concepts, considering the relative
aspects of concepts important for this study, elaborating both similarities and differences

between them and defining them accordingly. These concepts are balancing (vs. balance

! Douglas L. Medin and Edward E. Smith, “Concepts and Concept Formation,” Annual Review of
Psychology, Vol. 35, No. 1 (1984), p. 115.



of power), asymmetric economic interdependence (vs. symmetric economic

dependence), and secondary states (vs. great powers).
Balance of Power vs. Balancing

Since the end of the Cold War, a hot topic that has involved many IR scholars from
different theoretical traditions is whether realism is obsolete in explaining international
politics since the collapse of the Soviet Union.? The absence of attempts to balance
against the unipolar power, the United States, and the continuing “stability” of the
international system without an equilibrium of power between major actors are powerful
arguments for the opponents of realism. These scholars claim that, “Although realism’s
concepts of anarchy, self-help, and power balancing may have been appropriate to a
bygone era, they have been displaced by changed conditions and eclipsed by better
ideas. New times call for new thinking. Changing conditions require revised theories or

entirely different ones.”

Apart from the question of whether these arguments against realism accurately

capture the essence of the post-Cold War era, the real problem that complicates the

2 For example, see Richard Ned Lebow, “The Long Peace, the End of the Cold War, and the Failure of
Realism,” International Organization, Vol. 48, No. 2 (Spring 1994), pp. 249-277; Jeffrey W. Legro and
Andrew Moravcsik, “Is Anybody Still a Realist?” International Security, Vol. 24, No. 2 (Fall 1999), pp. 5-
55; Bruce Russett, Grasping the Democratic Peace: Principles for a Post-Cold War Peace (Princeton, N.J.:
Princeton University Press, 1993); Paul Schroeder, “Historical Reality vs. Neorealist Theory,”
International Security, Vol. 19, No. 1 (Summer 1994), pp. 108-148; and John A. Vasquez, “The Realist
Paradigm and Degenerative vs. Progressive Research Programs: An Appraisal of Neotraditional Research
on Waltz’s Balancing Proposition,” American Political Science Review, VVol. 91, No. 4 (December 1997),
pp. 899-912.

3 Kenneth N. Waltz, “Structural Realism after the Cold War,” International Security, Vol. 25, No. 1
(Summer 2000), p. 5.
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discussion of how relevant realism still is in understanding today’s world politics is that
IR scholars, when laying out their own thoughts on this subject, rarely differentiate
between balance of power and balancing. They use these two concepts interchangeably,

which often leads readers confused.

For example, balancing, which is usually viewed as one of the alignment
strategies states choose (or are forced to choose) against a rising power (or belligerents)
in the international system where the power equilibrium has been ruptured, does not
necessarily imply that the balance of power—a power equilibrium between the great
powers—will automatically be restored if balancing by lesser power succeeds. In the
same manner, the existence of a balance of power in the international system does not
necessarily indicate that there cannot be balancing against any given country in the
system. Therefore, arguments that equate the lack of balancing with an imbalance of
power or vice versa commit the fallacy of treating two distinct concepts as if they were
one. Therefore, not only is there “no single balance of power theory, but instead a
variety of balance of power theories that involves discrete hypotheses that have yet to be
integrated into a well-developed theory,”* but also “we actually confront three subgenres
of theories related to the balance of power: balance of power theory, theories of power
balances, and theories of balancing. These classes of theories intersect with one

another.”®

4 Jack S. Levy, “What Do Great Powers Balance Against and When?” In T.V. Paul, James J. Wirtz, and
Michael Fortmann, eds., Balance of Power: Theory and Practice in the 21st Century, p. 31.

® Daniel H. Nexon, “The Balance of Power in the Balance,” World Politics, Vol. 61, No. 2 (April 2009), p.
335.
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Nonetheless, as Medin and Smith have stated, “Concepts are represented in
terms of properties that are only characteristic or probable of class members.
Membership in a category can thus be graded rather than all-or-none, where the better
members have more characteristic properties than the poorer ones.”® Likewise, the
concept of balancing and that of the balance of power overlap. According to Nexon,
“Balance of power theories always supply theories of power balances and at least partial
theories of balancing. ... Theories of balancing frequently imply theories of power
balances, but we can treat particular claims about how, when, and why states adopt
balancing policies as independent from explanations for the formation of systemic
power balances.”” Thus, while it is implausible to draw a hard line between the balance
of power and balancing, it is critical to distinguish balancing from balance of power for

the sake of this study.
Balance of power as a recurring pattern of the international system

Even realists do not always mean the same thing by the balance of power. “Balance of
power is seen by some as being akin to a law of nature; by others, as simply an outrage.
Some view it as a guide to statesmen; others as a cloak that disguises their imperialist
policies. Some believe that a balance of power is the best guarantee of the security of
states and the peace of the world; others, that it has ruined states by causing most of the

wars they have fought.”® According to Waltz, most of the confusion over balance-of-

® Medin and Smith, op. cit.
7 .
Nexon, op. cit.

8 Waltz, Theory of International Politics, p. 117.
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power theory and the different meanings attached to it by different IR scholars derive

from a misunderstanding of assumptions about states.’

However, despite their diverging views on what derives states (or statesmen) to
try to restore the balance of power in the international system'® and what the balance of
power means in international politics, proponents of balance of power theory tend to
agree that “States (or at least the major ones) act to prevent any one of them from

gaining hegemony, and that their aggregate actions in the long run tend to produce a

recurrent phenomenon of power being balanced among them [emphasis added].”**

Focusing on structural constraints pressuring states to compete, socialize, and

emulate to maintain a balance of power, Waltz argues as follows:

Balance-of-power theory explains a result (the recurrent formation of balances of
power), which may not accord with the intentions of any of the units whose actions
combine to produce that result. To contrive and maintain a balance may be the aim of
one or more states, but then again it may not be. According to the theory, balances of
power tend to form whether some or all states consciously aim to establish and maintain
a balance, or whether some or all states aim for universal domination...Balance-of-
power politics prevail wherever two, and only two, requirements are met: that the order
be anarchic and that it be populated by units wishing to survive [emphasis added].12

% Waltz in Theory of International Politics lays out three assumptions about states. “They are unitary actors
who, at a minimum, seek their own preservation and, at a maximum, drive for universal domination. States,
or those who act for them, try in more or less sensible ways to use the means available in order to achieve
the ends in view.” Waltz, op. cit., p. 118.

19 Classical realists such as Morgenthau place the dynamics that contribute to recurring balance of power in
the international system in a human tendency to maximize their power. On the other hand, structural
realists such as Waltz see the anarchical structure of the international system where states are assumed to
endeavor to secure their survival as a primary source of the recurring pattern of balance of power. See Hans
Morgenthau, Politics among Nations: The Struggle for Power and Peace and Kenneth N. Waltz, Theory of
International Politics.

1 Steve Chan, Looking for Balance: China, the United States, and Power Balancing in East Asia, p. 23.

12 Waltz, op. cit., pp. 119-121.
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Thus, balance of power is the result of the uncoordinated, and maybe unintended as
well, actions of states, which should be distinguished from balancing, which is viewed

as a deliberate (and sometimes coordinated) action by states to deter a rising power.
Balancing as an intended act by a state toward a specific target state

Theories of balancing seek to explain the conditions under which states adopt balancing
strategies, that is, when states choose to balance and how they go about it.** Such
theories may suggest that actors can choose alignment options other than balancing,
which is a challenge to one of main themes of balance of power theory.** As Nexon
notes, “Even theories that posit the ubiquity of balancing strategies need not imply that
these strategies aggregate into systemic power balances...Theories of balancing are
logically distinct from both balance of power theories and theories of power balances.”*
The term balancing is therefore distinct from a balance of power. As opposed to the
unintended and not necessarily coordinated characteristics of a balance of power, “the
very idea of balancing suggests intentionality and, moreover, a target whose prospective
capabilities are the object of one’s concern. Balancing entails a focus on a specific

country with the aim of deterring it, and if deterrence fails, defeating its aggression.”®

13 William C. Wohlforth et al., “Introduction: Balance and Hierarchy in International Systems.” In Stuart J.
Kaufman, Richard Little, and William C. Wohlforth, eds., The Balance of Power in World History
(London: Palgrave Macmillan, 2007), pp. 9-10.

14 Randall L. Schweller, “Bandwagoning for Profit: Bringing the Revisionist State Back In,” International
Security, Vol. 19, No. 1 (Summer 1994), pp. 72-107.

15 Nexon, “The Balance of Power in the Balance,” p. 340.

18 Steve Chan, Looking for Balance: China, the United States, and Power Balancing in East Asia, pp. 35-
36.
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According to Waltz, methods of balancing fall largely into two categories: internal
efforts (so-called internal balancing and moves to increase economic capability and
military strength, as well as to develop clever strategies) and external efforts (in other
words, external balancing—moves to strengthen and enlarge one’s own alliance or to
weaken and shrink an opposing one).” Similarly to Waltz, both Schweller and Kang
adopt a traditional view of balancing, although they disagree on why states sometimes
tend not to balance against a rising power: “Balancing means the creation or aggregation
of military power through internal mobilization or the forging of alliances to prevent or
deter the territorial occupation or the political and military domination of the state by a
forging power or coalition.”® In a similar vein, Kang defines balancing narrowly, “as
preparations for the use of force, or ‘hard’ balancing: military buildups and defense

spending, or countervailing military alliances aimed at an adversary.”*°

However, Pape, along with Paul, rejects such a stringent definition of balancing
and adopts a more expansive one. On the assumption that under unipolarity,
countervailing power dynamics first emerge more subtly in the form of “soft balancing,”

Paul classifies soft balancing as one type of balancing:

Soft balancing involves tacit balancing short of formal alliances. It occurs when states
generally develop ententes or limited security understandings with one another to
balance a potentially threatening state or a rising power. Soft balancing is often based on
a limited arms buildup, ad hoc cooperative exercises, or collaboration in regional or

= Waltz, op. cit., p. 118.

18 Randall L. Schweller, Unanswered Threats: Political Constraints on the Balance of Power (Princeton:
Princeton University Press, 2006), p. 9.

19 Kang, China Rising: Peace, Power, and Order in East Asia (New York: Columbia University Press,
2007), p. 52.
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international institutions; these policies may be converted to open, hard-balancing
strategies if and when security competition becomes intense and the powerful state
becomes threatening.?

Adding various modifiers in front of the term balancing, many IR scholars have joined
Paul and Pape in expanding the term balancing,®* which is interpreted by some as a

doomed attempt to save balance-of-power theory in the post-Cold War world.?

Whether or not the term balancing is defined in a narrow, traditional way,?
balancing should be distinguished from a balance of power. As an intentional action by
states to deter a specific country (or countries), balancing does not necessarily entail a
balance of power and vice versa. Put differently, states’ attempts to balance against a

rising power do not always result in an equilibrium of power between great powers.

Given the fact that balance of power and balancing are different concepts, it is
not an easy task to test different theories based on the two different concepts in a single
study, though some IR scholars have tried. Given the research puzzle stated in the first
chapter, in this study I intend to test the usefulness of balancing theories when applied to

secondary states and build on their explanatory frameworks. Therefore, whatever results

01y, Paul, “The Enduring Axioms of Balance of Power Theory,” in Paul, James J. Wirtz, and Michel
Fortmann, eds., Balance of Power Revisited: Theory and Practice in the Twenty-First Century, p. 3.

2! Nexon briefly reviews these attempts by several IR scholars to expand the concept of balancing, some of
which are divide-and-balance strategies, proxy balancing, balancing through public goods substitution, and
binding. Nexon, “The Balance of Power in the Balance,” pp. 345-46.

22 Kang, p. 52.

2% How this study views, defines and thus measures balancing is laid out in Chapter 4, where the research
design of this dissertation is elaborated.
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are drawn from this study, it does not seek to relate its conclusions to balance-of-power

theories.

Symmetric Economic Interdependence vs.

Asymmetric Economic Interdependence

In the field of International Relations, how scholars view economic interdependence
between countries tends to differ, depending mainly on the theoretical perspective they
favor. A standard realist reading of economic interdependence is that it is an asymmetric
dominance-dependence dynamic with the dependent party vulnerable to the choices of
the dominant party. Since in this understanding, interdependence means not only
sensitivity but also vulnerability, realists are inclined to claim that increasing
interdependence may heighten conflicts between states, making them more likely to go
to war to resolve the conflicts. On the other hand, liberals have argued that mutual
economic interdependence should be viewed more symmetrically, so that as it grows it
not only increases the economic well-being of each country but also should reduce the

likelihood of military conflict, promoting peace in the world.

However, in the real world, it is unthinkable to conceptualize economic
interdependence as a binary variable—that is, as if it were an either-or issue. As various
aspects of international economic relations change—for example, the distribution of
economic power, dependency between economies in terms of vulnerability and
sensitivity, and changes in national economic policies— the economic relations between

any two countries in the international system tend to move along a continuum of
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economic interdependence, between the poles of perfect symmetry and perfect
asymmetry.?* In this sense, economic interdependence between two countries can only

be more or less symmetric (or asymmetric).

Nevertheless, different assumptions with respect to the relationship between
economic interdependence and military conflict have impacted IR scholars’ thoughts
about how to define economic interdependence and operationalize it.?®> Scholars’
somewhat biased views on economic interdependence tend to lead them to measure it
differently, which goes a long way toward explaining, for example, their different
understandings of the so-called “symbiotic” economic relationship between China and
the U.S., dubbed Chimerica by Niall Ferguson.?*® However, in order to minimize the
danger of bias in measuring economic interdependence between secondary states and
great powers, in this paper | define economic interdependence as existing along a
continuum. Let us now turn to the first step in describing economic interdependence as a
continuous variable: defining what symmetry and asymmetry mean in identifying

countries’ economic relationships.
Symmetric economic interdependence

as one extreme of a continuum of economic interdependence

24 . . . . . . .
How to operationalize and measure economic interdependence as a continuous variable is elaborated in
the Research Design section of Chapter 4.

25 Charles R. Boehmer, Bernadette M. E. Jungblut, and Richard J. Stoll, “Tradeoffs in Trade Data: Do Our
Assumptions Affect Our Results?”” Conflict Management and Peace, Vol. 28, No. 2 (April 2011), pp. 145-
167.

26 Niall Ferguson and Moritz Schularick, “‘Chimerica’ and the Global Asset Market Boom,” International
Finance, Vol. 10, No. 3 (2007), pp. 215-239.
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As | have already said, liberals—whether institutional or economic—tend to focus on

the mutual gains that both parties in a two-way exchange achieve through forging

economic ties. Therefore, they seldom take into account concerns about relative gains—

put simply, who gets more as a result of forming economic relations—as an important

factor in the study of international economic interdependence and its impact on
international politics. At the same time, they do not necessarily regard symmetry in
economic relations between dyads as a necessary condition in their examination of the
mutual gains that countries are thought to pursue in their relationships.?’ Despite the

difficulty of defining symmetric economic relationships, however, in this section |

2T \Whether the conclusions of these studies point to more or less war, the literature looking at the
intersection between international economic interdependence and military conflict tends to define economic
interdependence in one way or the other. However, the word symmetry is hardly ever used. See Dale C.
Copeland, “Economic Interdependence and War: A Theory of Trade Expectation,” International Security,
Vol. 20, No. 4 (Spring 1996), pp. 5-41; Katherine Barbieri, “Economic Interdependence: A Path to Peace
or a Source of Interstate Conflict,” Journal of Peace Research, Vol. 33, No. 1 (Feb. 1996), pp. 29-49;
James R. Masterson, “Analyzing China’s Economic Interdependence Political Relations with Its
Neighbors,” China Information, Vol. 26, No. 1 (March 2012), pp. 3-33; Christopher F. Gelpi and Joseph
M. Grieco, “Democracy, Interdependence, and the Sources of Liberal Peace,” Journal of Peace Research,
Vol. 45, No. 1 (Jan. 2008), pp. 17-36; Erik Gartzke, Quan Li, and Charles Boehmer, “Investing in the
Peace: Economic Interdependence and International Conflict,” International Organization, Vol. 55, No. 2
(Spring 2001), pp. 391-438; Edward D. Mansfield and Brian M. Pollins, ed., Economic Interdependence
and International Conflict: New Perspectives on an Enduring Debate (Michigan, The University of
Michigan Press, 2003); and Stephen Brooks, Producing Security: Multinational Corporations,
Globalizations, and the Changing Calculus of Conflict (Princeton and Oxford: Princeton University Press,
2005). For studies specifically concerning economic interdependence in the East Asia region, see David
Kang, China Rising: Peace, Power, and Order in East Asia; Etel Solingen, Regional Orders at Century’s
Dawn: Global and Domestic Influences on Grand Strategy (Princeton, New Jersey: Princeton University
Press, 1998); Jae-ho Chung, Between Ally and Partner: Korea-China Relations and the United States (New
York: Columbia University Press, 2007); Min-gyo Koo, Island Disputes and Maritime Regime Building in
East Asia: Between a Rock and a Hard Place; and Miles Kahler and Scott L. Kastner, “Strategic Uses of
Economic Interdependence: Engagement Policies on the Korean Peninsula and Across the Taiwan Strait,”
Journal of Peace Research, Vol. 43, No. 5 (Sept. 2006), pp. 523-41.
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attempt to provide various ways of thinking about symmetric economic interdependence

before getting into what constitutes asymmetric economic interdependence.

When speaking about symmetric economic relations in today’s world, the United
States and the European Union are most often given as an example. For example, Neuss
examines the disparity between the EU’s economic and political power in terms of its
influence on world politics, and defines the economic relationship between the U.S. and
the EU as “symmetric economic interdependence”.?® She looks at four aspects—the
sensitivity of the EU’s economy to the 2008 U.S. financial crisis, trade and investment
between the two blocs, and job creation as a result of economic ties between the two.
According to her, the two great powers have rapidly increased mutual trade and
investment due to their coinciding economic interests, leading them to depend on each
other to sustain economic growth and boost employment. She adds, “Clearly, this degree
of integration between sovereign states exists nowhere else. In contrast to the early
postwar years, interdependence is now much more symmetric, as the distribution of

power and dependency between economies has come into greater balance.”*

As seen in the quote above, two factors are often regarded as important in
deciding the degree of symmetry between two economies—the distribution of power
and dependency between them. Therefore, terms such as symmetric economic

interdependence (or mutual economic dependence) have often been used to depict the

28 Beate Neuss, “Asymmetric Interdependence: Do America and Europe Need Each Other?” Strategic
Studies Quarterly, Vol. 3, No. 4 (Winter 2009), pp. 110-124.

2% |bid., p. 114.
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economic relationship between great powers or between non-great powers. That is, the
concept of symmetric economic interdependence is usually invoked only when the

distribution of power between countries is not tilted toward one side.

Though IR scholars disagree on the reliability of measuring the distribution of power
between two countries as an indicator of economic symmetry,* they generally agree that
the degree of dependence of two economies on one another is critical in measuring the
symmetry between them. For instance, Waltz says, “Interdependence suggests
reciprocity among parties. Two or more parties are interdependent if they depend on one
another about equally for the supply of goods and services. They are interdependent if
the costs of breaking their relations or of reducing their exchanges are about equal for
each of them. Interdependence means that the parties are mutually dependent.”®! That is,
the necessary and sufficient condition for symmetric economic interdependence is equal
dependency on each other’s economy. Therefore, to Waltz, “the equal aggregate gains
and losses that states experience through their interactions and the equality with which
those gains and losses are distributed”* satisfy symmetric economic interdependence.
Again, however, apart from the difficulty of finding two economies that are perfectly
equally dependent on one another, symmetry between two economies in terms of either

mutual economic dependency or interdependency is a relative concept that changes

%0 Realists such as Waltz argue for the importance of critical materials in measuring the economic
interdependence between two countries. Waltz, op. cit., pp. 147-158, and Dale C. Copeland, “Economic
Interdependence and War: A Theory of Trade Expectation,” pp. 8-24.

8 Waltz, op. cit., p. 143.

32 \Waltz uses these two components to measure countries’ vulnerability to each other. Ibid., p. 144.
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according to changes in the distribution of material capabilities, the level of trade and

investment and thus the sensitivity and vulnerability of each economy.
Asymmetric economic interdependence
as the opposite extreme on the continuum of economic interdependence

In their analysis of economic interdependence, some liberal interdependence theorists in
the 1970s tended to stress the increasing sensitivity of economies rather than their
vulnerability, borrowing the definition of interdependence from economists; thus, they
described interdependence as a condition in which anything that happens anywhere in
the world may affect somebody, or everybody, elsewhere.®® On the other hand, realists

objected to this trend of viewing interdependence only in terms of sensitivity, and

offered another concept to define economic interdependence—(mutual) vulnerability.

Within the realist tradition, asymmetric economic relations between countries are
defined as (qualitatively) different levels of vulnerability. Conceptualizing vulnerability
as inversely proportional to a country’s ability to offset these costly effects by making
policy changes, Keohane and Nye regard the term as useful in defining asymmetric
economic interdependence as a source of power for international actors.® Therefore, in

defining asymmetric economic interdependence, particularly between a great power and

%3 Keohane and Nye have defined sensitivity as costly changes within a given policy framework in one
country due to changes in another country. Robert O. Keohane and Joseph S. Nye, Power and
Interdependence (New York  :Longman 3" edition, 2001).

%% |bid. Waltz has also rejected the attempt to define interdependence as sensitivity, saying that this would
be the same as defining it in market terms. Therefore, he has looked to mutual vulnerability to define
interdependence. Waltz, op. cit., pp. 139-146.
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a non-great power, vulnerability (rather than sensitivity) of the latter’s economy to the
former’s (economic) policy changes has frequently been cited, highlighting the
dependence of the latter’s economy on the former’s.* Put differently, in conceptualizing
asymmetric economic interdependence between countries, many have looked at who
catches a cold when the other sneezes and who gets the flu when the other catches a
cold, as well as the varying degrees of difficulty countries have in reformulating national
responses to external changes. Moreover, scholars have presented different ideas about
how asymmetric economic interdependence is different from symmetrical economic

interdependence in its effect on the probability of military conflict.*®

On the other hand, some have defined asymmetric economic interdependence
based on the asymmetry in size between national economies—that is, asymmetry in
economic relations is defined in a quantitative way. For example, many scholars who
have investigated the relationship between trade and the probability of interstate conflict

have supported the claim that trade reduces the incentives for conflict, but that this effect

% Caporaso distinguishes dependence from dependency. According to him, “Dependence is the pattern of
external reliance of well-integrated nation-states on one another while dependency, which is closer to the
dependencia tradition, involves a more complex set of relations centering on the incorporation of less
developed, less homogenous societies into the global division of labor. The conceptual components of
dependence are the size of one’s reliance on another, the importance attached to the goods involved, and
the availability of these goods (or substitutes) from different sources. The components of dependency are
the magnitude of foreign supply of important factors of production (technology, capital), limited
developmental choices, and domestic “distortion” measures. Finally, the concept of dependence is most
easily integrated into bargaining analyses while dependency is more fruitfully applied to analyses of the
structure of relations among societies.” James A. Caporaso, “Dependence, Dependency, and Power in the
Global System: a Structural and Behavioral Analysis,” International Organization, Vol. 32, No. 1 (Winter
1978), p. 13.

% For example, see Mark J. C. Crescenzi, “Interdependence and Conflict: When Does Symmetry
Matter?”, Conflict Management and Peace Science, Vol. 20, No. 1 (2003), pp. 73-92; and Havard Hegre,
“Size Asymmetry, Trade, and Militarized Conflict,” Journal of Conflict Resolution, Vol. 48, No. 3 (June
2004), pp. 403-429.
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is most clearly seen in relatively symmetric dyads.*’ Differentiating the relationship
between Germany and France from that between Germany and Luxembourg, Hegre says
that the relationship between Germany and Luxembourg is highly asymmetrical since
the potential market for the latter’s goods in the former is much larger than the potential
market for the former’s goods in the latter. Based on this understanding of asymmetrical
economic interdependence, he has argued that “trade may increase the risks of conflict if
a powerful partner in an asymmetric relationship employs the weaker partner’s
dependence to obtain political concessions, or the trade relationship may be

inconsequential for the security relationship.”*®

Though the two different methods—qualitative and quantitative—are often
employed separately to define asymmetric economic interdependence between
countries, it would be better if we could use them together. As many economics papers
have argued, the bigger the size of the economy, the less vulnerable it will be to outside
shocks or to economic partner’s policy changes, rendering it more resilient. That is, the

size of the economy and the degree to which it is vulnerable to outside economic shocks

3" Havard Hegre, “Size Asymmetry, Trade, and Militarized Conflict,” Journal of Conflict Resolution, Vol.
48, No. 3 (June 2004), pp. 403-429. For various positions in this debate, see Katherine Barbieri and Jack S.
Levy, “Sleeping with the Enemy: The Impact of War on Trade,” Journal of Peace Research, Vol. 36, No. 4
(1999), pp. 463-479; Erik Gartzke and Quan Li, “War, Peace, and the Invisible Hand: Positive Political
Externalities of Economic Globalization,” International Studies Quarterly, Vol. 47, No. 4, pp. 561-586;
Bruce M. Russett and John R. Oneal, Triangular Peace: Democracy, Interdependence, and International
Organizations (New York: Norton, 2001); and Harrison R. Wagner, “Economic Interdependence,
Bargaining Power, and Political Influence,” International Organization, Vol. 42, No. 3 (1998), pp. 461-
483.

38 Hegre, op. cit., pp. 403-404.
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show a high inverse correlation.®® In sum, asymmetric economic interdependence should
be defined as asymmetric economic dependence, and both quantitative (sizes of national
economies) and qualitative (vulnerability and sensitivity) methods should be applied in
measuring the degree of (a)symmetry in the level of economic interdependence of two

given countries.
Economic interdependence moving along a continuum

Economic relations between any given pair of countries tend to move along a continuum
of economic interdependence, depending on changes in both countries’ policies, the
distribution of material capabilities, the sizes of their economies and so on. Thus,
economic relations that can at one point be viewed as symmetrical interdependence can
change their status, becoming more asymmetric, or vice versa. Even in an economic
relationship between countries that is generally viewed as asymmetric interdependence,
one sector can be more symmetric than other sectors, as seen in the oil sector in
economic relations between the U.S. and the Middle East. Therefore, defining the
economic relations between two countries in absolute terms as being either symmetric or

asymmetric is not a reasonable approach in examining how changing economic relations

39 For details, see T.N. Srinivasan, “The Costs and Benefits of Being a Small, Remote, Island, Landlocked,
or Ministate Economy,” Public Finance Review, Vol. 40, No. 1 (2012), pp. 66-85, and Jenny Corbett and
David Vines, “Asian Currency and Financial Crises: Lessons from Vulnerability, Crisis and Collapse,” The
World Economy, Vol.22, No. 2 (1999), pp. 155-177. In a similar vein, Waltz discusses the energy crisis of
the 1970s and states that, “The more dependent a state is on others, and the less its leverage over them, the
more it must focus on how its decisions affect its access to supplies and markets on which its welfare or
survival may depend.” Waltz, op. cit., p. 153.

42



—in other words, varying degrees of mutual economic dependence—affect countries’
alignment decisions.

As Waltz argues: “To trace the effects that follow from inequalities, one has to
unpack the word “interdependent” and identify the varying mixtures of relative
dependence for some nations and of relative independence for others. As one should
expect in a world of highly unequal nations, some are severely limited while others have
wide ranges of choice; some have little ability to affect events outside of their borders
while others have immense influence [emphasis added].”*® As seen in this quote,
economic interdependence is a relative concept that embraces conflicting terms, such as
independence and dependence, symmetry and asymmetry. For that reason, economic
interdependence should be conceptualized as a continuous variable that moves along a

spectrum from perfect symmetry to perfect asymmetry.
Secondary States vs. Great Powers

Given that the cases in this study are secondary states, it is critical to elaborate on what
secondary states are and how they are different from great powers. As seen in the case of
economic interdependence, how secondary states are defined as opposed to great powers

in the IR literature depends largely on one’s chosen theoretical perspective.*!

40 Waltz, op. cit., p. 153.

41 . . .

There are several synonyms for secondary states, such as middle powers, second-tier states, minor
powers, lesser states, lesser powers and so on. But whichever term is used, most analysts” list of secondary
states are in close agreement.
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Realist systemic-structural approaches

The systemic-structural approaches, as their name indicates, are based on the concept of
an anarchic international order characterized by balance-of-power politics. On the
assumption that the distribution of material capabilities (especially military capability) is
the most important feature in determining the structure of the international system,
realists tend to look at states’ military capabilities when deciding which among them

should be in the secondary category.*

In his study of East Asian secondary state alignment responses toward China,
Ross defines secondary states as those that are placed between the most powerful and
the smallest or most “insignificant” states within the international system. In his view,
great powers are those that can contend in a war with any other state in the system,
while secondary states are those that cannot independently provide for their security
against any other state, including the great powers. Therefore, he argues, the secondary
states rely on the great powers for their security. For example, according to this
approach, Japan should be considered a secondary state because it cannot provide for its
own security in a conflict with the U.S.*® That is, irrespective of its economic might,
Japan is regarded a secondary state that pursues its national security within the

framework of its alliance with the U.S. Whether a country has military capacity to

2 Eor example, although Waltz argues that “the energy crisis in the 1970s revealed that the political clout
of nations correlated closely with their economic power and their military might,” he puts more emphasis
on states’ military capabilities than on their economic power in determining their degree of political control
and freedom of movement in international politics. Waltz, op. cit., pp. 153-193.

*3 Robert S. Ross, “Balance of Power Politics and the Rise of China: Accommodation and Balancing in
East Asia,” Security Studies, Vol. 15, No. 3 (July-September 2006), p. 357.
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secure itself without any kind of external aid is a critical measuring stick in deciding

which states are secondary and which belong to the club of the great powers.

The reason why this study uses the above-mentioned approach as opposed to the
alternatives to define secondary states is that, as stated in Chapter 1, our aim here is to
test and refine balancing theories by reintroducing heretofore-marginalized economic
variables. These variables are often put to one side in the study of secondary states’
alignment responses toward a rising great power. With this goal in mind, it is essential to
define secondary states in the same way most balancing theorists do. Nonetheless, it is

necessary to take a look at alternative approaches to defining secondary states.
Functional approaches

Gelber was the first in the academic literature to link functionalism to what he calls
“middle powers.” ** Pointing to the importance of states’ “functional” capabilities,
Gelber classifies secondary states as those countries that have the capability to influence
international politics in specific instances. According to him, secondary states that can
influence world politics at certain points in time cannot be compared to those that can
exert influence at any time, but they are nonetheless different than those that can never
exercise any form of influence. Therefore, for him secondary states are situated between

the great and small powers.

However, given the fact that secondary states’ influence has a tendency to

fluctuate more than those of great and small powers, and that their ability to influence

* Lionel Gelber, “Canada’s New Stature,” Foreign Affairs, Vol. 24, No. 2 (January 1946), pp. 277-289.
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international politics is issue- and time-bound, it follows that there also is constant
fluctuation in a given country’s status as a secondary state, which makes it difficult to
develop a standard definition of what a secondary state is.*> Furthermore, considering
the fact that the more powerful a country is, the more influence it exerts on international
politics, it is not clear where any country’s influence comes from, if it doesn’t originate
from its material capabilities; since it is artificial to think of influence as separable from
inherent material capabilities, the functional approach to defining secondary states lacks

a firm theoretical basis.
Behavioral approaches

The behavioral approach to defining secondary states (or middle powers) vis-a-vis great
powers gained attention from scholars during the 1980s and was first developed into a
model in Relocating Middle Powers: Australia and Canada in a Changing World Order
(Cooper et al., 1993).“® They identify secondary states as those countries that are active
in peacekeeping, mediation and communication, are committed to multilateralism and
are highly involved in second-order issues such as environmental protection,
peacekeeping, human rights and the promotion of democracy in the Third World.

Therefore, secondary states are characterized by their “...non-structural forms of power

* Adam Chapnick, “The Middle Power,” Canadian Foreign Policy, Vol. 7, No. 2 (1999), pp. 73-82.

© Andrew F. Cooper, Richard A. Higgott, and Kim R. Nossal, Relocating Middle Powers: Australia and
Canada in a Changing World Order (Vancouver: UBC Press, 1993).
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and influence associated with the energetic and creative use of their diplomatic

talents.”*’

Though this approach clearly departs from the conventional power-centered
structural-systemic approach, and offers a different way of viewing secondary states, it
is not without problems. The behavioral definition of middle powers as those countries
whose policies and strategies contain a higher sense of ethical and moral responsibility
than great powers or small states is inherently based on the untestable and therefore false
assumption that middle powers are morally and diplomatically superior to great and
small powers. Furthermore, as shown by their peacekeeping operations in the Middle
East, secondary states tend to be followers rather than initiators of international PKOs.
Therefore, it is not a simple matter to decide whether secondary states are forced or
volunteer to be part of international peacekeeping operations and whether purely moral

rather than economic reasons are their primary motivation for getting involved.

In sum, there are several ways to define secondary states, each having its own
advantages and faults. However, given the purpose of this study, the realist structural-

systemic approach is the one used here.

Summary

It is critical to define the indispensable concepts for this study—namely, balancing,
economic interdependence, and secondary states—before moving on to its theoretical

framework. Although the term “balancing” is often used interchangeably with the term

o Cooper, “Niche Diplomacy: A Conceptual Overview.” In Cooper et al., eds., Niche Diplomacy: Middle
Powers after the Cold War (Basingstoke: Macmillan), p. 9.
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“balance of power” or “power balances” in various studies of states’ alignment
strategies, the first term should be distinguished from the other two. Contrary to a
balance of power, which refers to a recurrent pattern of the international system,
balancing refers to an intended act by a country toward a specific target. Mutually
reinforcing balancing actions by different states could result in the restoration of a
balance of power in the international system, but the existence of various states’
balancing strategies toward a rising power does not always entail a balance in the power

equilibrium between the great powers.

As a continuous variable, economic interdependence combines symmetric and
asymmetric characteristics in one term. Depending on the period of time, sectors, and
countries that a given country’s economy is compared to, the relationship can be
identified as either symmetric or asymmetric. However, given the asymmetry in power
distribution and differing degrees of dependence on each other’s economies, the
relationship between secondary states and great powers is often regarded as one of

asymmetric economic interdependence.

Although there are several different ways to define secondary states—the realist
structural-systemic approaches, the functional approaches, and the behavioral
approaches—this study applies the realist approach in order to achieve its goal of testing
and refining theories about balancing actions by secondary states. The realist approach
defines secondary states as those that cannot provide for their own security in a conflict

with great powers.

The next chapter deals with the theoretical framework of this dissertation.
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CHAPTER 3

THEORIZING ALIGNMENT OPTIONS OF SECONDARY STATES

IN PURSUIT OF NATIONAL SECURITY AND ECONOMIC
WEALTH

“There is no evidence that after China decided to post its military in Yongsan, Seoul in 1882, Emperor
Gojong and the ruling elites of Chosun sought to pursue an independent diplomatic and military posture
for over ten years until 1892...They wanted to deal with the threat posed by Imperial Japan by relying
mainly on the protection and guardianship provided by the Qing Dynasty...I presume that Gojong had no
clue that Japan, the country the ruling elites of Chosun dynasty used to call orangke (the term Koreans
used to use to refer to a tribe belonging to an inferior civilization to theirs), had turned itself into a country
that Chosun could not compete with, whose national income was ten times higher than Chosun’s and
whose economy was approximately twenty times larger than Chosun’s... If Emperor Gojong had
maintained a balanced approach toward China and Japan and had tried to restore a more trusting
relationship with Japan instead of putting all the national energy into being recognized as a small “China”
(Sojungwha in Korean) by neighboring countries in the China-centered region, not only could Japan have
reduced its heightened threat perception that a threat from China was originating from the Chinese
military stationed in Chosun, but also the fortune of Chosun as well as the history of East Asia could have
turned out differently. The annexation of the Korean Empire (Daehanjeguk, 1897-1910) by Imperial Japan
in August 1910 is the worst result of Emperor Gojong’s blindly anti-Japan and pro-China policy.”

- Lee, Young-hoon, a Professor at Seoul National University,

Sidae Jungshin (Fall-Winter, 2005)

In the late 19th century Chosun, the last dynasty in Korean history, which had lasted for
approximately five centuries, faced a similar regional geopolitical situation to that which
confronts South Korea in the 21st century. The Korean Empire’s decline over a century
ago has generally been viewed by Korean historians as a tragic but predictable historical
event caused by structural factors such as the regional power transition from China to
Japan and power rivalries between the regional powers and Western powers, as well as

by domestic factors such as the greedy expansionism of the Japanese military. However,



several Korean scholars, including those in fields other than Korean history—have
recently attempted to reinterpret the history of the Korean Empire. An example is

Professor Lee, Young-hoon, cited above.

One of the reasons why this new reading of the turbulent modern history of Korea
in the period 1882 to 1910 has recently been receiving more attention from Korean
scholars than ever is that the new interpretation offered by these “outside” scholars
seems to offer an important lesson for the Republic of Korea in the current situation,
where power rivalries between China and the U.S. in East Asia are intensifying.!
According to these revisionists, although the internal divisions among the Korean ruling
elites in the late 19th century and the strong tilt in the diplomacy of the Chosun Dynasty
(later the Korean Empire) toward China were the main factors contributing to the
downfall of Korea in 1910, the colonization of Korea by Imperial Japan could have been
avoided if Korea had been able to keep up a balanced diplomacy between China and
Japan in this period of shifting power in Northeast Asia instead of tilting toward one

side.

! Since the grand return of the U.S. to Asia in Jan, 2012 due to the Obama Administration’s Asia-Pacific
strategy, the power rivalry between China and the U.S. has become so apparent that there is an increasing
debate among policymakers and regional experts about whether the new U.S. attention to Asia is a
stabilizing or destabilizing factor in Asian geopolitics, especially in the area of territorial and maritime
disputes between China and other East Asian countries. For example, see Jin Jingyi, “China Rises as the
U.S. Returns to Asia,” Hankyoreh Shinmun, July 18, 2012; Robin Silverman, “Is America’s Return to Asia
Really Welcomed?” Guangming Daily News, Jan 8, 2012; and Keith B. Richburg, “U.S. Pivot to Asia
Makes China Nervous,” Washington Post, Nov. 17, 2011.
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Pursuing a Balanced Approach between Great Powers

The major daily papers in Korea often point to the intrinsic fault in Gojong’s diplomacy,
which was highly skewed toward China. Some Korean historians claim that this tilt
originated in Gojong’s personal sadaejuui (a word derived from the Chinese shi da, and
interpreted as "Loving and admiring the great and powerful™) toward China. Those who
think this way tend to be strong supporters of a balanced diplomatic posture between
China and the U.S.? Regardless of whether they contain conservative or progressive
views on national and international matters, the major newspapers of South Korea have
been converging on a balanced approach toward the two great powers (the so-called G2)
as the only way to avoid being engulfed in an unwanted conflict between China and the

U.S. in the future.’

2 For example, see Chung, Sang-mo, “Are We Going to Let the West Sea of the Korean Peninsula Become
a Battlefield of Great Powers in East Asia?”” Media Today, June 7, 2012; Kim, Jong-dae, “Two-plus-Two
Meeting between South Korea and the U.S. aiming at Containing China,” Hangyorye Shinmun, June 17,
2012; and Chang, Dahl-jung, “It’s Time for Practical Pragmatists!” Jungang Ilbo, June 21, 2012. As the
signing of a military pact between South Korea and Japan, the purpose of which is to encourage the sharing
of military data, has been postponed due to strong resistance from South Korean political parties and the
South Korean public, more and more South Koreans have begun arguing for the necessity of a “balanced”
diplomatic stance between China and the U.S. For instance, see Sohn Jae-min, “Korea Going Aboard on
Washington’s Attempt to Contain China under the Banner of Dealing with North Korea Threat,” Dongah
I1bo, June 27, 2012; Kim Dae-sung, “A Trilateral Alliance between South Korea, Japan and the U.S. as the
first step to implement Washington’s New Asia Strategy,” Hagyorey Shinmun, June 27, 2012; an editorial,
“South Korea Situated in the midst of the Turbulent Geopolitical Circumstance where the Nuclear Threat
from North Korea and Japan Is Heightening,” Chosun Ilbo, June 28, 2012; and Y00, Yong-won, “Why
Irritate China versus Do Not Disregard Demands from the U.S.,” Chosun Ilbo, July 2, 2012.

8 Chung, Jae-ho, a Professor at Seoul National University, calls this diplomatic stance of South Korea’s
“the choice of not making choices.” He calls this strategy of not choosing one side at the expense of the
other between China and the U.S. “hedging,” a strategy the purpose of which is to minimize risks by
betting on both. Though emphasizing the importance of keeping to a pragmatic approach between the U.S.
and China, Chung does not forget to warn about the dangers inherent in the strategy of hedging, namely
“the high cost associated with having to please two players at the same time” despite the utility of the
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As we saw in the second chapter, however, an endeavor to maintain a balanced
posture between great powers should be viewed differently from an attempt to restore a
balance of power in the international system and an attempt to balance against either a
rising great power or a hegemonic power. For a secondary state such as South Korea,
maintaining a balanced stance between the two great powers simply means that in its
diplomacy it does not tilt toward or favor either one at the expense of the other.* In this
sense, maintaining a balanced stance between the two great powers is more similar to
the alignment option of hedging—that is, “a course of action or policies intended for risk

reduction against the uncertain present and future intentions of target states [emphasis

added]—than to balancing.

As a matter of fact, the discourse prevalent in South Korea can be found in almost

all East Asian countries and beyond. Countries in other regions that comfortably identify

strategy. Jae-ho Chung, Between Ally and Partner: Korea-China Relations and the United States and
“South Korea between Eagle and Dragon,” Asian Survey, Vol. 41, No. 5 (Sept.-Oct. 2001), pp. 777-96.

* South Korea’s effort to avoid tilting toward one great power at the expense of the other in the context of
the power rivalry between China and the U.S. is also apparent in former President Roh, Moo-hyun’s speech
at a military graduation ceremony in March of 2005 in which he referred to the idea of SK as a “balancer”
in Asia. But when the South Korean defense minister announced after a 2006 trip to Beijing that South
Korea would bring its military exchanges with China up to the same level as those it engaged in with Japan,
however, Roh’s statement came to be widely interpreted in retrospect as an attempt to weaken the U.S.-
South Korean alliance or move closer to China. However, “Roh’s original statement dealt specifically with
how a regional dispute between its larger neighbors, China and Japan, might affect South Korea, and an
assumption that South Korea needed to take preventive measures at its disposal to avoid such a scenario.
Roh’s original statement hinted that South Korea should take diplomatic initiatives to prevent rising
tensions in Sino-Japanese relations, or at least to seek ways to remain neutral amid such rising tensions.”
Scott Snyder, China’s Rise and the Two Koreas: Politics, Economics, Security (Boulder, Colorado:
Rienner, 2009).

® Sukhee Han, “From Engagement to Hedging: South Korea’s New China Policy,” Korean Journal of
Defense Analysis, Vol. 20, No. 4 (2008), pp. 335-51.
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themselves as secondary states have also been engaging in a discourse of how to
respond to the shifts among the great powers in the 21st century.® And this discussion
regarding what they should and can do as secondary states has gained momentum,
especially with the rise of China in East Asia and a presumed power shift between the

U.S. and China in the international system.
Disparate policy approaches in economics and security

What is interesting about the “worldwide” discussion regarding second-tier countries’
alignment reactions toward a changing distribution of material capabilities between the
great powers is that this discourse is a rather new phenomenon since the two world wars,
especially when compared to a relative lack of discussion among the secondary states as
to how to cope with the great power rivalry between the U.S. and the Soviet Union
during the Cold War era. As we saw in the first chapter, the tight bipolar structure and
comparatively limited range of policy options small states had during the Cold War in
pursuing their national security and economic development might have made it less
“necessary” for them to seriously ponder their alignment options toward the two
superpowers in order to come up with a better solution to satisfy their national interests
in security and economics. Instead, smaller states that formed a security alliance with

either the superpower tended to rely heavily on a rather unified approach in economics

and security in pursuing—their national security and economic development, a situation

® For example, see Bruce Gilley, “Middle Powers during great power transitions: China’s Rise and the
Future of Canada-U.S. Relations,” International Journal, Vol. 66, No. 2 (Spring 2011); Joshua B. Spero,
“Great Power Security Dilemmas for Pivotal Middle Power Bridging”; and James Manicom and Andrew
O’Neil, “China’s Rise and Middle Power Democracies: Canada and Australia Compared,” International
Relations of Asia-Pacific, Vol. 12, No. 2 (May 2012).
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that endured up until the mid-1980s. They had somehow managed to catch the two birds

of national defense and opulence with one stone —either a bilateral alliance or
multilateral security cooperation.

However, the sudden increase in the options secondary states had for security
alliances and economic partnerships that resulted from the end of the Cold War and the
growing economic interaction between former adversaries that constitutes one aspect of
globalization have made it more complicated than before for such secondary countries to
choose their policy approaches to attain their security and economic goals, particularly
when the balance of power between the great powers is shifting. Having more than one
option is a boon to the secondary states, but it appears to be a complicated luxury that
they hardly had during the Cold War. The days when they could achieve both goals with
one instrument have passed into history.” With the unexpected increase in the diversity
of their alignment options for defending their national security as well as boosting their
economic growth in the post-Cold War era, secondary states have begun to employ
seemingly disparate policy approaches in security and economics, distancing themselves

from the extreme strategies of balancing and bandwagoning.

" Since the end of the Cold War, several scholars have pointed to the loosening and decreasing
interconnection between security alliances and economics. For example, Lee and Kim argue that contrary
to the conventional view that commercial ties have a positive effect on the cohesiveness of U.S. alliances
with East Asian countries, “Economic interdependence does not markedly reinforce East Asian alliances
because the alliances have an asymmetrical structure in the post-Cold War era.” Dong-sun Lee and Sung-
eun Kim, “Ties That Bind? Assessing the Impact of Economic Interdependence on East Asian Alliances,”
Pacific Focus, Vol. 26, No. 2 (August 2011), pp. 206-235.
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In this chapter, | seek to investigate how changes in the international environment
might affect the alignment choices of secondary states vis-a-vis the great powers in the
pursuit of national security and economic wealth, specifically within the context of a
rising great power in a given region. In addressing the interconnectedness between the
structures of the international system and second-tier countries’ alignment decisions, |
will take a close look at how the economic relations now being forged between
secondary states and great powers in the post-Cold War era may influence the former

group’s alignment choices.

This chapter consists of five parts. In the first section | have briefly reviewed how
the end of the Cold War has affected secondary states’ choices of partners in the
economic and political-security arenas. In the next section, | explain why | have chosen
to focus on secondary states’ search for security and wealth rather than their strategic
vulnerability in studying their alignment strategies toward the great powers, when it is
the latter factor that is most frequently mentioned in analyses of second-tier countries’
alignment decisions. In the third section, after assessing the two major schools of
thought in the study of countries’ alignment responses (balancing and bandwagoning), |
argue that in contrast to the Cold War era, when security relations between the
superpowers and small states greatly influenced how the latter forged their economic
relations with the great powers rather than vice versa (a phenomenon called economic

externality of security relations),? the alignment decisions of second-tier countries now

8 In their 1993 study on the effects of alliances on trade in the post-World War Il era, Gowa and Mansfield
proved that alliances exerted a strong and sizeable effect on trade throughout the twentieth century. Joanne
Gowa and Edward D. Mansfield, “Power Politics and International Trade.” Extending this line of thought,
in their 2006 study the same two authors argued that the impact of alliances on trade was greater in the
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tend to be heavily influenced by their economic relations with the great powers (which
is called security externality of economic relations). Thus, depending on the nature of
their economic relations with the great powers in the post-Cold War era, some
secondary states have tended to end up with such intermediate alignment strategies as
hedging and accommodation—whether they like it or not—more often than they opt for
balancing or bandwagoning. | therefore argue that realist approaches that focus mainly
on countries’ military capabilities without considering shifts in their economic relations
are better equipped to explain the alignment behaviors of the secondary states during the
Cold War than in the post-Cold War period. The fourth section describes the alignment
strategies that are most often chosen by secondary states toward a rising great power
since the end of the Cold War—accommodation and hedging. The last section is a

summary.

Secondary States’ Pursuit of National Security and National Wealth

In his discussion of “the virtues of anarchy,” Waltz states that, “To achieve their
objectives and maintain their security, units in a condition of anarchy—be they people,
corporations, states or whatever—must rely on the means they can generate and the
arrangements they can make for themselves. Self-help is necessarily the principle of

action in an anarchic order. A self-help situation is one of high risk—of bankruptcy in

bipolar system than in the multipolar system that preceded it. That is, “Relative to their prewar
counterparts, post-World War 11 alliances exert more powerful effects on trade between states of disparate
size than on trade between more symmetrical partners.” Gowa and Mansfield, “Market Structure, Power
Asymmetries, and Credible Commitments: Alliances and Major-Power Trade, 1907-1991.” The literature
supporting this line of argument is voluminous. See for example Andrew G. Long and Brett Ashley Leeds,
“Trading for Security: Military Alliances and Economic Agreements,” Journal of Peace Research, Vol. 43,
No. 4 (July 2006), pp. 433-51.
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the economic realm and of war in a world of free states.”®

However, as Waltz notes,
when countries embark on their self-help plans, they tend to differ on the details of how
to go about helping themselves—for instance, what means they will use, what priorities

they will adopt, and so on.

When it comes to secondary states, despite the fact that there are various ways for
countries to help themselves, the aspect of strategic vulnerability presumed to be
inherent in secondary countries “helping themselves” tends to get more attention than
the broader aspects of these countries’ pursuit of their national interests in wealth and
security. Thus, it appears in the realist understanding that the non-great powers are not
as apt as the great powers to adapt to the system of self-help or to attain their national
interests. However, just like great powers, small powers seek strength and prosperity as
a way to gain security; in fact, overcoming their strategic vulnerability by depending on
great powers comprises just one part of small powers’ pursuit of security and wealth. To
most countries, national security is sometimes an end in itself, but as often as not
security (i.e. forging security ties with great power) is also a means to achieve wealth,
for example through exploiting alliances to gain access to big markets. Therefore, to
secondary countries as well as great powers, alignment strategies are a means not only

for guaranteeing security but also for realizing more wealth.!® There is no “great” or

% Kenneth N. Waltz, Theory of International Politics, p. 111.

19 £or a detailed account of the economic dimensions of national security, see C. R. New and Charles Wolf,
Jr., The Economic Dimensions of National Security (Santa Monica, California: RAND, 1994). For example,
in defining “‘economic security,” they write, “Recent events have provided some forceful reminders of a
connection between a country’s economic performance and its ability to pursue the traditional aims of
national-security policy: maintaining and projecting military forces, influencing the behaviors of other
nations, controlling its own destiny, generally remaining a great power. It was, after all, the economic
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“small” in the international search for security and opulence. Therefore, the two aims
that all states share (the search for wealth and security) should be considered in looking

for answers regarding how they react to power shifts.

And yet, the literature on secondary states’ alignment behaviors toward a rising great
power tends to be extremely tilted toward emphasizing the strategic vulnerability of the
second-tier countries, as if protecting themselves against their “inherent” vulnerability is
their one and only national goal. Whether they balance or bandwagon in coping with an
emerging great power in a given region, secondary states’ actions are believed to be the
result of their “intrinsic” vulnerability or not being “great” enough, as opposed to great
powers, which are assumed to act strategically in their dealings with one another in
order to achieve national goals. That said, it is still unclear how the presumed strategic
weakness of second-tier countries is related to the broader context of their pursuit of
their national interests. Worse, the skewed focus on the vulnerability of the second-tier
countries is apt to lead one to overestimate such political-security factors as military
capability while failing to consider those countries’ pursuit of wealth through the

implementation of new alignment policies.

If instead we broaden our analytical horizons regarding secondary states’
alignment choices toward a rising great power, looking beyond their presumed strategic
vulnerability to their pursuit of national interests in various areas such as economics and

the political-security arena, we are more likely to take into account additional factors

failure of Communist regimes that were in large measure responsible for the decline in the military and
political power of the Soviet Union and its former allies,” p. 3.
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that do not necessarily seem germane to alignment decisions—for instance, bilateral
trade and investment. Indeed, whether second-tier countries are forced to choose or
voluntarily opt for one alignment choice over others, they act as they do because they
believe it is in their national interest and vital to promoting their national security and
wealth. In the end, the strategic behaviors of the secondary states—whether they are
only pretending to be weak or not great enough to challenge the status quo®! or whether
they are indeed weaker than the great powers—are ultimately driven by their own
calculations of their national interests in the political-security arena as well as in
economics. This is so even though their policy decisions with regard to the great powers
may end up promoting their national interests only in the short run while sometimes
bringing about unexpected adverse effects on their long-term dealings with a rising
great power. And this is so even though their pursuit of economic gains in the short term
by strengthening their ties with an ascending great power whose intentions remain
unknown, may impair their range of strategic options regarding that power in the long

run.

Therefore, if we wish to explain the rather “odd” decisions of small states from

the standpoint of structural realism and take neglected factors into account, we should

Yevena great power like China sometimes tries to appear “weaker” than it is believed to be by many
external observers in order to minimize its international responsibilities or not to look “threatening” to other
countries. Contrary to the belief prevalent among many experts in the West that China can no longer be
considered a developing country since it has the largest foreign reserves in the world, has already overtaken
Japan as the world’s second largest economy and is the third biggest trading power, China claims that it
still is a developing country, pointing to its relatively low per-capita GDP (currently 114™ in the world), the
uneven economic development of its different regions, its industrial structure and its underdeveloped
productivity. Zhiqun Zhu, “China and the United States: Learning to Live Together,” Global Dialogue,
Vol. 9, No. 1-2 (Winter-Spring 2007).
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properly approach the alignment choices of smaller states vis-a-vis great powers that
analysts usually interpret as springing from their strategic vulnerability within the
broader context of the pursuit of their national interests, which seems also to be
influenced by changes in their external environment. Also, the secondary countries’
attempts to overcome their strategic vulnerability in one way or another should be
understood as an attempt to secure their broader national interests. So rather than
focusing chiefly on the strategic vulnerability of the secondary states, | intend to view
the alignment options of secondary countries from the broader perspective of their
pursuit of their national interests in security and economics. In the following section, in
order to see how the presumed strategic vulnerability of small states is often cited in
explanations of small states’ alignment choices toward great powers, | review two
schools of thought—the balancing and bandwagoning schools. In this way, I intend to
examine how they would explain and predict the alignment choices of the secondary

countries in East Asia in the face of a rising China.

Either Balancing or Bandwagoning?

Mainstream IR theorists have attempted to provide a concise theoretical framework to
explain countries’ alignment responses toward a rising great power—in other words, a
changing distribution of material capabilities. Two mainstream schools of thought are
the “balancing” and “bandwagoning” schools. With regard to how countries react to a
great power’s rise, the former claims that states tend to align against an emerging great
power while the latter argues that the opposite is true. These two contending views on

countries’ alignment decisions in the face of an ascending great power are the most
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frequently mentioned in the literature on national alignment strategies, offering an

analytical basis for understanding states’ strategic behaviors in a time of shifting power.

The two schools of thought—the bandwagoning and the balancing schools—have
served as a basis to make it possible for other schools of thought to flourish, expanding
the ability of scholars to explain the alignment behaviors of countries that used to be
treated as outlier cases. The various theories that have been developed recently,
particularly since the end of the Cold War, have been built on these two schools’
theories, either by contesting them or by agreeing with them.™? Since this study also
attempts to explain the Northeast Asian countries’ alignment behaviors toward the rise
of China by building on these two schools of thought rather than by refuting them, it is
indispensable to review what they have to say about countries’ alignment choices

toward a growing great power.

Therefore, in this section | review the theories presented by each school and
assess how they can be applied to analyses of East Asian countries’ strategic alignments
toward China’s ascendancy. And in the last part of this section, | suggest that two

intermediate alignment strategies situated between the two ends of the alignment

12 For example, various theories that seek to explain countries’ lack of balancing in the post-Cold War
world, such as various scholars’ theories of soft balancing, Schweller’s theory of underbalancing,
institutional liberals’ theory of institutional balancing, and so on are all built either on Waltz’s balance of
power or Walt’s balance of threat theories. They have constructed their theories to either show these two
school’s lack of ability to explain countries’ strategic behaviors since the end of the Cold War or to prove
that the balancing and bandwagoning schools are still relevant. For more details about these theories, see
T.V. Paul et al., eds., Balance of Power: Theory and Practice in the 21® Century; Daniel Flemes,
“Emerging Middle Powers’ Soft Balancing Strategy: State and Perspectives of the IBSA Dialogue Forum,”
German Institute of Global and Area Studies Working Papers (August 2007); Randall L. Schweller,
Unanswered Threats: Political Constraints of the Balance of Power; and Kai He, Institutional Balancing in
the Asia Pacific: Economic Interdependence and China’s Rise (New York: Routledge, 2009).
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spectrum—namely, hedging and accommodation—can be alternatives to balancing and
bandwagoning for secondary states confronting a rising great power in the post-Cold

War world.
The balancing school

The balancing school argues that states tend to balance against a rising great power that
has a potential to become a hegemon in a given region rather than bandwagoning with it.
They do so by either increasing their own defense capabilities (internal balancing) or
joining countervailing coalitions (external balancing) to check the rising great power.
This assumes that the act of balancing is the most effective strategy to secure a country’s
survival in the face of a rising great power with unknown strategic ambitions. Though
not agreeing on what drives a country to behave this way (whether an increase in the
rising great power’s power or a growing threat from it), this school of thought shares at

least three assumptions.

First, they assume an anarchical structure of the international system as the
environment where states interact. Second, states are assumed to be unitary actors that

seek their own preservation at a minimum and power maximization at a maximum®® and

13 Structural realists are divided into two sub-groups depending on how they perceive how much power
states want: defensive realists and offensive realists. Defensive realists such as Waltz and Walt maintain
that it is unwise for states to try to maximize their share of world power, because the system will punish
them if they attempt to gain too much power. The pursuit of hegemony, they argue, is especially foolhardy.
On the other hand, offensive realists like John Mearsheimer take the opposite view; they maintain that it
makes good strategic sense for states to gain as much power as possible and, if the circumstances are right,
to pursue hegemony. The argument is not that conquest or domination is good in itself, but instead that
having overwhelming power is the best way to ensure one’s own survival. See, for example, Waltz, Theory
of International Politics and John J. Mearsheimer, The Tragedy of Great Power Politics (New York:
Norton, 2001).

62



are also treated as the key actors in international relations. And third, power is assumed
to be based on the material capabilities that a state controls, and thus the balance of
power is perceived mainly as a function of the tangible military assets that states
possess, such as armored divisions and nuclear weapons. A second kind of power that
states have, composed of the socio-economic ingredients that go into building military
power, is presumed to belong to a category of low politics. Therefore, the economic and
social aspects of power have been considered not as important as the military aspect of

power in these studies of countries’ tendency to balance.

Despite their shared presumptions, the balancing theorists differ on what countries
balance against. Proponents of the Balance-of-Power theory such as Waltz argue that
states balance against a growing power that has a potential to become a hegemon; on the
other hand, advocates of Balance-of-Threat theory, such as Walt, assert that states
balance not against the stronger power, but against the most threatening power,
suggesting four sources of threat that also include nonmaterial factors—aggregate
power, geographical proximity, offensive capability and offensive intentions. Moreover,
as we saw in the first chapter, they also differ over how secondary states react to a rising
great power, although these theorists all agree that the strategic behaviors of second-tier
countries are highly influenced by those of the great powers, partly due to the greater
strategic vulnerability believed to be intrinsic to small states. Waltz has stated that
“secondary states, if they are free to choose, flock to the weaker side.”** On the other

hand, Walt has taken a more ambiguous stance than Waltz on whether second-tier

14 Waltz, Theory of International Politics, p. 127.
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countries balance against an emerging great power. After examining cases where
secondary states may bandwagon with a threatening power, Walt has rather come to the
conclusion that the anarchical structure of the international system can lead even

secondary states to balance with a status quo power in opposition to a rising power.*®
Diverging views within the balancing school
on countries’ alignment decisions in the post-Cold War era

As we can see from their disagreement over how secondary states react toward a
changing distribution of power in a given region, the two factions in the balancing
school tend to differ over how China’s neighbors are responding and will respond in the
future in the face of China’s rise. Although he does not specifically discuss the
alignment decisions of China’s smaller neighbors, instead choosing to focus on the
emergence of the “unipolar” world led by the U.S. in the early 1990s, Waltz advocates
his balance-of-power theory, rejecting the notion of hegemonic stability and predicting
that such emerging powers as Japan, Germany and even China will be balancing against
the unipolar power when their moment comes.*® He also predicts that China will become
the dominant power in East Asia unless Japan engages in efforts to balance against it.
Thus, “Japan has to worry about China... Any country in Japan's position is bound to
become increasingly worried about its security, the more so because China is rapidly

becoming a great power in every dimension: internal economy, external trade, and

15 Walt, The Origins of Alliances.

16 Waltz, “The Emerging Structure of International Politics,” International Security, Vol. 18, No. 2
(Autumn 1993), pp. 44-79.
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military capability. '’ However, other supporters of Waltz’s balance-of-power theory,
such as Robert Ross, have concluded that since secondary states in East Asia are
sensitive to local variations in great power capabilities, especially countries such as
South Korea and Taiwan that border on China, they are highly likely to accommodate
rather than balance against China. This view fails to account for the behavior of Japan,

which is engaging in balancing against China in partnership with the U.S.*

On the other hand, with regard to the absence of attempts to balance against the
hegemonic power, the United States, Walt contends that the self-restraint inherent in the
U.S. grand strategy in the post-Cold War era, which tends to moderate other countries’
perception of a threat emanating from it, prevents them from balancing against the U.S.,
making the moment of U.S. preponderance last much longer than balance-of-power
theorists once expected.*® However, with regard to the East Asian countries’ future
response toward a China that is assumed to become more threatening, Walt makes the
same argument as Waltz, stating that, “Prospects for balancing ought to be fairly good...

Japan has the world’s third largest economy... Vietnam has never been a pushover...

7 1bid., p. 68.

18 Robert S. Ross, “Balance of Power Politics and the Rise of China: Accommodation and Balancing in
East Asia.”

19 Walt, “Keeping the World Off-Balance: Self-Restraint and US Foreign Policy,” In America Unrivaled:
the Future of the Balance of Power, ed., John G. Ikenberry (New York: Cornell University Press, 2002),
pp. 121-54.
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and states like Indonesia and Singapore possess valuable real estate and (in Singapore’s

case) military strength disproportionate to size.”?°

Importantly, as mentioned in the second chapter, this school of thought does not
presume that concerted efforts to balance against a growing regional power with a
potential to become a hegemon in a given region necessarily result in an equilibrium of
power—a balance of power. As Waltz writes in the last paragraph of Chapter 6 of his
Theory of International Politics, “States will engage in balancing behavior, whether or
not balanced power is the end of their acts... one predicts a strong tendency toward
balance in the system. The expectation is not that a balance, once achieved, will be
maintained, but that a balance, once disrupted, will be restored in one way or another.
Balances of power recurrently form... They will imitate each other and become

socialized to their system.”**

In a nutshell, the balancing school contends that states tend to balance against a
growing power that could turn into a threat to their own survival in the future, although
the sum of the balancing acts of each country does not necessarily result in a balance of
power in the international system. However, proponents of the balancing school do not
necessarily make the same arguments with regard to how second-tier countries in East

Asia will react to China’s rise.

The bandwagoning school

20 Walt, “Will Asia Balance a Rising China,” posted on Walt’s blog on the Foreign Policy website, on
May, 2010. Available at http://walt.foreignpolicy.com/posts/2010/05/03/balancing_act_asian_version.

21 Waltz, Theory of International Politics, p. 128.
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In contrast to the balancing school, the bandwagoning school contends that balancing is
the exception, not the rule?, and that states are highly likely to align with a growing
great power either to seek additional profits or to neutralize the threat it may pose by
forging a military alliance with it.”® Thus, the term “bandwagoning” has at least two
distinct definitions in the literature on countries’ alignment responses. The first is
aligning with a threatening power to avoid being attacked by it.** The second is “being
on the winning side” to achieve certain desired values, whatever they may be. Thus, “the
aim of balancing is self-preservation and the protection of values already possessed,
while the goal of bandwagoning is usually self-extension... Balancing is driven by the

desire to avoid losses; on the other hand, bandwagoning by the opportunity for gain.”?

However, in the aforementioned analyses of smaller powers’ tendency to align
with a rising great power with a great potential to become a regional hegemon, the
increasing strategic vulnerability of secondary states to the ascending power has gained
relatively more attention than their strategic maneuverability to gain favors or profits
from the potential regional hegemon. For instance, Arnold Wolfers has claimed that

“some weak countries seek safety by getting on the bandwagon of an ascending power,

22 Robert G. Kaufman, “To Balance or to Bandwagon? Alignment Decisions in 1930s Europe,” Security
Studies, Vol. 1, No. 3 (Spring 1992), pp. 417-447 and Paul W. Schroeder, “Historical Reality vs. Neo-
Realist Theory,” International Security, VVol. 19, No. 1 (Summer 1994), pp. 108-48.

23 Schweller, “Bandwagoning for Profit: Bringing the Revisionist State Back In,” International Security,
Vol. 19, No. 1 (Summer 1994), pp. 72-107.

24 Walt, The Origins of Alliances, p. 17.
25 .
Schweller, op. cit., p. 74.
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hoping somehow to escape complete subjugation once their powerful ‘friend’ has gained

supremacy.”?

As mentioned earlier, Walt, who contends that states tend to balance against a
threatening power rather than bandwagoning with it, also notes the possibility that
smaller powers may bandwagon on the back of the stronger side, and stresses the
strategic weakness of smaller states in his argument as to why some secondary states are
more likely to jump on the bandwagon of a threatening power than others. According to
him, “In general, we should expect balancing behavior to be much more common than
bandwagoning, and we should expect bandwagoning to occur only under certain
identifiable conditions... If balancing is to be expected, bandwagoning remains a
possibility.”?” Thus, he divides states into two groups, strong and weak, and argues that
“weak states can be expected to balance when threatened by states with roughly equal
capabilities but they will be tempted to bandwagon when threatened by a great power.
Although strong neighbors of strong states are likely to balance, small and weak
neighbors of the great powers may be more inclined to bandwagon. Because they will be
the first victim of expansion, because they lack the capabilities to stand alone, and
because a defensive alliance may operate too slowly to do them much good,

accommodating a threatening great power may be tempting.”*®

26 Wolfers, Discord and Collaboration: Essays on International Politics (Baltimore and London: The
Johns Hopkins University Press, 1962), p. 124.

21 Walt, The Origins of Alliances, p. 28.
28 |bid., p. 30.
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More reasons to bandwagon with the end of the Cold War

With the end of the Cold War, however, the opportunistic aspect of bandwagoning has
started gaining attention from more IR scholars, Schweller among them. He rejects the
view of the balancing school that balancing dominates.®® Proposing his theory of
Balance-of-Interests, Schweller contends that, “States tend to bandwagon for profit
rather than security and that contemporary realist theory, because of its status quo bias,
has underestimated the extent of bandwagoning behavior... Bandwagons roll when the
system is in flux: either when the status-quo order starts to unravel or when a new order
is being imposed.”® In addition, domestic sources of secondary states’ tendency to
bandwagon have also gained more attention with the end of the Cold War. Regarding
second-tier countries’ tendency to bandwagon with a rising great power, several scholars
within the bandwagoning school have focused on the unstable domestic political
environment that may characterize smaller states. Among them is Steven David, who
asserts that, “Third World leaders will bandwagon to a superpower threatening them in

9931

order to balance against the principal threats”*"—that is, Third World elites in a fragile

29 Schweller, “Bandwagoning for Profit: Bringing the Revisionist State Back In,” pp. 72-107. In a similar
vein, Seeney and Fritz have argued for the opportunistic aspect of bandwagoning. Kevin Sweeney and Paul
Fritz, “Jumping on the Bandwagon: An Interest-Based Explanation for Great Power Alliances,” The
Journal of Politics, Vol. 66, No. 2 (May 2004), pp. 428-449.

%0 |bid., pp. 99-107.

%! Steven R. David, Choosing Sides: Alignment and Realignment in the Third World (Baltimore, MD: The
Johns Hopkins University Press, 1991), p. 25.
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regime often bandwagon with hostile powers to balance against more dangerous

domestic or international threats.

Since the beginning of the 21 century, many regional experts on East Asia have
also pointed to a seemingly distinct tendency for East Asian countries to shy away from
balancing against a growing China; however, they do not necessarily belong to the
bandwagoning school. Suggesting that such socio-economic and cultural factors as
economic interdependence, identity, and history are critical variables to explain the
absence of balancing in East Asia but have often been “forgotten” until lately, these
scholars have come to agree that “East Asian states see substantially more opportunity
than danger in China’s rise.”®® Though they tend to agree on the lack of balancing
efforts in the region and the potentially opportune aspects of China’s rise for its smaller
neighbors, none of these researchers have come to the conclusion that bandwagoning is
a prevalent strategy among these countries. Instead, indicating that there is wide

variation across the East Asian countries in responding to China, these scholars argue

%2 Steven R. David, “Explaining Third World Alignment,” World Politics, VVol. 43, No. 2 (January 1991),
pp. 233-256, and “Why the Third World Still Matters,” International Security, Vol. 17, No. 3 (Winter
1992-93), pp. 127-159.

% David C. Kang, China Rising: Peace, Power, and Order in East Asia, p. 4. For a detailed account of the
perceptions of East Asian countries toward a rising China, see Herbert S. Yee, China’s Rise: Threat or
Opportunity? (New York: Routledge, 2010), and for more details regarding the “opportune” aspects of
China’s rise, see Nicholas R. Lardy, “The Economic Rise of China: Threat or Opportunity?”” Economic
Commentary, Federal Reserve Bank of Cleveland, August 1, 2003. Available at
http://www.clevelandfed.org/research/commentary/2003/0801.pdf.
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that accommodation and hedging (or “omnibalancing”) are the most “popular” strategies

among China’s neighbors.34
Beyond balancing and bandwagoning
The ambiguity of the concepts

Despite the popularity of the concepts of “balancing” and “bandwagoning” in studying
countries’ strategic behaviors, they are not without problems. The ambiguity of these
concepts is frequently cited as a problem in applying either concept to explain the
strategic behaviors of countries in times of shifting power. Indeed, different theorists
attach different meanings to the concepts of balancing and bandwagoning, and thus the
two concepts appear to be more confusing than clear in the field of IR.** Depending on
whose perspective is taken and which theory is applied, for example, a given alignment

decision may be subject to different interpretations.

For example, witnessing both South Korea’s rapidly expanding economic ties

with China since their 1992 diplomatic normalization and Seoul’s close consultations

3 Evan's. Medeiros, “Strategic Hedging and the Future of Asia-Pacific Stability,” The Washington
Quarterly, Vol. 29, No. 1 (2005), pp. 145-167; Denny Roy, “Southeast Asia and China: Balancing or
Bandwagoning,” Contemporary Southeast Asia, Vol. 27, No. 2 (August 2005), pp. 305-322; Mike M.
Mochizuki, “Japan’s Shifting Strategy toward the Rise of China,” Journal of Strategic Studies, Vol. 30, No.
4-5 (2007), pp. 739-776; Eric Heginbotham and Richard T. Samuels, “Japan’s Dual Hedge,” Foreign
Affairs, Vol. 81, No. 5 (Sept.-Oct. 2002), pp. 110-121; and Aileen San Pablo-Babiera, “The China Factor in
US Alliances in East Asia and the Asia-Pacific,” Australian Journal of International Affairs, Vol. 57, No. 2
(2003), pp. 339-352.

% For a more detailed discussion of the ambiguousness of “balancing” and “bandwagoning,” see Ernest B.
Haas, “The Balance of Power: Prescription, Concept, or Propaganda?” World Politics, Vol. 5, No. 4 (July
1953), pp. 442-477, and Richard Little, The Balance of Power in International Relations: Metaphors,
Myths and Models (Cambridge, UK: Cambridge University Press, 2007).
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with Beijing on political and security issues ranging from the North Korean nuclear
issue to Japan’s attempt to become a “normal” country with the revision of the Defense
Guidelines in the mid-1990s to environmental matters (particularly during the Roh Moo-
hyun administration), some observers claim that South Korea has been bandwagoning
on China’s rise to achieve more gains at the expense of the U.S., South Korea’s most
important ally.*® On the other hand, many scholars in Korea argue that bandwagoning
under Waltz’s balance-of-power theory indicates a strategy of aligning with the stronger
side, and the U.S. is still stronger than China in every aspect of power. Thus, they
contend that South Korea is not bandwagoning but is just trying to achieve as many
economic gains as it can; and given the steadfast continuation of the country’s alliance
relationship with the United States, South Korea should be viewed as balancing with the

U.S.*” As we have seen in this case, a country’s alignment behavior can be interpreted

% Those scholars who interpret the East Asian countries’ strategic behaviors toward a rising China,
including those of South Korea, as bandwagoning on the back of China, tend to begin with the assumption
that the regional structure of East Asia is not anarchical, but hierarchical. They note the tributary system
that East Asia had from 1300 to 1900 and claim that the East Asian countries are very likely to find a
China-centered regional system comfortable. Therefore, they do not have an urge to challenge China’s
forthcoming dominance of the region. For more details regarding this account, see David C. Kang,
“Hierarchy, Balancing, and Empirical Puzzles in Asian International Relations,” International Security,
Vol. 28, No. 3 (Winter 2003-04), pp. 165-180; China Rising: Peace, Power, and Order in East Asia,;
“Between Balancing and Bandwagoning: South Korea’s Response to China,” Journal of East Asian
Studies, VVol. 9, No. 1 (Jan. 2009), pp. 1-28; “The Theoretical Roots of Hierarchy in International
relations,” Australian Journal of International Affairs, Vol. 58, No. 3 (September 2004), pp. 337-352; and
Evelyn Goh, “Power, Interest, and Identity: Reviving the Sinocentric Hierarchy in East Asia,” Asia Policy,
No. 6 (July 2008), pp. 148-153.

37 Yeon-jung Ji, “The Rise of China and South Korea’s Strategic Flexibility,” Air Power Journal, Vol. 6,
No. 4 (Winter 2011), pp. 153-169, and Intack Han, “The Rise of China and South Korea’s Response: The
Gap between Behavior and Perception,” Jeju Peace Institute Working Paper. Even when they use the term
“bandwagoning”to describe South Korea’s strategy in the face of China’s rise, they use the qualifier
“economic.” That is, emphasizing a dual approach in South Korea’s alignment toward China, they deny
that South Korea is bandwagoning with China in the security arena, asserting that this behavior is limited to
the economic realm.
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differently depending on which theory is applied and how that theory defines balancing

and bandwagoning.

Second, the perspective that one takes appears to be another factor that explains the
vagueness inherent in the concepts of balancing and bandwagoning. Depending on
whose perspective is applied to analyze countries’ alignment choices toward a rising
great power, balancing can be viewed as bandwagoning or vice versa. For instance,
when several East Asian allies of the United States recently joined Washington’s effort
to strengthen maritime security in the East China Sea and the South China Sea, China
excoriated them for bandwagoning with the U.S. attempt to “encircle” China. But the
countries in question implicitly understood their strategic behavior to be one of joining
with the U.S. in an attempt to balance against China, which is becoming more
threatening in terms of its response toward those countries that have maritime or
territorial disputes with China. This seems clearly to be the case although none of those
countries explicitly said so.® Likewise, depending on the perspective one takes, the East
Asian countries’ effort to maintain their national security by leveraging their alliances
with the U.S. can be viewed as either jumping on the U.S. bandwagon or balancing

against a threatening China.

%8 |n view of the growing effort by the Philippines, Vietnam, Singapore, Japan, Australia, and even South
Korea to strengthen security ties with the United States in the summer of 2012 in order to deal with China’s
becoming more “proactive” in an attempt to resolve territorial and maritime disputes in its favor, the major
South Korean daily newspapers have interpreted these events as attempts to balance against a Chinese
threat. For example, Wootak Lee, “Secret Military Pact between South Korea and Japan and the Heated
Diplomacy War in Northeast Asia,” Yeonhap News, July 4, 2012; Kwangsoo Kim, “Why Japan? Why Not
China?” The Korea Times, July 3, 2012; Sangon Kim, “Anti-The Rose of Sharon Is Blooming,” Kookmin
I1bo, July 3 2012; and an editorial, “China Says South Korea Is Provoking Them,” Hangyorye Shinmun,
July 3, 2012.
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Strategies between balancing and bandwagoning

Despite the existence of other alignment responses situated between the two poles, the
discussion regarding countries’ strategic behaviors toward the changing distribution of
power has centered around just one issue: whether balancing or bandwagoning is more
prevalent, as if these two strategies were the only options available. In spite of the fact
that the range of policy choices for small and medium-sized states facing a potential
regional hegemon is much broader than balancing versus bandwagoning,* intermediate
policy options tend to be treated as transitory strategies that will in the end be
transformed into either balancing or bandwagoning. However, with the growing
discussion about why countries did not balance against the U.S. after the end of the Cold
War and why some of China’s neighbors are not balancing against its ascendance at the
beginning of the 21% century, scholars have started turning their attention toward those
other options. Their provisional conclusion has been that these middle alignment options
might not be as transient as is usually assumed within the two main schools of thought.
For instance, most attempts to explain the alignment choices of the East Asian countries
in coping with the ascendance of China do not necessarily belong to either school.
Rather, they start their analysis with such questions as why countries do not balance
against the unipolar power, the U.S., or the growing power of China, and why the
secondary countries have chosen different options since the end of the Cold War than

they did during the Cold War. But in addressing these research questions, none of these

%9 Schweller, “Managing the Rise of Great Powers: History and Theory.” In Engaging China: The
Management of an Emerging Power, Alastair lain Johnston and Robert S. Ross, eds. (London: Routledge,
1999), pp. 1-31.
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analysts seems to suspect that there are other policy options available to secondary
countries in addition to balancing and bandwagoning. IR researchers only seem to differ

only on what drives their alignment choices.

The higher probability that smaller states will opt for the intermediate strategic
choices instead of the two extreme ones (balancing and bandwagoning) can in fact be
explained partially by the systemic change described in chapter 1: the fact that the menu
of security and economic partners for second-tier countries has expanded since the end
of the Cold War. It follows that the intermediate options that do not seem as transient as
they used to should be taken into account in any analysis of secondary states’ alignment

decisions with regard to a growing great power in the post-Cold War world. In the

following section, therefore, | define and examine the two middle alignment options—

accommodation and hedging—and discuss under what conditions secondary countries

might tilt toward the intermediate options other than balancing and bandwagoning.

Hedging and Accommodation on the Horizon

Hedging and accommodation as alignment strategies in times of power transition have
not been studied as intensively as balancing and bandwagoning. Among other factors,
the rigid bipolar structure and the resulting comparatively narrow range of alignment
options that smaller powers could select from in their relations with the great powers
during the Cold War help explain the relative dearth of literature on such in-between
options as hedging and accommodation. However, analyses of the options between

balancing and bandwagoning are on the horizon as the power structure of the

75



international system has become more fluid; and such studies need not necessarily be
limited to small and medium-sized countries. More often than before, the strategic
behaviors of such great powers as the U.S., Russia, and China toward one another in the
post-Cold War era are explained by reference to strategies short of balancing or
bandwagoning such as accommodation, engagement, and hedging. *° Thus, in this
section | intend to define hedging and accommodation and examine how these two
strategies are different from balancing and bandwagoning. Then | will examine under
what conditions second-tier countries tend to choose these in-between options rather
than the more “extreme” options of balancing and bandwagoning, using as examples the

changes in East Asian countries’ strategic behavior since the collapse of the Cold War.
Hedging as a mixture of engagement and balancing vs.

accommodation as a mixture of engagement and bandwagoning

Hedging

Hedging is a concept borrowed from the field of finance, where it means a position
intended to offset potential losses or risks that may be incurred by a companion

investment. To be protected from various types of risks related to fluctuations of interest

0 Eor example, until 2010 U.S. strategy toward China was described as conforming to alignment options
other than ‘balancing” — e.g., engagement during the Clinton Administration, hedging with an aspect of
accommodation during the George W. Bush administration, and hedging with a strong aspect of balancing.
For more detailed accounts, see Fareed Zakaria, “A ‘Hedge’ Strategy toward China,” The Washington Post,
November 15, 2010; Jeffrey M. Smith, “India as a US Hedge toward China,” Asia Times, August 7, 2008;
Demetri Sevastopulo and Jo Johnson, “Gates Denies ‘Hedge’ Strategy against China,” Financial Times,
February 28, 2008; Renato Cruzde Castro, “The US-Philippine Alliance: An Evolving Hedge against an Emerging
China Challenge,” Contemporary Southeast Asia, Vol. 31, No. 3 (2009), pp. 399-423; and James Kitfield, “Is
Obama’s ‘Pivot to Asia’ Really a Hedge against China,” The Atlantic, June 8, 2012.
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rates, currency exchange rates, commodity prices (usually agricultural commodities),
and equity prices, investors—either individuals or institutions—tend to heavily employ
such hedging strategies by pursuing multiple policies that appear to be mutually
contradictory. Examples of hedging in Finance are currency future contracts and

forward exchange contracts for currency.**

In borrowing the financial term ‘hedging’ for the field of international relations, three
critical aspects—reducing potential risks and losses, expanding possible gains, and
combining more than one policy—remain the same. Therefore, hedging in the field of IR
is usually defined as “a middle position that forestalls or avoids having to choose one
option at the obvious expense of another; and thus hedging is defined as a complicated
mixture of balancing and engagement as insurance against the potential uncertainties
and contingencies arising from the target states [emphasis added].”** In this study,
define hedging as an alignment policy of secondary states toward great powers that
combines elements of balancing and engagement in an attempt to reduce potential risks

and losses while expanding future gains.

One might wonder how hedging is different from balancing since it has an element of
balancing. Given the fact that, as elaborated in the second chapter, balancing is an
intentional act by a state toward a specific target state, whose strategic ambitions are

considered a threat to the first state’s survival, at least two differences can be found

e Joseph D. Koziol, Hedging: Principles, Practices, and Strategies for Financial markets (New York:
Wiley, 1990).

*2 Sukhee Han, “From Engagement to Hedging: South Korea’s New China Policy,” p. 335-351.
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between hedging and balancing: the degree of strategic ambiguity in terms of showing

intentions toward a specific target and the kind of risks a country wants to deal with.

First, when it comes to the strategic ambivalence inherent in hedging, it is usually
accepted that states tend to take the option of hedging when the strategic ambitions of an
ascending great power are uncertain—that is, the more uncertain the intentions of the
rising power are, the more likely other countries are to hedge against it. And reflecting
the rising power’s strategic uncertainty with regard to its ambition, the strategic position
of a country that chooses hedging tends to be more ambiguous than that of a country that
chooses to balance against the rising great power. However, as we will see, states
sometimes end up hedging instead of choosing to hedge and moving on to balancing,
even when the target state’s offensive intentions are proven. There are therefore two
types of cases when states tend to hedge: (1) States hedge against a rising great power
because they prefer to do so in times of uncertainty; and (2) states stick to the hedging
strategy because they are not able to move on to the next level of balancing (although

they may want t0).** Therefore, a country’s ambiguous perceptions toward a rising

*3 The literature on hedging as an alignment choice in times of shifting power puts more emphasis on the
first sort of hedging, mentioning such factors as the strategic ambiguity of a rising country, uncertainty
brought about by changes in the distribution of power capabilities between great powers, the opportunistic
aspect of a rising great power’s strategy, and so on. Indeed, the literature on the first sort of hedging is
plentiful compared to that on the second kind of hedging. Although some studies mention the strategic
vulnerability of small powers in trying to balance against an emerging power, they do not necessarily
examine what makes one small country more vulnerable than others in reacting to a rising power. But the
variation in second-tier countries’ reaction toward rising great powers demands an explanation. For the
most part, IR scholars find the source of strategic weakness of secondary countries in their lack of material
capabilities or in domestic factors such as regime vulnerability or societal divisions. Therefore, this paper
aims to study under what conditions states tend to hedge even when they want to move on to balancing and
why one secondary country may adopt the first kind of hedging while another may adopt the second sort.
For more detailed accounts regarding the first kind of hedging, see George Liska, Nations in Alliance: The
Limits of Interdependence (Baltimore: Johns Hopkins University Press, 1968); Volker Krause and David J.
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power may partly explain the difference between hedging and balancing. In other words,
despite what some may think, such perceptions cannot be the entire explanation for why

countries hedge instead of balancing.

Second, hedging and balancing differ in terms of the major risk they are meant to
deal with. If balancing is chiefly aimed at reducing security risks caused by the rise of a
great power by forging or restoring the balance of power, hedging is intended to lessen
security and economic risks while maximizing gains. That is, in contrast to the countries
that opt to balance even at the risk of losing potential economic gains, the countries that
choose to hedge “manage to maximize their national interest by promoting their national
security through balancing the target state’s potential military ambition or undesirable
interruption, on the one hand, and also by stimulating their economic and financial
profits through engagement on the other.”** Therefore, a state engaged in balancing
tends to prioritize controlling security risks from the emerging great power by either
forging security coalitions with other countries or increasing its national defense budget.
But a state engaged in hedging also controls security risks from the target state by
forging security coalitions with other countries while minimizing the chances that it will

lose out economically by maintaining economic relations with the target state. Thus, the

Singer, “Minor Powers, Alliances, and Armed Conflict: Some Preliminary Patterns,” in Erich Reiter and
Heinz Gartner, eds., Small States and Alliances (Heidelberg: Physica-Verlag, 2001); Han, op. cit.; Denny
Roy, “Southeast Asia and China: Balancing or Bandwagoning?”; Jeongseok Lee, “Hedging against
Uncertain Future: The Response of East Asian Secondary Powers to Rising China,” Paper Prepared for the
International Political Association XXII World Congress of Political Science, Madrid, Spain, July 8-12,
2012; and Kuik Cheng-Chwee, “The Essence of Hedging: Malaysia and Singapore’s Response to a Rising
China,” Contemporary Southeast Asia, Vol. 30, No. 2 (August 2008), pp. 159-185.

44 Han, op. cit.
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portfolio of hedging options seems to be much wider than that of balancing. So how is

accommodation different from hedging?
Accommodation

In defining the term accommodation, IR scholars tend to distinguish it from hedging.
For instance, Kang says, “Within the middle strategies, the most important distinction is
between those that represent more or less fear of a potential adversary. Countries may
not balance but still be somewhat skeptical of another country, in which case they might
prefer to hedge. Yet, countries that do not fear a larger state do not hedge, even if they
do not bandwagon. Those strategies can be called accommodation—attempts to
cooperate and craft stability that are short of slavish bandwagoning.”*® Other scholars
present an opposite view of accommodation, arguing that secondary states tend to
accommodate a rising great power when they fear it. For instance, in his study of East
Asian secondary countries’ alignment responses toward a rising China, Ross argues that,
“The key factors explaining variation in alignment policies is variation in the rise of
Chinese military power. Actors that are becoming more vulnerable to Chinese military
power are accommodating the rise of China. Where the rise of China is limited to the
development of economic dependency on the Chinese economy, however, East Asia’s

secondary states have not accommodated China. Rather, they have consolidated their

* David C. Kang, China Rising: Peace, Power, and Order in East Asia, p. 53.

80



prior alignment with the United States.”*® In short, under what circumstances smaller

powers accommodate a growing great power is a controversial issue among IR scholars.

Despite their differences, however, IR scholars tend to agree on the twofold aspect
of the accommodation strategy: “satisfying the rising power and adapting to the new
environment.”*” That is, “admitting improved international status of a rising state as well
as its undeniable prominence followed by offering political and economic favors to it,
small states can please the ascending power. In addition, small states may adapt
themselves to changes in regional or international order, and may build new interstate
relations caused by the power transition. Through these efforts, small states can avoid

antagonizing a great power and even establish an amicable relationship with it.”*®

Given the appeasing-the-rising-power side of accommodation, it includes
components of both bandwagoning and engagement, but it surely differs from
bandwagoning. Although accommodation is meant to expand relations with a rising
great power by engaging it in such areas as politics, economics, and even military
relations, and by offering acknowledgements and moderate favors to the emerging

power, it is not intended to align with it.*® Therefore, accommodation entails neither

%6 Robert S. Ross, “Balance of Power Politics and the Rise of China: Accommodation and Balancing in
East Asia,” p. 379.

o Jeonseok Lee, “Hedging against Uncertain Future: The Response of East Asian Secondary Powers to
Rising China,” p. 6.

48 ldem.
49 Idem.

81



Figure 4. Spectrum of Alignment Strategies

Balancing <« Hedging » Accommodation
Bandwagoning \ /
(Closer to balancing) Engagement (Closer to bandwagoning)

forging military alliances with the emerging great power at the expense of another great

power nor submitting to the former’s grievances.

To sum up, hedging and accommodation, unlike balancing and bandwagoning,
refer to a mixture of multiple policy options, which may appear to contradict each other,
to minimize risks and losses while expanding gains (Figure 4). Although it is assumed
that an uncertain future with regard to a rising great power is a necessary condition for
second-tier countries to adopt such strategies (especially hedging), it is not a sufficient
condition, given the fact that there are diverse opinions about when secondary states
adopt a strategy of accommodation and that more often than not, states “choose” not to
move on to one of the two extreme strategies from an intermediate option. Secondary
countries in fact display widely varying reactions toward a growing great power whose
strategic ambitions prove to be threatening. Details regarding why uncertainty is not a
sufficient condition for secondary states to adopt one of the two intermediate strategies

in response to the rise of a great power in a given region appear in the following section.
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Why are hedging and accommodation popular in the post-Cold War era?

Many scholars have attempted to explain why states are more likely to opt for such
ambiguous policy approaches as hedging and accommodation rather than more
“transparent” ones such as balancing and bandwagoning in the era of power transition
that has followed the end of the Cold War. Most of them have in common the fact that
all the different cases they analyze—from the absence of balancing efforts against the
unipolar power (the U.S.) to East Asian countries’ accommodating behavior toward
China—feature uncertainty about the changes in the distribution of material capabilities

between the great powers in the post-Cold War world.
Hedging and accommodation to cope with
uncertainty regarding a rising great power?

Proponents of the balancing school contend that states are inclined to balance against a
rising great power that is a potential hegemon in a given region. By contrast, followers
of the bandwagoning school argue that states bandwagon on the back of an emerging
great power to neutralize threats or gain advantage. Though reaching different
conclusions about how states react to power shifts, both schools of thought assume that
the uncertainty inherent in the anarchical structure of the international system plays an
important role in explaining countries’ strategic choices against emerging great

powers.>® But it is uncertainty of a different kind from that which the structural realists

%0 The structural uncertainty that is assumed to result from the anarchical structure of the international

system is epitomized in Waltz’s statement regarding the correlation between uncertainties and polarity:

“Uncertainties about who threatens whom, about who will oppose whom, and about who will gain or lose
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talk about that appears to play a greater role in explaining various countries’ tendency to
opt for an intermediate strategy instead of one of the two extreme choices. This type of
uncertainty, which has been noted in studies of countries’ intermediate strategies in the
post-Cold War era, is slightly different from, though related to, the uncertainty the
balancing and bandwagoning schools refer to. If the structural uncertainty immanent in
the anarchical structure of the international system is assumed to be a “fact” and thus
works as a constant rather than a variable within the balancing and bandwagoning
schools, the uncertainty in the literature on states’ tendency to choose intermediate
strategies is usually referred to as an ambiguous perception a country has of a rising
great power—for example, whether it will become a threat or remain an economic
opportunity. This may be explained in part by the fluid structure of the post-Cold War
system. °* This perceptual uncertainty is enhanced by structural changes in the
international system with the end of the Cold War, and thus changes across space and

time, which makes it a variable instead of a constant within the literature.

For these reasons, the perceptual uncertainty that is partly caused by the fluid
structure of the system, which is assumed to be inherent in secondary states’ growing
tendency to choose ambiguous strategic positions toward the great powers since the end
of the superpower rivalry between the U.S. and the Soviet Union, tends to be treated in
the literature as a significant determinant that explains second-tier states’ strategic

choices. As Lee says, “If the situation of power shift develops toward a completely

from the actions of other states accelerate as the number of states increases.” Waltz, Theory of International
Politics, p. 165.

! Herbert s. Yee, op. cit.

84



predictable direction, choosing the most relevant strategy of response with concentration
of all relevant resources may be effective. However, if not, depending on only a single
option can be fatal for secondary states under severe influence of great power politics.
For such reasons, minor powers may hold a portfolio of multiple options such as
balancing, bandwagoning, engagement etc.”>* Though some researchers relate their
theories to Walt’s balance-of-threat theory, they do not necessarily apply Walt’s four
sources of threat to explain why small states tend to have more ambiguous views on a

rising great power since the end of the Cold War than during the Cold War.>

Indeed, as we saw in the first chapter, under the rigid bipolar structure of the Cold
War, where uncertainty with regard to the identity of friend and foe was comparatively

low, second-tier countries tended to choose less ambiguous approaches toward the great

%2 Jeonseok Lee, “Hedging against Uncertain Future: The Response of East Asian Secondary Powers to
Rising China,” p. 8.

% Eor example, with regards to the East Asian states’ tendency not to balance against a rising China, Kang
looks at such economic and ideational factors as growing domestic economic interests in China’s huge
market, cheap labor, history, and identity. Many other scholars have emphasized economic interests and
history as binding factors in their explanations of the lack of threat perception many secondary countries
seem to have toward the great powers since the end of the Cold War. For more detailed accounts regarding
how economic interests work as a binding factor in relations between secondary states and great powers,
see Kang, China Rising: Peace, Power, and Order in East Asia; Akio Takahara, “A Japanese Perspective
on China’s Rise and the East Asian Order,” in Robert S. Ross and Zhu Feng, eds., China’s Ascent: Power,
Security, and the Future of International Politics; Steve Chan, Looking for Balance: China, the United
States, and Power Balancing in East Asia; Eric A. Miller, To Balance or Not to Balance: Alignment Theory
and the Commonwealth of Independent States; Gilbert Rozman, Northeast Asia’s Stunted Regionalism:
Bilateral Distrust in the Shadow of Globalization (Cambridge, UK: Cambridge University Press, 2004); and
Rory Metcalf, “Grand Stakes: Australia’s Future between China and India,” in Ashley J.Tellis et al., eds.,
Strategic Asia 2011-12, Asia Responds to Its Rising Powers: China and India. And for detailed accounts of
how ideational factors moderate small powers’ threat perceptions regarding the great powers, see Kang,
China Rising: Peace, Power, and Order in East Asia; Avery Goldstein, “Parsing China’s Rise:
International Circumstances and National Attributes,” in Robert S. Ross and Zhu Feng, eds., China’s
Ascent: Power, Security, and the Future of International Politics; and Brantly Womack, “Asymmetry and
China’s Tributary System,” The Chinese Journal of International Politics, Vol.5 (2012), pp. 37-54.
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powers than hedging and accommodation. This was even truer for those countries that
were situated within the fixed structure of the bilateral/multilateral alliance system. For
instance, throughout the whole period of the Cold War up until the late 1980s, U.S.
allies in Northeast Asia aligned themselves with the U.S. to balance against the
perceived threat posed by the Soviet Bloc. In other words, the secondary countries in the
region used to bet their national fate in security and economics on one superpower ally,

the United States, to which they had few alternatives.

The tight bipolar structure and rather “stable” regional environment during the
Cold War appear to have helped the small powers in Northeast Asia establish
unwavering perceptions of the great powers, impelling them to join in Washington’s
effort to balance with it against the Soviet bloc. If it is true that a firm perception by
second-tier states toward great powers leads the former to prefer more extreme strategies
of either balancing or bandwagoning in dealing with the latter, then it should logically
follow that, as we have just seen in Lee’s argument, an ambivalent perception toward an
emerging great power should drive secondary states to select intermediate strategies
such as hedging and accommodation. Indeed, many have already employed this logic in
explaining why the variable of the secondary powers’ perceptual uncertainty regarding
the great powers as a result of the fluid power structure since the end of the Cold War

bipolarity increasingly leads them to adopt the intermediate strategies.>*

** Jae Ho Chung, “Korean Views of Korea-China Relations: Evolving Perceptions and Upcoming

Challenges,” Asian Perspective, Vol. 36, No. 2 (2012), pp. 219-236; Mike M. Mochizuki, “Japan’s Shifting

Strategy toward the Rise of China”; Steve Chan, “An Odd Thing Happened on the Way to Balancing: East

Asian States’ Reactions to China’s Rise,” International Studies Review, Vol. 12, No. 3 (September 2010),

pp. 387-412; Eric Teo Chu Cheow, “China’s Rising Role, ‘Soft Power’ and Influence in Asia,” Politique
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Two issues in the uncertainty-centered analysis

This argument that centers on perceptual uncertainty does not seem to be without
problems. The sources of these problems are twofold, and can be found in (1) the
explanations about the origins of ambivalent perceptions and (2) the inability of the
argument to explain the variations in the strategic behaviors of secondary states when
they experience the same perceptual change—that is why secondary states show great
variety in their responses toward a rising great power even when there is no difference in
their perceptions of that country or even why a secondary state shifts its strategic stance
toward an ascending power when there is no change in the former’s perception toward
the latter. As to what has caused second-tier countries to have ambivalent perceptions of
the great powers in the post-Cold War era, two things are most frequently mentioned:
the growing fluidity of the international structure with the end of bipolarity and the
advent of hierarchical regional structures (particularly in the case of China’s rise). Since

we have already discussed the former, this is the place to turn to the latter.

Kang goes back to the old tributary regional system in East Asia in his attempt to
find the origins of the ambivalent perceptions China’s neighbors are assumed to have
about the rise of China. “East Asian states see substantially more opportunity than

danger in China’s rise...Identity is also central in framing how regional states interpret

Etrangere, VVol. 4 (2004); Zhang Guihong, “The Rise of China: India’s Perceptions and Responses,” South
Asian Survey, Vol. 13, No. 1 (March 2006), pp. 93-102; Byungki Kim, “Japan-US-China: A New Strategic
Triangle? The Impact on Korea,” Korean Journal of Defense Analysis, Vol. 11, No. 1 (1999), pp. 169-195;
and Bates Gill and Gudren Wacker eds., China’s Rise: Diverging U.S.-EU Perceptions and Approaches
(Berlin, SWP: 2005), available at http://www.swp-
berlin.org/fileadmin/contents/products/arbeitspapiere/ChinaGMF_end_ks.pdf.
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China’s rise. East Asian states view China’s reemergence as the gravitational center of
East Asia as neutral...Thus to East Asian observers and other states, the likelihood that
China will seek territorial expansion or use force against them seems low.”> However,
this “belief” or “identity” factor—whatever it is called—that derives from the history
that East Asian countries share seems to be far from being a variable, since history itself
does not change.”® So if we accept Kang’s argument that East Asian countries’
accommodation of China is “due to a specific constellation of interests and beliefs—a
particular mix of identities and the absence of fear,” we may conclude that since the
belief system the East Asian countries share throughout history should be a constant
instead of a variable, we should look to these countries’ current interests to do most of
the explanatory work regarding their accommodating behaviors toward the rise of
China. In other words, if East Asian countries’ ambiguous perceptions of China are
understood to arise from their shared history, they can hardly play the role of a critical
determinant in explaining variations within and across East Asian countries’ strategic
behaviors toward China, although they might work in generating a comparative analysis
of secondary states’ strategic decisions in Europe and East Asia. In this regard, I would
argue that historically based perceptions of China should be viewed as a constant in the

explanation of China’s small neighbors’ modes of response toward a reemerging China,

% Kang, China Rising, pp. 4-5.

% Although this “history” factor can be a variable in the comparative analysis of East Asian and European
secondary countries’ alignment decisions, it cannot be used as an explanatory variable for understanding
variations across the alignment behaviors of East Asian countries. Instead, it should be a constant.
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as long as this history of living in an ancient China-centered tributary relationship is

shared by all countries in the region.>’

Let’s turn to the second source of the problems: the inability to explain the
variation across and within secondary states’ strategic behaviors toward the rising great
power by reference to the perceptual shift from ambiguity (whether the rising great
power is a potential threat or an economic boon) to greater certainty (i.e., viewing the
rising great power as a threat in security and economics). Put differently, not only is
there a wide range of alignment behavioral shifts among secondary countries with
regard to a rising great power, even when they have in common a perceptual change
from ambiguity to greater certainty regarding the rising great power; also there exists
variation within a secondary state’s alignment responses across time without any
noticeable changes in its perception toward a growing great power. Although the factor
of perceptual uncertainty definitely helps explain why states are more inclined toward
intermediate strategies than to the extremes of balancing and bandwagoning, it does not
seem adequate to explain both why one country may shift its strategy while others don’t
or can’t even when they experience the same perceptual change and why another
country shifts its alignment choice although its perception of the rising great power

remains unchanged.

> Some scholars view the source of the ambiguous perceptions East Asian countries have regarding China
as lying in China’s tendency to act “benign” or in the perception that China’s power is not great enough to
be called “great.” Although these scholars emphasize the perception factor in their analyses, their
independent variables are China’s power, China’s foreign policy, etc. So for them, the perception factor is
an intervening variable that depends on other explanatory variables.
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Perceptual uncertainty and the cases of this study

The insufficiency of perceptual uncertainty as a variable is apparent in the cases of
South Korea and Japan, whose alignment paths have greatly diverged since the mid-
1990s. As many have observed, South Korean perceptions of China have significantly
deteriorated over the past decade. According to a 2010 survey by the Pew Global
Attitudes Project, from 2002 to 2010, South Koreans’ favorable rating of China slipped
from 66 percent to 33 percent. Notably, South Koreans express growing wariness about
the increase in Chinese military power, with only 7 percent viewing it is as a “good
thing,” while 86 percent view it as a “bad thing.”*® This significant deterioration in
South Korean public attitudes toward China was already noticeable in the mid 2000s, as
a 2005 poll that the Gallup organization conducted for the U.S. Department of State
shows. This poll found that “favorable opinions of China had fallen from the 70-percent
level a couple of years earlier to 53 percent in November 2005, while South Koreans
who identified the United States as their key security partner over the next decade (62
percent) vastly outnumbered those who so identified China (12 percent).”59 Apart from
public perceptions, elite perceptions of China have also deteriorated since the early
2000s. Young Korean government officials in their 30s and 40s in several ministries (i.e.
the Ministry of National Defense, the Ministry of Strategy and Finance, and the Ministry

of Foreign Affairs and Trade) began speaking up for what they saw as an urgent need to

58 “Obama More Popular Abroad Than at Home, Global Image of U.S. Continues to Benefit,” Pew
Research Center, Pew Global Attitudes Project, June 17, 2010, p. 53.

% Evans S. Medeiros et al., eds., Pacific Currents: The Responses of U.S. Allies and Security Partners in
East Asia to China’s Rise, p. 72.
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shift toward a more balanced approach toward China, even during the Roh Moo Hyun

Administration.®

Deteriorating perceptions of China were also detected in Japan. A broad range of
government officials and politicians from both the LDP and the DPJ have expressed
their growing concern over China’s growing military buildup and threatening behavior
that makes its East Asian neighbors nervous. Reflecting this rising concern over China’s
ascendancy, in 2005 Japan for the first time named China as a threat in a diplomatic
White Paper.®! Beyond elite perceptions, Japanese public perceptions of China have
worsened. “According to Cabinet Office public opinion surveys, favorable sentiments

about China in Japan plummeted from 48 to 32 percent between October 2003 and

%0 | interviewed four young officials (in their 30s and 40s) in the North American Affairs Bureau and the
Northeast Asian Affairs Bureau of MOFAT in January and February 2012. | found that even during the
Roh Administration, young government officials opposed South Korea’s foreign policy of tilting heavily
toward China in the name of achieving prosperity and peace in Northeast Asia. These officials stressed the
urgent need to diversify foreign markets for Korean exports to reduce South Korea’s economic dependence
on China. However, with the growing role of China as a mediator in the Six Party Talks beginning in 2003
and the opening of China’s market with its entry into the WTO, these officials’ voices were hardly heard in
the South Korean government, especially during the first two years of the Roh administration.

%1 Some observers contend that rising threat perceptions among the Japanese elites are a result of a series of
Chinese provocative behaviors in the region in the mid 1990s, which can explain Japan’s attempt to beef up
its alliance with the U.S. by revising its defense guidelines. However, as many experts in Japan note,
Japanese perception of the rise of China remained rather ambiguous until the end of the 1990s. For
example, Hideo Sato, noting the ambiguous perceptual stance toward China among Japanese government
officials, states, “Despite the growing perception among the Japanese public of China as a potential security
threat, few among the Japanese elite are concerned either about Chinese military power in general or about
China as a security threat in the narrow military-strategic sense of the term, i.e., China invading Japan or
launching missile attacks on Japan. While some of them may be worried about Japan somehow getting
involved in the conflict between China and Taiwan...Many China specialists in Japan downplay the
Chinese military threat and worry instead about other kinds of threat from China.” (From Sato, “Japan’s
China Perceptions and Its Policies in the Alliance with the United States.”)
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October 2005, while unfavorable views rose from 48 to 63 percent.”®® The worsening
public perception toward China in Japan, as seen in a surge in anti-China actions such as
anti-Chinese writings, hit a record level in the summer of 2012. According to the results
of a joint China-Japan survey released in June 2012, the Japanese public’s impression of

China has soured in recent years, hitting a seven-year low by 2012.%

Despite this similarly dramatic change in perceptions of the rise of China in Japan
and South Korea, the two countries’ strategic behavior toward China has followed more
divergent that convergent paths. While there has been the wide swing in Japanese
alignment toward China in recent decades—from accommodation to hedging to
balancing, which appears to reflect the change in public opinion toward China in the
country, South Korea’s alignment responses to China’s growing capabilities do not
necessarily reflect the change in its domestic public perceptions. South Korea’s shift in
alignment toward China has been rather mild and narrov—from accommodation to
hedging. If perceptual uncertainty is not all that explains the two countries’ divergent
paths in dealing with the rise of China, what should we add to more fully explain South
Korea’s cautious alignment shift, which appears to be “insufficient” to reflect the change
in public perceptions, especially as compared with Japan’s more dramatic changes?

What would explain these two countries’ divergent paths toward a rising China? And

52 Office of the Cabinet Secretary, Japan, Yoron Chosa [Public Opinion Surveys], October 2003 and
October 2005. From Pacific Currents: The Responses of U.S. Allies and Security Partners in East Asia to
China’s Rise, edited by Evan S. Medeiros et al.

63 CNA, “Japan Public Opinion of China Hits 7-Year Low,” The China Post, June 21, 2012. Available at
http://www.chinapost.com.tw.
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what has stopped South Korea to shift further toward balancing even when there was a

dramatic change in its perception toward a rising China?
Asymmetric economic interdependence and intermediate strategies

Several scholars have argued for the importance of economic factors in states’ strategic
decisions in times of shifting power. Erich Weede writes, “Since different economic
growth rates obviously affect the balance of power, economics must not be neglected in
an analysis of balance of power politics.”®* Likewise, in his account of the variation in
the great powers’ tendency to balance against perceived threats during the two World
Wars, Paul Papayoanou argues for the importance of ‘“societal-based economic
constraints” on leaders’ decisions to balance. According to him, “Different patterns and
levels of economic interdependence in the great power system generate societal-based
economic constraints on, or incentives for, state leaders of status quo powers hoping to
mobilize economic resources and political support to oppose perceived threats.”®® Going
beyond the implications of economic ties for balance of power politics, Brooks points to
the world-wide fragmentation of production—in other words, the globalization of
production—as a new aspect of today’s globalized world. He concludes that “the
globalization of production now acts as a force for stability among the great powers. Put

most precisely, the conclusion of this study is that the increased geographic dispersion

% Erich Weede, Balance of Power, Globalization, and the Capitalist Peace (Berlin: Berlin Liberal, 2005),
p. 18.

% paul A. Papayoanou, “Economic Interdependence and the Balance of Power,” International Studies
Quarterly, Vol. 41 (1997), p. 113.
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of MNC production will, ceteris paribus, increase the stability of great power

relations.”®®

If economic interdependence has such significant ramifications on great power
relations, the same can be said of the relations between great powers and secondary
states. And economic relations between countries are greatly affected by structural
changes within the international system, as we can see from the surge of international
economic integration—so-called globalization—since the end of the Cold War. In the
context of secondary countries’ attempts to balance against a rising great power that
could be a potential threat in a given region, the economic ties between great powers and
small states are like a double-edged sword—that is, depending on how carefully the
secondary states manage their economic ties with the great powers, economic ties can
work either as a facilitator that further tightens their relations with the great powers or
as a hindrance that ties the secondary countries” hands in deciding their strategic stance
toward the great powers. In the latter case, they may end up “choosing” a less desirable
alignment option vis-a-vis the great powers to promote their national security.
Therefore, economic interdependence, especially between a secondary state and a great
power, tends to have both positive and negative effects on the former’s efforts to

strengthen its national interests.

66 Stephen G. Brooks, Producing Security: Multinational Corporations, Globalization, and the Changing
Calculation of Conflict, p. 8.
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Upside of economic ties

between a secondary country and a rising great power

The positive effect of economic interdependence between great powers and secondary
countries is more likely to occur when the latter diversify the sources of their economic
dependency. The end of the superpower rivalry that defined the Cold War meant at least
two things to small powers in the post-Cold War era. First, as they started to engage
with their former adversaries economically, the Cold War formula that a threat in
security cannot be a partner in economics became irrelevant. With the abolition of this
Cold-War “law,” the line distinguishing between partners and adversaries has become
blurrier than ever, making secondary countries more uncertain about their future
relations with great powers, which has pushed them further to pursue a more balanced

approach toward the great powers rather than tilting toward one at the expense of others.

The expanding menu of security and economic partners for secondary countries is
leading them to diversify the sources of their dependence on great powers. For example,
those countries that had been heavily reliant on the United States for defending their
security and boosting their economic growth during the Cold War could finally diversify
their sources for both purposes after the end of the Cold War. With the structural change
that occurred with the end of the Cold War, the small powers could finally explore
economic frontiers that they were effectively prohibited from investigating during the
Cold War. Moreover, the newly forged economic connections between second-tier
countries and the great powers that used to be adversaries in the Cold War period have

induced the secondary countries to maintain a balanced approach between great powers.
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Having to choose one side between great powers in the midst of intensifying economic
relations with both powers seems to have become a diplomatic nightmare of the second-

tier countries.

For example, some scholars have noted the growing disparity between security and
economic policies in such countries as Japan and South Korea and have termed their
post-Cold War strategies a “dual hedge.”®” Heginbotham and Samuels note that “much
of the conventional wisdom about Japan—about its supposed pacifism, its striving for
normality, its subordination to U.S. preferences, and its enmity toward China—no

longer comports with Tokyo’s foreign policy choices,”®®

making it different from the
dependent ally the United States used to know. Indeed, as the U.S. pursued economic
policies that were adverse to the secondary countries’ economic growth and reduced its
economic aid to them in the mid-1980s, they began to perceive the U.S. as a market that
was “insufficient” or “not big enough” to absorb their products, a distorter of
commodity prices, or even an economic rival. Instead of waiting for their Cold War
sponsor to show mercy to them, these secondary countries used the window of

opportunity presented to them by the collapse of the Soviet Union to widen the scope of

their economic partnerships.

%7 Eric Heginbotham and Richard J. Samuels, “Japan’s Dual Hedge,” Foreign Affairs, Vol. 81, No. 5
(September-October 2002), pp. 110-121.

% Ibid., p. 120.
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Downside of economic ties

between a secondary state and a great power

However, this positive effect from economic ties with the great powers could turn
negative depending on how secondary states manage them. That is, when the attempts to
diversify the sources of dependence result in creating another source of dependence
alongside the existing ones, the result is to create more problems. That is, instead of
dividing up the sum of their dependence on the great powers(s) between different

sources, some secondary states have unexpectedly increased the sum of their

dependence (s + o) by creating and augmenting dependence on another great power,

while leaving the level of their dependence on the others largely unchanged.

Assuming that the range of alignment options the secondary state can choose from

in interacting with the rising great power is highly dependent on how it manages their

economic relations, and the larger s and o are (in other words, the more susceptible its

economic destiny becomes to the great power’s decisions), the narrower the range of the
secondary state’s alignment options becomes. This in turn further contracts the range of
strategic movements it can choose among. Therefore, even in a case where the emerging
great power in question turns into a threat to the secondary power’s security, it still has
fewer options in dealing with it. This is the unexpected “hand-tying” effect of economic
ties between a secondary state and a rising great power on the former’s ability to
respond to the rising great power. To sum up, once a secondary country’s attempts to

diversify the sources of its economic dependence on a single great power turns into a
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growing asymmetric dependence on another rising great power whose strategic ambition
remains unknown, while the total level of dependency of the secondary power continues
to grow, not only are the economic ties between the secondary country and the great
power very likely to become hostage to its shifting alignment responses, but the country
will find itself unable to get out of the trap of intermediate strategies, even when it needs

and wants to move toward balancing.

Summary

In this chapter | delineated the alignment strategies secondary states tend to choose
among with regard to an ascending great power in the broad context of their pursuit of
security and wealth. Thus, I divided the alignment strategies of secondary states into two
types: extreme and intermediate strategies. The extreme alignment strategies are of
course balancing and bandwagoning, which can be described as the two alignment
options that secondary states are inclined to choose when the international system’s
power structure is rigid, such as the bipolar structure of the Cold War, in which case the

secondary countries’ perceptions of the great powers are relatively certain.

Hedging and accommodation are considered intermediate strategies that a secondary
country can choose. These have been observed more often since the end of the Cold War
than they were during the Cold War, as the power structure has become more fluid and
secondary powers’ perceptions regarding rising great powers have become more
uncertain. The higher uncertainty (structural and perceptual) that is believed to be
inherent in the international system in the post-Cold War world has played a major part

in explaining why the secondary states are more prone to opt for intermediate strategies
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instead of extreme ones in dealing with great powers since the end of the Cold War.
However, as we see from the variations in East Asian countries’ strategic responses
toward China in the post-Cold War world, perceptual uncertainty alone cannot explain
the variation in the scope of shifts in alignment behaviors by countries that have
experienced similar perceptual changes. The secondary states’ pursuit of wealth and
security by diversifying their great power partners and the presence of more options on
their table since the end of the Cold War has facilitated their tendency to shy away from
choosing extreme strategies. But depending on how the second-tier countries have
developed their economic relations with the great powers in the decades since the end of
the Soviet Union, some have been left in a position to take bolder moves than others in

terms of selecting their alignment options.
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CHAPTER 4

MODELING ALIGNMENT OPTIONS OF SECONDARY STATES
IN THE FACE OF A RISING GREAT POWER

As Brinberg and McGrath put it, "Validity is not a commodity that can be purchased with techniques.”
Instead it depends on the relationship of your conclusions to the real world, and there are no methods that
can assure you that you have adequately grasped those aspects of the world that you are studying.

- Joseph A. Maxwell, Qualitative Research Design: An Interactive Approach®

In this chapter I will explain how I will conduct my research on secondary states’
alignment decisions toward a rising great power in the case of the Northeast Asian
countries, laying out my dependent variables, independent variables, analytical model,
and hypotheses. This chapter consists of four sections. The first section deals with the
dependent variable—namely, the scope of the secondary states’ alignment options
toward a rising great power. Thus, | focus not only on the range of alignment options
available to secondary states in times of shifting power but also on the scope of
alignment shifts secondary states could make in coping with a rising great power that is
becoming more assertive by looking at South Korea’s changing mode of responses to a
rising China in the first two decades after the end of the Cold War, in a comparison to
Japan. In the second section, after examining three “conventional” independent
variable—military capability, identity, and societal/elite fragmentation—in explaining

the East Asian countries’ strategic reactions toward an ascending China, | present a main

! Joseph A. Maxwell, Qualitative Research Design: An Interactive Approach (London, Sage: 1996), p. 86.



explanatory variable of this study—the nature of economic interdependence. Alongside

the introduction of each variable, | also present hypotheses that could test the fitness of
each variable. The third section presents an analytical model where secondary states’
strategic behaviors toward a growing great power can be explained, and in the last
section | elaborate on the research methods that | have adopted in this study and the

relevance of the cases of this study.

Dependent Variables

The range of alignment options and shifts available to

a secondary state in the face of a rising great power

As mentioned above, the dependent variable of this study is the scope of the alignment
options and shifts that are available to secondary states in the face of a rising great
power. In other words, this study focuses on determining how much farther a secondary
state can go in terms of selecting alignment choices to show greater assertiveness toward
a rising great power instead of whether a secondary state balances against or
bandwagons with the emerging great power. Therefore, as will be articulated later, since
such intermediate alignment strategies as hedging and accommodation are a mix of
engagement and the extreme strategies (i.e., balancing and bandwagoning), the

dependent variables should be treated as a continuous variable and not as an ordinal one.

There are several reasons for this choice. First and foremost, there is already a
voluminous literature on states’ alignment decisions in dealing with a growing great

power, notably the various theories that belong to one of the two mainstream schools of
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thought—the balancing and bandwagoning schools. Although these different theories
can help us understand why some states balance while others don’t—by reference to
different determinants, few of the studies in which these ideas are put forth discuss why
some states choose to change their alignment strategies while other don’t and what
decides the extent to which states shift their alignment behaviors toward a rising great
power. Since these studies usually centered on the research question of whether
secondary states tilt toward balancing or bandwagoning, they tend to pay little attention
to the moment of transition when states shift their strategies from intermediate to
extreme ones. By looking into those transitory moments, | aim to see what prevents one

from moving further toward the extreme strategies while others do.

Second, by seeking answers for what determines the scope of the alignment shifts
that secondary states can choose in the face of an ascending nearby great power, | intend
to prove that such traditional variables as material capabilities and threat that have been
developed to explain why states choose such extreme strategies as balancing or
bandwagoning are not sufficient to explain variations in secondary states’ ability to shift
their strategies from intermediate to extreme choices. Thus, I intend to fill in the gap in
the literature about second-tier countries’ alignment strategies by looking for answers to
such questions as why some secondary states tend to have more alignment options
available to them than others in coping with an emerging great power and why some
second-tier countries are able to move further toward balancing in the face of a more
assertive great power while others can’t or don’t. In an attempt to answer those
questions, | add a new variable alongside the conventional ones to explain the dependent

variable. Bearing this in mind, | next turn to four alignment strategies—Dbalancing,
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hedging, accommodation, and bandwagoning—that secondary states may choose toward
the great powers. | will elaborate on the characteristics of each strategy, which can be
measured and compared across and within cases. It is critical to illuminate the
constituent elements of each strategy to explain the variations across the range of
alignment strategies Northeast Asian countries have been choosing from in dealing with

a rising China.
Extreme strategy I. Balancing

In the second chapter, where | discuss the critical concepts of this study, | define
balancing as an intended act by a state toward a specific target state, accepting the
argument that “a definition of balancing is most useful when it is tightly defined as

referring to preparation for the possible use of force.”

There are divergent views about
whether it’s desirable to limit the definition of balancing to “hard” balancing,® but for

the purposes of this study, that is the definition I will use.

2 Kang, China Rising, p. 51.

% The two schools of thought — namely, soft balancing and underbalancing — present opposite views of
how to delineate the concept of balancing. For instance, the supporters of the school of soft balancing
contend that countervailing power dynamics against a hegemonic power first emerge in a more subtle form
than hard balancing — “soft balancing.” On the other hand, in presenting his theory of underbalancing,
Schweller claims that the effects of structural imperatives are filtered through domestic constraints (i.e.
societal and elite fragmentation), which greatly differ across space and time, before affecting leaders’
decisions to balance against a threat. For detailed accounts regarding “soft balancing,” see Robert A. Pape,
“Soft Balancing against the United States,” International Security, Vol. 30, No. 1 (Summer 2005), pp. 7-
45; T.V. Paul, “Soft Balancing in the Age of U.S. Primacy,” International Security, Vol. 30, No. 1
(Summer 2005); and “The Enduring Axioms of Balance of Power Theory,” in T.V. Paul et al., eds.,
Balance of Power Revisited: Theory and Practice in the Twenty-first Century (Stanford, California:
Stanford University Press, 2004). And for more details regarding “underbalancing,” see Randall L.
Schweller, Unanswered Threats: Political Constraints on the Balance of Power (Princeton: Princeton
University Press, 2006).

103



If we include soft types of balancing, the line that distinguishes balancing from
hedging becomes blurry. According to Paul, “Soft balancing involves tacit balancing
short of formal alliances. It occurs when states generally develop ententes or limited
security understandings with one another to balance a potentially threatening state or a
rising power. Soft balancing is often based on a limited arms buildup, ad hoc
cooperative exercises, or collaboration in regional or international institutions; these
policies may be converted to open, hard-balancing strategies if and when security
competition becomes intense and the powerful state becomes threatening.” It follows
that any measures—institutional, military or economic— that can be considered
counterbalancing constraints imposed on the strongest state in the international system
can be defined as balancing, which would subsume under the broad category of
balancing one of the intermediate alignment strategies, namely hedging, as long as those
measures are accompanied by economic engagement. If that taxonomy is accepted, the
spectrum of alignment strategies is reduced either to the two extreme strategies (i.e.
balancing and bandwagoning) or to the two extreme strategies plus one intermediate
strategy, which makes it harder to thoroughly investigate why there are variations across
cases and time in the range of changing alignment strategies secondary states may adopt
toward a rising great power. In addition, as Kang has noted, “terms such as ‘soft
balancing’ and ‘underbalancing’ makes it virtually impossible to falsify the balancing

proposition as well.”

4 Paul, “The Enduring Axioms of Balance of Power Theory,” p. 3.

° Kang, China Rising, p. 52. There are other scholars who agree with Kang. For example, Keir Lieber and
Gerard Alexander present a similar argument to Kang’s, arguing that, “Discussion of soft balancing is
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Having tightly defined balancing as hard balancing, | adopt commonly accepted
standards for measuring states’ balancing behavior—preparations for the use of force.
“Fairly strictly defined and relatively verifiable criteria such as these have great value
because they reveal behavior—costly behavior signifying actual intent—that can be
distinguished from the diplomatic friction that routinely occurs between almost all

countries, even allies.”®

Thus, states’ efforts to transform secondary forms of power
(economic, natural, societal, etc.) into military capabilities through extracting domestic
resources or forging security coalitions against a targeted state should be said to

constitute the core components of balancing.

Three traditional measures are employed in determining whether a country is
balancing or not: (1) defense spending, (2) military buildups (which measure a state’s
effort to internally balance), and (3) military alliances forged against a targeted rising
great power and measures to shore up the existing security alliances such as joint
military exercises (which measure the secondary power’s effort to externally balance).
Additionally, I look at secondary countries’ military doctrines, expressed in such sources
as annual Defense White Papers, Diplomatic White Papers, and annual/special reports

prepared by the national security council for the president or prime minister.

much ado about nothing...the behavior typically identified by it seems identical to normal diplomatic
friction, and regardless, the evidence does not support a claim that can be empirically verified, adding
adjectives is merely an ad hoc attempt to retain a theoretical preconception.” Keir Lieber and Gerard
Alexander, “Waiting for Balancing: Why the World is Not Pushing Back,” International Security, Vol. 30,
No. 1 (Summer 2005), p. 119, and Stephen G. Brooks and William C. Wohlforth, “Hard Times for Soft
Balancing,” International Security, Vol. 30, No. 1 (Summer 2005), pp. 72-108.

® Lieber and Alexander, “Waiting for Balancing,” pp. 118-119.
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Extreme strategy Il. Bandwagoning

Compared to balancing, defining bandwagoning seems less controversial.
Bandwagoning refers to aligning with a growing great power in an attempt to either
neutralize threats posed by it or achieve gains—mostly, economic ones. Since | have
strictly confined myself to the military aspects of balancing, | similarly identify
bandwagoning as a strictly military term, which makes the core component of

bandwagoning the establishment of a military coalition with a rising great power.

The term “economic bandwagoning”’

is often used by analysts, especially in
describing the growing separation of economics and politics in East Asian countries’
foreign policies toward China since the turn of the millennium; nevertheless, | do not
use this concept in this study. If bandwagoning is divided into two types, economic and
military, it is necessary to do the same thing to balancing—for example, by speaking of
soft and hard balancing, which | have already noted is not done in this study. Although
it cannot be denied that hedging and bandwagoning share some opportunistic aspects in
terms of trying to gain profits by maintaining relations with a growing great power, any
attempts to jump on the bandwagon of a rising great power in economics should be
examined in the context of secondary states’ attempt to hedge against its rise while

exploiting economic opportunities presented by the ascendancy of a great power, as long

as those attempts are not accompanied by military alliances with it.

! Intaek Han, “The Rise of China and South Korea’s Response: The Gap between Behavior and
Perception,” p. 2.
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Intermediate strategy I. Hedging

As we saw in the previous chapter, hedging, which is here defined as a strategy that
combines engagement and balancing, has three critical components that differentiate it
from other strategies: (1) reducing potential risks and losses, (2) enlarging possible
gains, and (3) combining multiple policies. Therefore, this study follows many other
studies in measuring states’ tendency to hedge against a potential threat—that is,
engaging with it economically while forging new security coalitions or strengthening
existing formal and informal security alliances with other great powers (in this study,

mostly the United States).

First, there are at least three ways to measure the degree of a secondary state’s
economic engagement with a rising great power that can be a potential threat: (1)
volume of bilateral trade; (2) volume of two-way investment (i.e., FDI); and (3) FTAS
and multilateral economic agreements (i.e., TPP). The first one is useful in measuring
the trade dependence of the secondary country on the growing great power, while the
second aspect accounts for the small the degree of division of labor between the two
countries through the process of production fragmentation. The third way is useful for
assessing to what degree the two countries’ economic relationship is institutionalized.
By employing these measures, | intend to investigate how secondary states’ pursuit of
wealth (i.e., expanding their economic gains) affects their decision to adopt a hedging
strategy, rather than a more extreme one, balancing, by maintaining or even enlarging

their economic relations with the ascending great power.
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Second, in examining another aspect of hedging—reducing potential risks or
losses—it is useful to look at three traditional aspects of balancing (see above): (1)
defense spending (how a secondary state’s increasing or decreasing defense budget is
related to the behavior of a rising great power); (2) military buildups targeted at the
emerging great power; and (3) security alliances and changes in military doctrine. The
third aspect of hedging is combining multiple policies, so this study examines how
secondary states integrate the two contradictory policies discussed above (engagement

in economics and balancing in security) to elevate their hedging ability.

Intermediate strategy I1. Accommodation

Accommodation is a strategy that has components of both engagement in economics and
bandwagoning in security; however, it is short of slavish bandwagoning that implies
aligning with a rising great power. Strategic behaviors that accommodate the security
and political demands of a growing great power while stopping short of forging a

security alliance with it are considered to comprise a strategy of accommodation.

As in the case of hedging, there are three aspects to the kind of economic engagement
inherent in the strategy of accommodation: trade, investment, and institutional. In
measuring the bandwagoning type of accommodation in security and assessing whether
a small state supports the growing regional profile of the rising great power, it is useful
to appraise the extent to which the secondary state accepts the political or security
demands of the growing great power as reasonable and to what degree it therefore adjust

its interests (i.e. East Asian countries’ denial of a visa to the Dalai Lama).
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Any attempts by small states to cooperate with the growing great power in security
should be assessed by way of comparison to how they manage their security alliances
with other great powers at the same time. For example, maintaining their existing
security alliances with other great powers at the same time that they start military
relations with the rising great power should be identified as accommodation rather than
bandwagoning. On the other hand, ending pre-existing security alliances with former
allies while establishing a security alliance with the emerging great power should be

considered bandwagoning, not accommodation.

The four alignment strategies that are critical to measuring the dependent variables of
this study—the scopes of alignment options and shifts that secondary states choose in

the face of a rising great power—are summarized in Table 1.
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Table 1. Four Alignment Strategies of Secondary States
in the Face of a Rising Great Power

Extreme or
Intermediate

Critical Components

Indicators

Balancing

Extreme

Preparations for the Use of
Force

Increase in military spending
aimed at a rising great power
Forging new military alliances
or beefing up existing alliances
Naming it as a security threat in
official documents (e.g. Defense
White Papers)

More willing to control security
risks at the expense losing some
of economic gains

Hedging

Intermediate

Engagement in Economics
accompanied by Balancing in
Security

Economics: Increase in bilateral
trade volume and investment,
establishment of bilateral or
multilateral trade agreements
(FTAs, or TPP, etc.)

Security: Three aspects of
Balancing

Less willing to control security
risks at the expense of losing
some of economic gains

Accommodation

Intermediate

Engagement in Economics
accompanied by
Bandwagoning in Security

Economics: Three aspects of
economic relations as seen in
hedging

Security: Adjusting own
interests to accommodate rising
great power's demands

Any attempts to side with it
short of forging security
alliances with it

Bandwagoning

Extreme

Aligning with a Rising Great
Power

Forging security alliances
with a rising great power
Ending security alliances with
other great powers
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Independent Variables

Structural realist variables

Military capability

Military capability has always been one of the most important factors used to explain
international politics, particularly within neorealism. Arguing against the claim that
“since military power no longer brings political control in the nuclear age, force is now
obsolescent and that international structures can no longer be defined by the distribution

,’8

of capabilities across states,”” Waltz has stated that, “Force is more useful than ever for

upholding the status quo, though not for changing it, and maintaining the status quo is

the minimum goal of any great power.”

Also, in explaining secondary states’ alignment
responses toward a rising great power, neorealist proponents of balance-of-power
theories tend to regard military capability (or the balance of military power between
great powers) as the most important determinant. This is most clearly seen in the basic
premise of offensive realism—(one branch of neorealism): States respond to great power

capabilities—mostly military capability—rather than to a threat assessment that

incorporates an assessment of such non-material factors as a great power’s intentions.

Starting from this premise, for instance, Ross, a supporter of balance-of-power
theories, argues, “Secondary state behavior is sensitive to the distribution of great power

capabilities in their immediate vicinity, rather than to change in the wider regional or

8 Waltz, Theory of International Politics, p. 191.
% Idem.
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global balance of power. In this context, once a rising power can fundamentally affect
the security of a secondary state, secondary states will accommodate rather than balance
this new dominant power. Therefore, economic dominance is an insufficient condition to
generate accommodation, and military power is a necessary and sufficient condition to
compel secondary state alignment.”*® However, defensive realists such as Waltz do not
agree with the conclusion that offensive realists have reached. Although he refers to
military capability as the most critical factor that determines smaller states’ policy
decisions in times of shifting power, Waltz comes to a different conclusion. “Secondary
states, if they are free to choose, flock to the weaker side; for it is the stronger side that
threatens them. On the weaker side, they are both more appreciated and safer, provided,
of course, that the coalition they join achieves enough defensive or deterrent strength to

dissuade adversaries from attacking.”*

In short, both defensive and offensive neorealists emphasize military capability in
explaining secondary states’ alignment decisions toward great powers, reaching the
same conclusion: that a secondary state’s responses to a rising great power are highly
dependent on its military power. Bearing that in mind, the first of my baseline

hypotheses are as follows:

1o Robert S. Ross, “Balance of Power Politics and the Rise of China: Accommodation and Balancing in
East Asia,” p. 358.

1 Waltz, Theory of International Politics, p. 127.
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H;: Holding all else equal, secondary states are more likely to accommodate a rising
regional power to the extent that the military power of the new dominant power is a

threat to the secondary states’ own security.

Ho: Holding all else equal, a rising power s military strength has no effect on secondary

states’ tendency to accommodate (or appease) it.
Threat

According to Walt’s balance-of-threat theory, since statesmen will consider other factors
than just naked power when identifying potential threats and prospective allies, states
will ally with or against the most threatening power rather than allying in response to
power alone.™ Although he argues that states tend to form alliances to balance against
threats rather than jumping on the bandwagon, Walt also presents an escape clause to
explain “outlier” cases where secondary states do bandwagon with an emerging
threat—namely, that “small and weak neighbors of the great powers may be more

inclined to bandwagon.”** Therefore, my second baseline hypothesis is as follows:
g

H,: Holding all else constant, if there is a threatening power in a region, secondary

states are more likely to balance against it rather than accommodate it.

Ho: Holding all else constant, threats have no effect on secondary states’ tendency to

balance.

12 Stephen M. Walt, “Alliance Formation and the Balance of World Power.” In The Perils of Anarchy:
Contemporary Realism and International Security, Michael E. Brown et al., eds., (Cambridge,
Massachusetts: The MIT Press, 1987), pp. 208-248.

13 Walt, The Origins of Alliances, p. 126.
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Constructivist variables
Identity

The prototypical explanation using identity as the most critical explanatory variable in
the analysis of secondary states’ strategic behaviors toward a rising great power is
Kang’s analysis of events in East Asia in the face of a rising China. As mentioned
above, Kang locates the source of “a common lack of fear” of China that he finds across

East Asian countries in their “shared” identity as “vassals™**

that perceive China as the
dominant state and therefore view “China’s reemergence as the gravitational center of
East Asia as natural.”*> Therefore, focusing on the presumed hierarchical aspect of the

regional system, which is assumed to have a considerable impact on secondary states’

perceptions of a rising great power, the last baseline hypothesis is as follows:

Hs: Holding all else constant, the more hierarchical the regional structure is and thus
the more comfortable the secondary states feel about the rise of a great power, the less

likely they are to balance against it.

Ho: Holding all else constant, identity as a “secondary state” in a hierarchical regional
system has no effect on secondary states’ tendency to accommodate a rising great

power.

14 Kang, China Rising, p. 25.
% 1bid., p. 4.
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Limits of the three conventional variables when applied to

East Asian secondary states in the face of a rising China

The two neorealist variables—military capability and threat—and one ideational
factor—identity—are the most frequently cited factors in attempts to explain
theoretically East Asian countries’ strategic responses toward a reemerging China in the
post-Cold War world. Although the neorealist paradigm had dominated the literature on
East Asian states alignment behaviors during the Cold War, this dominance began to
erode with the end of rigid bipolarity and the introduction of flux into the international
system. Starting with the question of why states large and small are not pushing back
against the hegemonic power, the United States, in an attempt to restore the balance of
power, scholars since the turn of the millennium have begun to engage in a similar
debate about why China’s small neighbors are not balancing against it, when it is
presumed that China will bully them once it becomes “great” enough. While realists
wait for balancing to occur sometime in the future, other scholars from different
theoretical traditions have turned to such factors as identity, culture, economic interests
and so on to support their conclusion that balancing has not occurred yet. While some
are using these variables to prove that the realist paradigm is irrelevant, others cite them
to make the case that balancing will occur once certain—domestic or

perceptional—constraints imposed on statesmen are gone.

Irrespective of the specific purposes of these studies, it seems questionable to expect
one variable to be sufficient to carry most of the explanatory burden with regard to

variations in states’ alignment decisions across time and space in coping with an
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ascending great power. When it comes to East Asian countries in the post-Cold War
world, the problems associated with relying on one factor become more serious. First,
with regard to the variable of China’s growing capability, East Asian countries have
come under similar pressures due to China’s increasing power since the end of the Cold
War but have reacted differently. Having said that, the material capability factor (i.e.
military capability) does not seem to be sufficient to explain the variations across cases
here. Second, if the proponents of Walt’s balance-of-threat theory claim that the factor
of threat provides a sufficient condition to understand different reactions across states
(e.g. Japan shifting toward hedging while its neighbors were still accommodating
China’s rise even after the 1994 nuclear test and the 1996 Taiwan Strait crisis), they
should be able to explain why the same events instigated by China are perceived
differently by different neighbors. As to the constructivist factor, identity, as stated
above, East Asian countries’ putative identity as secondary states or “vassals” would not
get us far in explaining variations across the cases of the East Asian states, since they all
share this supposed identity. This is so even though it could be useful to compare East
Asian cases with European ones. Therefore, in explanations of the variations in East
Asian countries’ strategic alignments toward the growing power of China, the ideational

factor, identity, should be considered a constant rather than an explanatory variable.

Given the limits of such conventional variables, | propose one additional
variable—the nature of economic interdependence—as an intervening variable that

supports the neorealist variables, which I now turn to.
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Intervening Variables

Nature of economic interdependence

Although many IR scholars regard economic interdependence as a liberal variable, as an
explanatory determinant it has both realist and liberal aspects. And as we saw in the
second chapter, economic interdependence is not a binary variable that should be
approached in a “whether-or-not” context; instead, it is a continuous variable that runs
along a continuum, as shown in Figure 5, which should be approached in a “how much”
context. Since economic interdependence moves along a continuum, it shows both

realist and liberal aspects depending on where it falls along the continuum.

If it falls on the asymmetric end of the continuum, it presents the asymmetric
nature of economic interdependence, which brings out the economic vulnerability (and
sensitivity) of smaller states toward a great power that realists emphasize first and
foremost in discussing economic interdependence. But if the factor of economic
interdependence falls toward the other end of the continuum, the symmetric end, it
brings out the balanced aspect of economic relations whereby countries tend to achieve
similar gains and thus have mutual dependence on each other, an aspect that liberals

prefer to emphasize.
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Figure 5. A Continuum of Economic Interdependence

Totally Asymmetric Totally Symmetric Totally Symmetric

-High Dependence - Medium Dependence - Low Dependence

of Secondary States
-High Vulnerability - Medium Vulnerability - Medium Dependence
of Secondary States

- Strong Influence - Moderate Influence - Low Influence

of Great Power

As predicted by many, despite differences in ideologies and political systems, China’s
East Asian neighbors engaged with it even before the end of the Cold War mainly due to
their economic interests in China’s cheap labor and domestic markets with huge
potential. The two Northeast Asian countries—Japan and South Korea—are not
exceptions here. As Mochizuki notes, “Japanese business and political elites believed
that economic complementarity made the two countries natural economic partners and
that trade with China would yield commercial benefits. Therefore, the Japanese were
quite willing to transgress the Cold War ideological divide in East Asia and separate
economics and politics (seikei bunri) to develop trade relations with China.” ** In a
similar vein, South Korea established diplomatic normalization with China in August
1992, strongly backed by “a ‘China lobby’ composed of individuals and corporate

interests who eagerly promoted expanded relations with China. In many sectors, the

16 Mike M. Mochizuki, “Japan’s Shifting Strategy toward the Rise of China,” pp. 746-747.
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successful realization of business opportunities in China required government support in
the form of bilateral negotiations on specific issues between South Korea and China.”’
As will be seen in the next chapter, facing such domestic pressures as rising domestic
labor costs and a decline in competitiveness in labor-intensive manufacturing industries,
as well as external pressures to open the protected sectors of the Korean market along
with growing protectionism in developed countries, the South Korean government began
to view China as offering a solution to these difficulties, albeit an imperfect one, starting
as early as the early 1970s."® Although political-security calculations surely played a

role,™ economic interests were as important as political-security factors in Japan and

South Korea’s decision to normalize relations with China.
The role of economic interdependence
in a secondary state’s alignment decisions regarding a rising great power

Secondary states’ alignment decisions with regard to a rising great power may also be
affected by the nature of their economic relationship with it. Several IR scholars have

attempted to prove that there may be a growing interconnectedness between secondary

17 Scott Snyder, China’s Rise and the Two Koreas: Politics, Economics, Security, p.
18 |bid., p.

9 or example, in the case of Japan, as Green and Self note, the elites strongly believed that once China
achieved economic development, it would become friendly to Japan and turn itself into a benign great
power, a development that would clearly be in Japan’s national interest. In the case of Korea, during the
Kim Young Sam administration bureaucrats and politicians expanded economic relations with China in the
belief that the rapid growth of the Sino-South Korean economic relationship would provide a useful tool to
gain leverage and increase influence with Beijing at the expense of North Korea. For more detailed
accounts about Japan, see Michael J. Green and Benjamin L. Self, “Japan’s Changing China Policy: From
Commercial Liberalism to Reluctant Realism,” Survival, Vol. 38, No. 2 (Summer 1996), p. 36. On South
Korea, see Scott Snyder, China’s Rise and the Two Koreas: Politics, Economics, Security, pp. 47-79.
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countries’ observed tendency to shy away from balancing and their economic
dependence on the great powers.?® However, they tend to be diverging on the
mechanisms by which economic ties affect secondary countries’ decision to not balance.
One example of such a mechanism is an increase in the number and strength of domestic
groups with a vested interest in maintaining ties and promoting trust in bilateral relations
(the spillover effects of economic ties on politics and security). Mechanisms that are
viewed as having been created by economic ties between a secondary state and a great
power are believed to have such effects as mutual reassurance, replacing the signaling

effects of military means with more pacific tools.

Supporting the above views, many experts on East Asian regional politics have
pointed to burgeoning economic ties between East Asian countries and a reemerging
China as one of the most significant determinants of the behavioral changes of these
countries toward China in security and economics. Regarding the changes in economics,
many advocate the view that “as a result of the rise of China, East Asian countries are
adjusting themselves around China through a very complex web of interdependence
along fluid but distinctive transborder spaced.”? Their adjustments include constructing

inter-city networks across common borders with China to develop production networks

20 For a general account concerning the inverse correlation between a state’s tendency to balance and its
level of economic interdependence, see Erik Gartzke et al., “Investing in the Peace: Economic
Interdependence and International Conflict,” International Organization, Vol. 55, No. 2 (April 2001), pp.
391-438; Paul A. Papayoanou, “Interdependence, Institutions, and the Balance of Power: Britain, Germany,
and World War 1,” International Security, Vol. 20, No. 4 (Spring 1996), pp. 42-76; and Power Ties:
Economic Interdependence, Balancing, and War.

21 Won Bae Kim, “The Rise of China and the Repositioning of Asian NAEs,” Seoul Journal of Economics,
Vol. 24, No. 2 (2011), p. 99.
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centered around coastal China, changing supply chains and FDI destinations, and so
on.? Additionally, with regard to those regional countries’ behavioral changes in
security, their growing economic stake in maintaining economic relations with China for
the sake of sustaining their economic growth has been often mentioned in analyses of

their lack of balancing toward an ascending China.?®

On the basis of this understanding of the effects of economic interdependence on
East Asian secondary states’ responses toward a rising China, the final hypothesis is as

follows:

H4: All else being constant, the effects of the threat posed by and the material
capabilities of a rising great power on a secondary state’s alignment decisionS are
weakened to the extent that the economic interdependence between them is asymmetric

in favor of the emerging great power.

22 Structural changes in economics as a result of the rise of China are well dealt with in The Rise of China
and Structural Changes in Korea and Asia, Takatoshi Ito and Chin Hee Hahn, eds. For details regarding
how economic booms and busts in China may affect its neighbors in the future, see Chi Lo, Phantom of the
China Economic Threat: Shadow of the Next Asian Crisis (New York: Palgrave, 2006).

2% Eor more details about East Asian countries as a whole, see Kang, China Rising and Evan S. Medeiros et
al., eds., Pacific Currents: The Responses of U.S. Allies and Security Partners in East Asia to China’s Rise.
For an account that specifically deals with South Korea, see Scott Snyder, China’s Rise and Two Koreas:
Politics, Economics, Security, and Jae Ho Chung, Between Ally and Partner: Korea-China Relations and
the United States. For details regarding Japan, see Reinhard Drifte, Japan’s Security Relations with China:
From Balancing to Bandwagoning? (London and New York: RoutledgeCurzon, 2003).
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The nature of economic interdependence

as an intervening variable

In the literature analyzing the interrelationship between economic and security
factors—i.e. the impact of trade dependence on the probability of military
conflicts—economic interdependence is often used as an independent variable that
explains an outcome of interest. However, this study treats the nature of economic
interdependence between a secondary state and a rising great power as an intervening
variable that helps in understanding variations in the secondary states’ alignment
changes in times of shifting power shift. In other words, it shows the intermediate
process through which the effects of the neorealist variables—material capability and
threat—are filtered before affecting the state’s alignment decisions toward the growing

great power.

For the following reason | regard the nature of economic interdependence as an
intervening variable. Economic interdependence at the system level should be a
structural and independent variable that describes the degree of integration and
independence in the international system, which is believed to be greatly dependent on
the great powers’ economic relations. Therefore, changes in the degree of economic
interdependence from the Cold War to the post-Cold War era—for example, the low
intensity of economic interdependence during the Cold War and the high degree of
interdependence, usually referred to as “globalization,” in the post-Cold War
era—should be an independent variable that conditions states’ relationships. Since this

study focuses on cases since the end of the Cold War, while treating cases that occurred
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during the Cold War as background for presenting the histories of bilateral relations
between Korea and China and Japan and China, the economic structural condition does
not change substantially enough to make it a variable. That is, globalization in the

economic realm in the post-Cold War world is treated as a constant in this study.

On the contrary, the nature of economic interdependence between a secondary state
and a rising great power tends to be highly dependent on the states’ economic policies,
especially when the level of economic interdependence in the international system is
assumed to be a constant. Decisions that would usually define the nature of economic
interdependence between two countries—for example, where to invest, who to have an
FTA with, whether to lift restrictions on capital flows, who to lend to and for how
long—are usually made after domestic debate. Thus, although it is highly dependent on
the degree of economic integration at the system level, the nature of economic
interdependence between countries should be regarded as a domestic variable influenced
by domestic decisions, especially when the degree of international economic integration
is considered a constant. The model that this study employs to explain the extent to
which secondary states can shift their strategic alignments in facing a rising great power

is depicted in Figure 6.
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Figure 6. Economic Interdependence and Alignment Shifts
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Data

In measuring countries’ aggregate national power, various sources of data are used,
some of which are the World Bank World Developmental Indicators, the IMF Direction
of Trade Statistics, the SIPRI Yearbook, and the CIA World Factbook. With regard to
economic data for measuring the degree of trade interdependence, for example between
South Korea and China, | have constructed a trade interdependence index using such
ratios as that of the bilateral trade volume (the sum of total exports and imports) to GDP,
that of South Korea’s exports to China to South Korea’s GDP, that of South Korea’s
exports to China to South Korea’s total exports, and that of South Korea’s imports from
China to South Korea’s total imports.?* In addition, | have made an index of South
Korean export dependence on the Chinese market by measuring the ratio of its export

market share in the Chinese market to its market share in the world market.

Indices that use several different methods to gauge the nature of economic
interdependence between a secondary state and a great power can definitely help us
measure and forecast the costs of possible trade disruptions and the degree of
vulnerability (or sensitivity), which should be central to the political effects of economic
interdependence and the risks involved in pursuing a strategy of economic engagement
with China. Additionally, the trade interdependence indices are useful in presenting
changes in the secondary countries’ dependence on Chinese demand for their exports,

along with changes in their reliance on the Chinese market for their economic growth.

24 Regarding the GDP data, | use the World Bank WDI, and for bilateral trade data I use the International
Monetary Fund Directions of Trade Statistics.
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To measure the qualitative side of bilateral trade, | focus on two trends: (1) shifts in the
composition of bilateral trade, which are an indicator of changes in the degree of
complementarity of the bilateral trade structure as well as the two economies; and (2)
bilateral trade agreements or multilateral agreements of which both countries are
members. Alongside the bilateral trade data, | have also collected data on bilateral
investment, mostly in the form of Foreign Direct Investment (FDI), not just to see the
bilateral investment relationship but also to examine whether investment flows between
the two countries are a facilitator or a hindrance to the growth of bilateral trade. Various
sources such as World Development Indicators (WDI), figures from the Korea
International Trade Association (KITA) and China Statistical Yearbooks from various

years are used.
Cases

| have selected South Korea and Japan as the cases of this study. There are at least two
reasons why | have chosen these two countries instead of other Asian countries. First of
all, they share many aspects that can be controlled for—such as the U.S. alliance system,
secondary state status,® geographical proximity to China, historical and territorial
disputes with China, an experience of divided government and democratic domestic
institutions since the end of the Cold War. Given my research purpose of analyzing the
process whereby the effects of the neorealist structural variables are filtered through the

intervening variable of the nature of economic interdependence—in other words, how

2% Even though it is arguable whether Japan is a secondary state, given its economic power and potential
military capability, many IR scholars—e.g. Robert Ross and John Mearsheimer—regard Japan as a
secondary power rather than a great one because of its security reliance on the United States.
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the nature of economic interdependence between a secondary state and a rising great
power can either moderate or amplify the influence of the structural variables on the
secondary state’s alignment responses toward the growing great power—it is important
to control for other conditions that are said to have an effect on the decisions of the
second-tier country in the face of the emerging great power. The overlapping aspects of
the two countries help make it easier to control for other factors that are considered
important by many scholars, and therefore provide an adequate condition to test the
significance of the intervening variable—the nature of economic interdependence—in

connecting the independent and dependent variables.

Despite the factors Japan and South Korea have in common, these two countries
show very different patterns of behaviors toward the rise of China in economics and
security. First, as mentioned earlier, both the kinds of alignment options and the range of
alignment shifts the two countries have undertaken so far in facing an ascending China
are diverging: South Korea’s strategic moves appear relatively hesitant, especially in
comparison with Japan’s. Second, in economics, despite both countries’ growing stake
in maintaining economic relations with China, they have taken divergent approaches to
expanding bilateral economic ties with China. For example, Japan has moderately
expanded its economic ties with China while keeping its level of economic
interdependence with the U.S. relatively constant, whereas South Korea has developed
economic ties with China extremely quickly while moderately decreasing its
dependence on the U.S., as will be seen in the following chapters. Above all, South
Korea’s dependence on exports for economic growth has intensified since the end of the

Cold War, particularly in comparison to Japan’s rather moderate dependence on exports
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for growth. Thus, the different nature of the two countries’ economic ties with China
offer a way to look into the ways in which different degrees of economic dependence on
China operate between the structural independent variables (material capability and

threat) and the outcome variable (a secondary state’s strategic alignment).

Furthermore, the two cases | have chosen are important if we wish to predict where
Northeast Asia is heading, especially considering Washington’s effort to place South
Korea and Japan in the forefront in checking the growing power of China. The sudden
change in China’s role for South Korea and Japan from an adversary to an economic
partner with the end of the Cold War offers a great environment for studying wide
variations within the cases. In addition, the overlapping aspects of the South Korean and
Japanese situations, which need to be controlled for, coupled with the differences in
their bilateral economic relations with China, which is the important intervening
variable that connects the neorealist systemic variables to the outcome variables, makes
these two cases appropriate candidates for exploring what explains the differences in the
extent to which secondary states shift their alignment strategies toward a rising great

power.

Methodology

| use qualitative case studies to examine the cases of South Korea and Japan. In order to
provide variation in my analysis, not only will I look at changes in the alignment
strategies of Japan and South Korea toward China (variations across space), | also
examine alignment changes of South Korea toward China (variations across time). Since

the countries’ historical approach to China before the latter’s rise has an effect on their
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choice of strategy in the current era, | review South Korea’s China policy during the
Cold War in the following chapter and Japan’s briefly in chapter 7. Since South Korea is
the main case of this study and Japan is a case for comparison, | intend to look into the
former more thoroughly by examining the history of the past sixty years (1950-2010),
which I will use not only to show how the structural changes in the international system
in recent decades have affected the country’s choices of partners in the economic and
political-security realms, but also to see whether economic interests were also important
in the country’s strategic decisions even during the Cold War. By providing as much
detail as possible with regard to South Korea’s bilateral relationship with China in recent
decades, this study will be able to contribute to the literature on small states’ strategic
alignments toward great powers. And by focusing on only a few cases, | expect to
increase the number of observations devoted to each case to better explain the outcome

of interest.

Summary

This study seeks to explain what determines both the range of alignment options and the
scope of alignment shifts a secondary state can opt for in the face of a rising great
power. Therefore, not only do | focus on snapshot moments from a small state’s
alignment decisions, | also intend to turn my attention to transitional moments when
such states change their alignment decisions in the face of a growing great power. In
testing possible determinants to explain variations within and across cases in these
alignment shifts, | examine two conventional neorealist variables—material capability

and threat—and one intervening variable, the nature of economic interdependence
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between secondary states and a rising great power. The latter variable is introduced to
explain the variations across cases in shifting alignment responses toward the emerging
great power, despite the fact that they face the same structural pressures (if the effects of
power are assumed to be constant across cases) in times of shifting power. | scrutinize
the explanatory power of each variable and the significance of the intervening variable

in connecting the independent and dependent variables, and test four hypotheses.

This study mainly relies on qualitative case studies and South Korea and Japan are
the cases of this study. Given the fact that these two countries have much in common,
which makes it possible to control for these factors, while they differ in the nature of
their economic ties with China, Japan and South Korea are suitable cases to test my
hypotheses. With the addition of data on bilateral trade volumes, compositions of trade
structures, and the economic institutional aspects of economic ties, | hope to gain
detailed insights about each country’s reliance on China. Bearing this in mind, | delve

into each case starting in the following chapter.
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Chapter 5

SOUTH KOREA’S CHINA POLICY DURING THE COLD WAR:
SHIFTING FROM CONTAINMENT
TO ECONOMIC ENGAGEMENT

“American aid like ammunition must be rationed to those who need it most in fighting the cold war.
...American economic aid was not accorded on the basis of friendship but as a contribution to winning the
cold war....The U.S. would weigh ROK needs in the light of overall requirements and then allocate
available aid where it would best achieve our worldwide objectives....The Korean aid program had been
the U.S.’s largest one and ...the amount of U.S. assistance to Korea should be taken as a measure of the
importance [we] have felt Korea has had in the cold war.”

- Secretary of State John Foster Dulles during his March 1956 visit to Korea

“We shall repay the United States and our other free world allies for their support and assistance by
reconstructing our nation, to make it a better place for our people to live in. Doing this, | feel, will enable us
to fulfill our responsibilities more effectively as a member of the free world. We shall make every effort to
promote better understanding [and] close ties with all our allies.”

- Chairman Park Chung Hee’s Arrival Statement, Washington 1961

“If the PRC is a friend of U.S., I think I can extend the logic and say a friend of a friend is less of a threat
to us.”

- President Chun Doo Hwan during his 1981 visit to Washington

“There is a population whose size is more than ten times that of Japan. In accordance with the Chinese
plan to open up their huge domestic markets toward the outside world, we (South Koreans) must develop
the western coast of our country. By doing so more people will move into this area and thus the
longstanding regional conflicts between the western coastal and eastern coastal provinces will fade away
in the near future.”

- President Roh Tae Woo, A Memoire of Roh Tae Woo, Part II1

The bilateral relationship between South Korea and China from 1892 to 1992 is usually

’92

described as “the hidden 100 years” or “the disappeared 100 years.”” The approximate

! President Roh Tae Woo, A Memoire of Roh Tae Woo, Part Il (Seoul: Chosun Media, 2011), pp.
240-42.



forty-year span of the Cold War is often used to explain the acceleration of the
disappearance of the bilateral relationship for almost a century, while the first Sino-
Japanese War—the result of which was the Treaty of Shimonoseki, signed by Japan and
China on April 17, 1895, which terminated China’s claim of suzerainty over Korea—is
commonly regarded as the event that brought the traditional tributary relationship
between China and Korea to an end.? Although this view does have some truth in it, it
seems that the Sino-South Korean bilateral relationship during the Cold War deserves
more of our attention, instead of treating the entire Cold War period as one unit that
exacerbated the vanishing of the bilateral relationship between China and South Korea,
especially given that for more than a quarter of this period (1979-1991) South Korea and
China gradually developed a constructive economic partnership, driven primarily by
Seoul’s search for export markets and Beijing’s bold launch of the “Four
Modernizations” program and open-door policy in the post-Mao era. Formally speaking,
those 12 years belong still to the period of the Cold War; however, more importantly, as
far as Sino-South Korean bilateral relations are concerned, they were in fact a
transitional period from the Cold War to the post-Cold War era, which made it possible

for the two formerly adversarial countries to expedite diplomatic normalization in their

2 Sung Joon Park, Gyeokdoongeui oikyo beerok: Hangookgwa joongkook backnyon (A Memoir on
Turbulent Diplomacy: One hundred Years of Relationships between South Korea and China) (Seoul:
Geeparang, 2010), p. 10.

% Inthe Treaty of Shimonoseki, signed by Ito Hirobumi and Li Hung-chang on April 7, 1895, Article One
stated: “China recognizes definitively the full and complete independence and autonomy of Korea, and in
consequence, the payment of tribute and the performance of ceremonies and formalities by Korea to China
in derogation of such independence and autonomy, shall wholly cease for the future.” For more details on
the full text of the Treaty, see The Diplomacy of Japan 1894-1922, Vol. 1 (Tokyo: Kajima Institute of
International Peace, 1976), pp. 262-69.
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bilateral relations in 1992. As we will see in the following sections, alongside the Chun
Doo Hwan government’s economic liberalization plan of the early 1980s, which was
advocated by U.S.-educated liberals such as Kim Jae Ik, who had served in the
bureaucracy since the early 1970s and later became director of the Economic Planning
Board (EPB),* the chaebols’ growing interest in Communist China contributed a great
deal to Seoul’s decision to move away from containing China and closer toward
engaging it. The chaebols saw the Communist behemoth as not only a huge export
market, but also a location for low-cost production to help them survive increasing
competition from many sources: not only labor-intensive exports from low-wage
producers such as the ASEAN countries and China itself, but also from Japanese
producers of capital- and technology-intensive goods, whose quality surpassed that of

their Korean counterparts.

Therefore, understanding what had driven Seoul to shift its strategic posture on
Communist China from containment to peaceful overtures and further toward economic
engagement during the latter half of the Cold War not only provides a useful insight on
the dramatic expansion of ties between the two countries in the post-Cold War era; but
also, it helps us comprehend how the different structural conditions imposed on

secondary East Asian states may restrict or liberate the country in changing its policy

4 According to Hundt, such newly-emerged liberals in the South Korean bureaucracy as Kim Jea Ik held
the view that: “the state’s provision of capital to the chaebols on generous terms resulted in high inflation,
excessive indebtedness, the concentration of economic power in the hands of a small number of firms, and
thus an economy highly sensitive to changed in the fortunes of the chaebols.” David Hundt, Korea's
Developmental Alliance, p. 76. Therefore, such liberal technocrats believed that “minimizing the state’s
role is the best way to promote development...promoting strategic reduction of state’s role as the best route
to increasing the state’s efficacy.” Peter B. Evans, Embedded Autonomy: States and Industrial
Transformation (Princeton, New Jersey: Princeton University Press, 1995), p. 232.
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toward a gigantic neighbor. Along with such security factors as rising fear of
abandonment by Washington following President Nixon’s 1969 announcement of the
Guam Doctrine and Pyongyang’s growing provocations, which reached their height in
the 1974 assassination attempt by Moon Se Kwang, the country’s deteriorating
economic conditions due to the two oil crises, decreasing economic aid from the U.S.,
and increasing pressures from the developed countries to open up the South Korean
market dramatically increased Seoul’s feeling of insecurity during the latter half of the
Cold War. In order to minimize the negative consequences of the changes in the external
conditions that South Korea faced, Seoul slowly but incrementally discarded its long-
held containment policy toward China and began to engage Communist China, as the
former started to see the latter as less of a threat and more of a potential partner in
stopping Pyongyang’s adventurism and offering alternative markets for South Korean
products. Therefore, this chapter argues that as the rigid structural conditions of the
Cold War began to slowly dissolve in 1972 with the rapprochement between Beijing and
Washington, South Korea, instead of sticking to its containment policy, moved toward
engaging China starting in the economic arena in an effort to decrease its insecurity due
to changes in the economic and security conditions the country faced. That is, in the
1970s—the period in which it is usually thought that economics played a less significant
role than political-security factors—South Korea’s economic interest in Communist
China (as an alternative source of natural resources for development of the country’s
heavy industry), which was slowly but surely increasing, may have contributed to the
former’s decision to disarm its containment policy to some extent. Furthermore, Seoul’s

commercial interests in China came to be clearly as important as its security concerns
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by the late 1980s, when it clearly needed China as an export market and a
manufacturing base for ROK companies facing rising wages at home and protectionist

pressures from developed countries, mostly the United States.

This chapter is divided into four sections. The first section deals with the first phase
of South Korea’s alignment strategy toward China during the Cold War—namely, from
1950 to 1979—when bilateral relations between South Korea and China rarely existed in
any sector. | will elaborate on how the extremely rigid structure of the Cold War
international relations in Northeast Asia, which sprang from Mao’s great victory in 1949
and was cemented by the Korean War in 1950, limited the range of South Korea’s
strategic choices with regard to China in promoting its national interests in security and
economics. Furthermore, this section contains an explanation of why the U.S.-China
thaw of the 1970s had a relatively modest effect on restoring the bilateral relationship
between China and South Korea, as opposed to the greater impact on Sino-Japanese
relations. The second section lays out the second phase of the evolving bilateral
relationship between China and South Korea during the period 1980 to 1987,
highlighting South Korea’s economic motives in expanding ties with China and vice
versa even under the strong influence of the Reagan Administration’s “new” Cold War
strategy. In the next section I deal with the third phase of South Korea’s shifting China
policy during the Cold War, which resulted in diplomatic normalization between the two

countries. The last section is a summary of the chapter.

° For details regarding Reagan Administration neoconservatives and “new” Cold War strategies, see
Yongrip Kwon, Meekook Yoikyoeui Yeoksa (The History of American Diplomacy) (Seoul: Samin, 2010).
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Phase I: South Korea Moving from Containment

toward Peaceful Overtures, 1950-1979

Part 1. Containment, 1950-1970

Mainly due to the firm bipolarity placed upon South Korea following the establishment
of the People’s Republic of China (PRC) and Washington’s unyielding support for
reconstructing the ROK for the sake of the region’s stability, South Korea maintained its
containment policy toward China for the first half of the Cold War. During these twenty
years, the U.S. satisfied Seoul’s major needs to a great extent in rehabilitating the war-
torn economy and thereby buttressing its national security against another possible
invasion from the North, aid that continued to flow despite occasional conflicts between
the two parties. Given Washington’s indispensable role in rebuilding the economy as
well as strengthening its defense capability, Seoul seemed to have every reason to align
with the U.S. Thus, China, an adversary that had intervened on behalf of the Kim II-
Sung regime, was viewed as a danger that must be deterred and accordingly bilateral
contacts between Seoul and Beijing hardly existed. Apart from the restraints imposed by

this bipolarity, China appeared to have nothing to offer to ROK other than great danger.

The birth of the Cold War in Northeast Asia

As many Cold War specialists have noted, the Cold War had not spread to East Asia
until 1949. As Gaddis says, “Despite the unchallenged authority with which the United
States and the Soviet Union emerged from World War 11, despite the precision with

which they demarcated spheres of influence, despite the universalist ideologies with
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which they justified that process, the Cold War through the end of 1948 remained
primarily a European conflict... Prior to 1949, the Cold War had barely touched the

Asian mainland.”®

Although the confrontation between the Chinese Communist Party
(CCP) and the Nationalist Party or Guomindang (GMD) intensified the conflict between
the U.S. and the Soviet Union, the Chinese Civil War was not decisive in itself in
spreading the Cold War to Northeast Asia. Indeed, the two superpowers had maintained

their ambiguous position between the CCP and the GMD until the later stages of the

Chinese Civil War.

As part of the Yalta compromises, for example, the Soviet Union promised that it
would not support the CCP in China’s internal conflict. It also signed the Sino-Soviet
Treaty of Friendship and Mutual Assistance with the GMD on 14 August 1945, in which
“the Soviet Union agreed to respect Chiang Kaishek’s position as the leader of China’s
legal government and acknowledged that Jiang’s troops had the right to take over
China’s lost territory, especially that in the Northeast.”” In return, Chiang promised that
the GMD would guarantee the independence of Outer Mongolia, the Soviet military
occupation of Lushun, and Soviet privileges regarding the Chinese Changchun Railroad.
At the same time, instead of standing entirely by the Nationalists, the Roosevelt
Administration, frustrated by the Nationalists’ entrenched corruption and military

ineptitude, pushed the GMD to accept a five-point draft agreement in which the

® John Lewis Gaddis, We Now Know: Rethinking Cold War History (Oxford, Oxford University Press,
1997), pp. 54-55.

’ Chen Jian, Mao’s China and the Cold War (Chapel Hill: The University of North Carolina Press, 2001),
p. 27.
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Americans agreed to the CCP leaders’ proposal to establish a coalition government with

the Nationalists, which failed mainly due to Chiang’s firm rejection of the idea.?

Despite the fact that the Chinese Civil War “contributed to the escalation and

eventually, crystallization of the Cold War in East Asia,”®

it was the emergence of
Mao’s China as a revolutionary Communist country in 1949, along with the CCP’s
decision to adopt “leaning to one side” as its grand strategy, which gave birth to the
Cold War in Northeast Asia. And the outbreak of the Korean War on June 25, 1950

following Mao’s victory in China, wherein China and the United States faced each other

as adversaries, drove the Cold War to become a wedge in the region.°

Mao’s China leaning to one side after its unexpected victory in 1949

Although the balance of strength between the Nationalists and the CCP had swung
further in the latter’s favor by the beginning of 1945, neither the Soviet Union nor the
United States expected the victory of the Chinese Communist revolution four years later,
as evidenced by the two superpowers’ ambiguous stances toward the GMD and the CCP
during the Chinese Civil War. As Stalin later himself admitted, “he failed to see that
China was on the verge of the next great Marxist revolution.”** While facing the

external threat originating from Japan’s invasion of China in the 1930s, the GMD and

8 |bid., pp. 24-5.
9 .. .
Jian, op. cit., p. 17.

10 Youngjo Yang, Hankook Jeonjangkwa Dongbookah Kukga Jeongchack (The Korean War and
Neighboring Great Powers’ Foreign Policies) (Seoul: Seonin, 2007), p. 15.

1 Gaddis, We Now Know, p. 55.
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the CCP were heavily engaged in a bloody civil war since the Shanghai massacre of
1927. Chiang was dealing with internal and external threats concurrently and believed
that “the Japanese were the disease of the skin and the Communists were the threat to

the hear‘[,”12

so he focused most of his efforts on suppressing the CCP and the Red
Army. But in so doing he failed to create an image as China’s national leader and win
the people’s hearts and minds, whereas the Communists, led by Mao, successfully built
their image as a major contributor to the war against Japan.'® Consequently, unlike in
many European countries where the socialist system was imposed by a combination of
internal and external forces, “the Chinese people chose to transfer their allegiance from

the Nationalists to the Communists, hence Mao’s great victory in 1949.”%

In the middle of its conflict with the Nationalists, the CCP pursued a closer
relationship with Washington in late 1944 in the belief that it could use the U.S. to check
the power of the GMD government,™ but this did not last long. Beginning in early 1945,

Mao, frustrated by Washington’s unenthusiastic response to Beijing’s courtship,

12 Jian, op. cit., p. 20.
13 |bid., pp. 20-21.
14 Gaddis, op. cit.

15 According to Cohen, since the early 1940s the CCP had sought to establish some kind of relationship
with the United States, feeling the need to win the war against imperial Japan and check the spread of
Soviet influence. Mao Zedong and Zhou Enlai suggested going to the United States to meet President
Roosevelt, stating their willingness for Communist forces to be equipped by America and commanded by
an American general. Warren 1. Cohen, “The United States and China since 1945,” in Warren 1. Cohen, ed.,
New Frontiers in American East Asian Relations (New York: Columbia University Press, 1983), pp. 130-
46. For further discussion of the CCP’s attempt to reach out to the United States, see also Report, CCP
Southern Bureau, “Opinions on Diplomatic Affairs and Suggestions to the Central Committee,” August 16,
1944, and instruction, CCP Central Committee, “On Diplomatic Affairs,” August 18, 1944, Zhang
Shuguang and Chen Jian, eds., Chinese Communist Foreign Policy and the Cold War in Asia: New
Documentary Evidence, 1944-1950 (Chicago: Imprint Publication, 1996), pp. 5-17.
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launched a CCP propaganda campaign to criticize U.S. policy toward China,*® the
bottom line of which was “the U.S. was using the Nationalists to counterbalance the
impact of the perceived Soviet challenge.”” Therefore, for political-security as well as
ideological reasons,'® China, starting as early as 1946, drew closer to the Soviet Union
in an attempt to be incorporated into the Soviet sphere of influence. Regardless of
whether Mao’s adoption of the “lean-to-one-side” approach was due to Washington’s
anti-Communist and pro-Nationalist policy®®, which some believe forced the CCP to
treat the U.S. as an enemy, or was a result of Mao’s grand plan to transform Chinese and

international society?, in June-August 1949 China concluded an agreement on “division

16 Throughout the campaign, the Communists adopted a position of “opposing the mistaken U.S. China
policy (a policy of supporting Jiang, opposing the Communists, and guarding against the Soviet Union)”
and “challenging those imperialists within the U.S. government.” Ibid., Instruction, Central Military
Commission of the Chinese Communist Party, “On Our Strategies toward the Reactionary U.S. China
Policy,” 7 July 1945, pp. 24-5.

o Jian, op. cit., p. 37.

18 \with regard to China’s evaluation of the American threat, Chen Jian states: “As the CCP neared final
victory in China’s civil war in 1949, Mao and his fellow Chinese Communist leaders became very much
concerned about the prospect of direct U.S. intervention in China. Although the American military did not
intervene directly during the latter phase of the civil war, the CCP chairman and his comrades, given their
belief in the aggressive and evil nature of Western imperialism, continued to view the Western capitalist
countries in general and the United States in particular as dangerous enemies. In the eyes of Mao and his
comrades, ‘it was the possibility of military intervention from imperialist countries that made it necessary
for China to ally itself with other socialist countries.”” Ibid., p. 50.

19 Eor more details on the debate about whether the U.S. threw away opportunities with China, see Warren
I. Cohen, “Introduction: Was There a ‘Lost Chance’ in China?”’; Chen Jian, “The Myth of America’s ‘Lost
Chance’ in China: A Chinese Perspective in Light of New Evidence”; and Odd Arne Westad, “Losses,
Chances, and Myths: The United States and the Creation of the Sino-Soviet Alliance, 1945-1950,”
Diplomatic History, Vol. 21, No. 1 (Winter 1997).

20 Chen Jian is among those who emphasize the domestic side of the CCP’s foreign policy during the Cold

War. He argues that “from a Chinese perspective, the most profound reason underlying the CCP’s anti-

American policy was Mao’s grand plans for transforming China’s state, society, and international outlook.

Even though it might have been possible for Washington to change the concrete course of its China policy

(which was highly unlikely given the policy’s complicated background), it would have been impossible for
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of labor” with the Soviet Union. This stipulated that “while the Soviet Union would
remain the center of international proletarian revolution, China’s primary duty would be
the promotion of the ‘Eastern revolution.’”?! In sum, even before June 30, 1949, when
Mao Zedong announced his “lean-to-one-side” policy, China had already started
aligning against the United States by leaning toward the other superpower, giving birth

to the Cold War in Northeast Asia.

The outbreak of the Korean War

When South Korea and China faced each other again after the forty-year hiatus in their
bilateral relationship that was mainly due to the expansion of Japanese imperialism in
East Asia, they confronted each other not as Chosun and Qing in the Chinese tributary
system, but as the Republic of Korea and the People’s Republic of China in the bipolar
international system, and therefore refused to admit one another’s legitimacy. The
general election in South Korea of May 10, 1948, carried out by the U.S. occupation
authorities under UN observation, resulted in the establishment of an officially
independent but militarily and economically dependent Republic of Korea, almost one
year prior to the establishment of the People’s Republic of China. However, just as the
South Korean government under President Rhee Seung Man refused to recognize the

PRC as the legitimate government of China?? and instead dealt with the Republic of

the United States to alter the course and goals of the Chinese revolution, let alone the historical-cultural
environment that gave birth to the event. America’s ‘lost chance’ in China must therefore be regarded as a
myth.” Chen Jian, Mao’s China and the Cold War, p. 48.

2! |bid., p. 3.

22 Starting with the birth of the People’s Republic of China, South Korean governments throughout the
Cold War called China Junggong, whose meaning in Korean is the Chinese Communist Party, not
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China based in Taiwan, the CCP chairman and his comrades refused to recognize the
newly established ROK government, dismissing it as a puppet government set up by

Washington.

The establishment of the PRC and the rapidly growing contacts between it and North
Korea as fellow members of the Soviet bloc added a new headache to the existing
problems the Rhee Administration had with post-war reconstruction and the need to
relieve the feeling of insecurity that was rampant in South Korean society right before
the eruption of the Korean War. Therefore, while affirming its intention to not recognize
the PRC as the legitimate government of China, President Rhee announced on October
22, 1949 that: “We are fully capable of protecting our country from possible attacks by
the North Korean and Chinese Communists. Even if it turns out to be true that the Soviet
Union did provide weapons necessary to attack us to those Communists, it does not
concern us at all since we are ready to take them on physically and emotionally.”23
Although it would be exaggerating to call President Rhee’s statement a year before the
outbreak of the Korean War an actual prediction of military conflict on Korean territory,
the statement indeed was a reflection of the fact that the level of insecurity felt in the

southern part of the Korean peninsula was not only real but also definitely

increasing—so much so that Rhee repeatedly advocated both the formation of a Pacific

Junggook meaning China in Korean, while designating Taiwan as Jungguk. As indicated in South Korea’s
name-calling of the PRC, the South Korean government during the Cold War had refused to endorse the
PRC as a country. “Ahgukeun Bulseungin (The South Korean Government Not Approving the
Establishment of the PRC as China),” Chosun llIbo, October 7, 1947, p. 1.

23 “South Korea’s Defense Capability Strong Enough to Take on the North Korean and Chinese
Communists,” Chosun Ilbo, October 22, 1949, p. 1.
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alliance as a regional security system and a bilateral alliance with the United States as a
pillar of the Korean security system.?* Nonetheless, Rhee’s efforts to make this alliance

a reality proved futile, at least at that moment.

Despite the Rhee government’s desperate pleas to the Truman Administration to
reverse Washington’s decision to withdraw U.S. troops from South Korea, the United
States took the least favorable course of action of three possibilities laid out in the paper
on “The Position of the United States with respect to Korea” (NCS 8) that was adopted

on April 2, 1948 by the National Security Council.*®

The stated goal was to support a
South Korean government as a means of liquidating the U.S. commitment to the country
with minimum deleterious effects. To accomplish this, the National Security Council
decided that “every effort should be made to create conditions for the withdrawal of
occupation forces by 31 December 1948.%° One year later than the original plan called

for, the Truman Administration completed the withdrawal of U.S. troops from South

Korea by the end of June 1949, with the exception of the 495-man Korean Military

24 Young-suh Baek, “Cheongubaeksashipguyeoneui jungguk: Dongshidae Hangukineui Shigak” (“China in
1949: The Perspective of South Koreans in 1949”), Junggukhyundaesayrongu (Studies in Chinese Modern
History) (2000), No. 9, pp. 76-77.

2% The other two courses of action appearing in NSC 8 were: (1) to abandon South Korea and (2) to
guarantee South Korea’s independence and territorial integrity by force of arms if necessary. For more
details regarding NSC 8, see Donald Stone Macdonald, U.S.-Korean Relations from Liberation to Self-
Reliance: The Twenty-Year Record (Boulder, CO: Westview Press, 1992), pp. 5-6.

26 Chae-jin Lee, A Troubled Peace: U.S. Policy and the Two Koreas (Baltimore, The Johns Hopkins
University Press, 2006), p. 24.
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Advisory Group (KMAG), which the U.S. agreed to use in training the South Korean

Army to prevent control of Korea by Soviet or Soviet-dominated forces.?’

A series of events in 1949-50—the Mao-led Communist Party’s victory in China
over the Nationalists, the Soviet Union’s successful detonation of atomic bombs, the
withdrawal of U.S. troops from South Korea, and the public announcement of Secretary
of State Dean Acheson’s hands-off policy,?® which was perceived by the South Korean
government as U.S. abandonment of the country—combined to signal to Kim I1-Sung
that the United States would not become involved in the war he was about to wage in
Korea and that he could achieve an easy victory over South Korea. This led Kim to
launch a surprise attack against South Korea on June 25, 1950, after confirming Stalin
and Mao’s endorsement of his plan. Although both Stalin and Mao were well-informed
of Kim Il Sung’s plans in the early spring of 1950, they reacted differently in terms of

military support for North Korea.

2T |bid., p. 25.

28 Facing the fact that the American public favored the reduction of military expenditures in favor of
domestic spending, President Truman, who had won re-election by a narrow margin, had to allocate limited
resources to the best effect. Perceiving U.S. strategic imperatives to be protecting the European countries
from the Soviet Union, and fearing that President Rhee might use additional American military supplies to
invade North Korea, the Truman Administration decided to limit the U.S. commitment to defend South
Korea, a policy decision that was reflected in Acheson’s speech at the National Press Club in January 1950.
Acheson said, “The U.S. defensive perimeter essential to military security in the Pacific runs along the
Aleutians to Japan and then goes to the Ryukus....The defensive perimeter [then] runs from the Ryukus to
the Philippine Islands. So far as the military security of other areas in the Pacific is concerned, it must be
clear that no person can guarantee these areas against military attack. But it must also be clear that such a
guarantee is hardly sensible or necessary within the realm of practical relationship. Should attack
occur...the initial reliance must be on the people attacked to resist it...” Robert J. Myers, Korea in the
Cross Currents: A Century of Struggle and the Crisis of Reunification (New York: Palgrave, 2001), p. 80,
citing Washington: Department of State Bulletin, 22 923, (January 1950), 114-116.
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China’s intervention in the Korean War

In contrast to Stalin’s half-hearted support for Kim’s plan to unify the Korean peninsula
by military means, which was reflected in his reneging on a pledge to supply Soviet air
support in Korea, “Mao’s heart was with intervention.”?® Although scholars are not in
agreement regarding the degree to which China was prepared for the Korean War, given
the Chinese decision to transfer two Chinese divisions (the 164™ and the 166™) and other
military units comprised of ethnic Koreans to the area®, as well as Mao’s personal
promise to Kim on May 15, 1950 that if the United States intervened China would send
its forces to assist North Korea, ! it would be safe to say that China had already become

in its heart a part of Kim Il Sung’s plan to unify Korea militarily. As Lee puts it, “After

29 Jian, op. cit., p. 90. Although more and more scholars have recently joined Chen Jian in arguing that the
CCP was not only well-informed of Kim’s plan but also well-prepared for the contingencies of the Korean
War, the dispute among scholars about how well-informed and ready China was prior to the outbreak of the
Korean War is far from being resolved. Opposing Jian’s view are Hao Yufan and Zhai Zhihai, who have
written, “When the Korean War broke out on 25 June 1950, China was no more prepared for it than
America was. There were several pieces of evidence to indicate that Beijing was not informed and thus not
prepared for North Korea’s military act. First, the CCP decided to have a large demobilization of the PLA
in early 1950... That started on 20 June 1950, five days before the Korean War broke out, and
demobilization committees were set up at various levels. Secondly, the Chinese leaders had paid little
attention to the Korean peninsula and knew very little about the North Korean situation... Thirdly, when
the war broke out, the Chinese had only one army, the 42" Army of Fourth Field Corps, stationed along the
Yalu river border area. The army was principally stationed there for crop-production purposes...” Hao
Yufan and Zhai Zhihai, “China’s Decision to Enter the Korean War: History Revisited,” The China
Quarterly, No. 121 (March 1990), pp. 99-103.

%0 Lee, A Troubled Peace, p. 26; and Chen Jian, Mao’s China and the Cold War, p. 88.

8 Lee, op. cit. In a similar vein, Chen Jian has written, “From the very beginning, Mao was inclined to
enter the war, and he played a central role at every crucial juncture in formulating Beijing’s war decision.”
Jian, op. cit., p. 90.
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just having waged a successful revolutionary war against the GMD with Kim’s

assistance, Mao was in no position to deny Kim the same opportunity.”32

Once Mao decided to enter the Korean War, he launched his campaign on the
domestic front to justify his plan to intervene in the war in the neighboring country.
Since China at that moment did not have any kind of serious bilateral treaty with North
Korea to make Chinese intervention in a military conflict North Korea was involved
with inevitable,® and top Chinese leaders were divided on the issue due to the dire
domestic conditions and the urgency of consolidating the newly established regime, the
campaign to defend Mao’s plan to fight on behalf of North Korea needed extreme
slogans, some of which were, “Great Movement to Resist America and Assist Korea!”
“Defend our nation! And defend our home!”, and “Beat American arrogance.” Despite
Stalin’s lukewarm and vague response to several requests from Mao to commit Soviet

air forces to cover China’s war operations in Korea, on October 19, a quarter million

%2 |bid., p. 26.

%3 For further discussion regarding why Beijing and Pyongyang were reluctant to formalize their quasi-
alliance relationship by concluding a bilateral treaty that resembled the Sino-Soviet Treaty of Friendship,
Alliance and Mutual Assistance signed in the spring of 1950, see Myong-hae Choi, Jungguk-Bukhan
Dongmangkwangye: Bulpyonghan Donggeoeui yeoksa (The Alliance Relationship between China and
North Korea: The History of Uneasy Cohabitation) (Seoul: Oreum, 2009). According to Choi, the usual
view about the history of the Sino-North Korean alliance, which focuses on the trilateral relationship
between the Soviet Union, China, and North Korea, not only fails to explain why the bilateral alliance
between China and North Korea has survived even after the demise of the Soviet Union, but is not well-
equipped to explain the domestic aspects of the story. By factoring in domestic and international security
factors, Choi offers a complete picture of how the two roles of the alliance — external balancing and
internal tethering — are well reflected in the ebb and flow of the Sino-North Korean relationship.
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Chinese troops began entering Korea, and on October 25,3* the Chinese People’s
Volunteers (CPV) initiated its first campaign in Korea in Unsan, forcing UN troops to
retreat to the Chongchun river from areas close to the Yalu.*® But why did China
intervene despite its domestic fragility after its own civil war? Answering that question
would help us understand how the Cold War developed in the first place, since the
decisions by China and the U.S. to “voluntarily” become involved in the war had

already set the Cold War in motion in the region.

Why the U.S. and China intervened

As we have seen, Kim Il Sung confidently predicted an easy victory over South Korea,
hardly suspecting that the U.S. would intervene in a war in the Far East.*® Thus,
Washington’s swift response to the North Korean invasion caught Beijing’s leader by
surprise, as well as Kim himself.®’ This unexpected crisis in the Far East on the heels of

the Soviet blockade of Berlin, the CCP’s victory over the GMD, and the Communist

%4 Chen Jian, China’s Road to the Korean War: The Making of the Sino-American Confrontation (New
York: Columbia University Press), p. 209. For further discussion regarding China’s decision to intervene in
the Korean War, see pp. 158-209 of this work.

% Chen Jian, Mao’s China and the Cold War, pp. 91-96.

%6 One month before the Korean War broke out, when Kim II-Sung and his Foreign Affairs Minister, Pak
Hon-yong, visited Beijing to obtain Mao’s endorsement of Kim’s plan, the latter questioned the overall
soundness of Kim’s plan, asking how Washington would respond to North Korea’s surprise attack on South
Korea. In response to Mao’s question, Kim confidently predicted that “the United States would not
intervene to defend South Korea, adding that even if the United States did so, it would be too late to block
North Korea’s blitzkrieg.” Lee, A Troubled Peace, p. 26.

87 According to Chen Jian, Beijing’s leaders, and Mao in particular, did take into account the possibility of
American intervention in the wake of such an invasion, but the Chinese military planners did not believe
that the Americans had the intention or capacity to engage in a major military intervention in Asia at that
time. For further discussion, see China’s Road to the Korean War: The Making of the Sino-American
Confrontation, pp. 92-121.
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coup in Czechoslovakia had led the Truman Administration to strongly believe in the
domino theory then prevalent in Washington—namely, that if the U.S. stood idly by in
the Korean crisis and stuck to Acheson’s limited U.S. “defensive perimeter” in the
Pacific region, a devastating chain reaction would occur in Europe as well as in Asia,
which Truman believed the U.S. could not afford.® Truman now believed that there was
“an open, undisguised challenge to our internationally accepted position as the protector
of South Korea, an area of great importance to the security of American-captured
Japan.”® In fact, as NSC 68 shows, even before the outbreak of the Korean War the
U.S. had already become increasingly vigilant about a series of events in the Far East,
especially the establishment of the Sino-Soviet alliance; and accordingly, in this April
1950 decision, the NSC approved a sharp increase in American military expenditures
and armed forces to meet the Communist threat anywhere it emerged.*® Reflecting its

heightened vigilance, Washington responded to the Korean situation swiftly*" with the

38 Lee, A Troubled Peace, pp. 26-27.
% bean Acheson, The Korean War (New York: W. W. Norton, 1971), p. 20.

%0 For the text of NSC 68, see Foreign Relations of the United States (1950) 1, pp. 237-292. For more
details regarding the making of NSC 68, see John Lewis Gaddis, Strategies of Containment: A Critical
Appraisal of American National Security Policy During the Cold War (Oxford: Oxford University Press,
1982), Chapter 4, pp. 87-124.

* As Jian puts it, “While the CCP’s policy toward the United States became increasingly hostile in late
1949 and 1950, Washington’s East Asian strategy also underwent important changes. Not accidentally,
Indochina, Taiwan, and the Korean peninsula received special attention from American policymakers. One
of the immediate causes of this change was the signing of the Sino-Soviet alliance treaty. Before late 1949,
when Communist forces swept through China, policymakers in Washington based their global strategy on
waging a strategic offensive in the West and a strategic defensive in the East.” Chen Jian, China’s Road to
the Korean War: The Making of the Sino-American Confrontation, p. 113. For further details on
Washington’s global strategy in the late 1940s and early 1950s, see NSC 48/1, “The Position of the United
States with Respect to Asia,” December 23, 1949.
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official approval of NSC 68 that Congress agreed to fund once the Korean War broke
out.*” The increasing belief that “any further shift in the balance of power, no matter
how small, could upset the entire structure of postwar international relations” was one of
the main factors that drove the U.S. to opt for intervention so swiftly. Therefore, “there
was almost immediate agreement in Washington that Korea, hitherto regarded as a
peripheral interest, had by the nature of the attack on it become vital if American

credibility elsewhere was not to be questioned.”*

For its part, China’s intervention in the Korean War on behalf of North Korea was
“the natural result of gradually developed animosity between the CCP and what it
regarded as the foreign imperialist powers, especially the United States, and of the fear
of a threat from the latter.”** Even those who emphasize such domestic factors as the
transformation of China’s state and society through a rekindling of the moment of
revolution on the domestic front admit that “Beijing’s leaders, and Mao Zedong in
particular, decided to enter the Korean War to protect China’s physical security and,
more importantly, to pursue a glorious victory over the American-led UN forces

5945

[emphasis added].”™ In fact, the insecurity felt by China’s leaders became more
apparent after the successful American landing on Inchon on September 15, 1950.

Witnessing the gradual collapse of the North Korean resistance and the northward march

42 Gaddis, Strategies of Containment, p. 107.

3 |dem.

44 Hao Yufan and Zhai Zhihai, “China’s Decision to Enter the Korean War: History Revisited,” p. 94.
4 Chen Jian, Mao’s China and the Cold War, p. 116.
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of UN forces, which were perceived as a threat to China’s border security as well as the
safety of China’s industrial bases in the Northeast, top Chinese leaders, especially
Chairman Mao, came to the conclusion that “the crisis in the Korean peninsula was
much broader than the Korean conflict itself.”*® Therefore, when justifying his decision
to intervene in the Korean War on the behalf of North Korea, with which China had not
formed any formal alliance yet, “Mao linked the settlement of the Korean problem with
China and the whole East, emphasizing that China’s entry into the war would strengthen
the CCP’s control of China’s state and society and serve to promote an Eastern

revolution following the Chinese model.”*’

Likewise, the common factor that appears in both the U.S. and Chinese decisions to
intervene in the military conflict in the Korean peninsula is heightened insecurity—that
is, on the part of the United States, the fear that the fall of South Korea would further
challenge the balance of power, and on the part of China, the sense of a threat to its
border security as well as to the military campaign to liberate Taiwan. Therefore, the
Cold War crystallized by the Chinese civil war and born with the establishment of the
PRC had become firmly built into the structure of northeast Asia with the eruption of the
Korean War. With the Cold War casting its shadow over the region, South Korea and
China, which had been adversaries in the Korean War, began to form their own separate
alliances, and there was literally no contact between the two parties until the early

1970s.

% |bid., p. 89.
" Ibid., pp. 90-91.
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South Korea containing China and aligning with the U.S., 1953-1971:

security of course, but economics as well!

In spite of all the differences that made it difficult for the parties concerned to iron out
the terms of a ceasefire agreement—including divisions within the Truman
Administration over whether to extend the war into China and issues such as the status
of prisoners of war, determination of the demilitarized zone (DMZ), the functioning of
the Neutral Nations Supervisory Commission (NNSC), President Rhee’s adamant
objection to the truce, and Mao’s pursuit of a total victory in Korea—on July 27, 1953,
two senior delegates—William K. Harrison Jr. and Nam Il—signed the armistice
documents at Panmunjum. And the armistice finally went into effect throughout Korea
with the signatures of Peng Duhai at Kaesung, Kim II-Sung at Pyongyang, and Mark W.
Clark at Munsan, which “basically restored the status quo ante bellum in Korea and

averted a larger international conflict in the region.”48

Although the Korean War brought about literally no change in terms of the respective
territorial size the two Koreas occupied, as a result of the war the hostility and mistrust
between China and South Korea, as well as between the two Koreas, intensified; and in
addition, the bilateral relationship between the United States and South Korea became
more firm and stable than before, leading the two parties to conclude the Mutual
Defense Treaty on October 1, 1953 in Washington. Provoked by the conclusion of the

treaty between South Korea and the United States, which included an “unconditional

48 Chae-jin Lee, A Troubled Peace, p. 36.
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and categorical commitment™ to South Korea on the part of the U.S., China and North
Korea signed the Sino-Korean Economic and Cultural Cooperation Agreement on

November 23, 1953, which included a 10-year aid pact.>®

Cautiously following the strengthening of the bilateral relationship between Beijing
and Pyongyang and a growing Chinese voice in the region alongside Beijing’s firm pro-
Pyongyang and anti-Seoul attitudes, President Rhee came to perceive the U.S. as the
only source of life support for his country in terms of national security and postwar
reconstruction, as well as being essential in carrying out anti-Pyongyang and anti-
Beijing measures. As Lee puts it, “The three-year Korean War solidified South Korea as
a U.S. client state par excellence in a wide range of military, diplomatic, and economic
affairs.”>* Even before the treaty was concluded, in fact, South Korea had already
become a part of the containment system led by the U.S. for security as well as

economic reasons.

49 Ibid., p. 39. According to Article 3 of the Mutual Defense Treaty between the United States and South
Korea, “Each party recognizes that an armed attack in the pacific area on either part of the Parties in
territories now under their respective administrative control, or hereafter recognized by one of the Parties as
lawfully brought under the administrative control of the other, would be dangerous to its own peace and
safety and declares that it would act to meet the common danger in accordance with its constitutional
processes.” Quoted in Chae-jin Lee, A Troubled Peace, p. 38. For the text of the Treaty, see Se-jin Kim,
ed., Documents on Korean-American Relations, 1943-1976 (Seoul: Research Center for Peace and
Unification, 1976), pp. 185-86.

%0 This ten-year aid pact between China and North Korea was the first agreement between the two parties;
however, the agreement, while it ensured Chinese aid in North Korea’s postwar construction, did not
contain any form of military alliance. Although the common threat posed by the United States as perceived
by Beijing and Pyongyang made it possible for the two parties to conclude the pact, it did not lead the two
countries to conclude a treaty of alliance that would have been symmetrical to the mutual alliance treaty
between the U.S. and South Korea. For further details on why China and North Korea did not do this, see
Myong-hae Choi, Jungguk-Bukhan Dongmangkwangye: Bulpyonghan Donggeoeui yeoksa (The Alliance
Relationship between China and North Korea: The History of Uneasy Cohabitation), pp. 91-187.

51 Chae-jin Lee, A Troubled Peace, p. 37.
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Security, security, security!

The period from 1950 to approximately 1969 was when South Korea’s insecurity—both
real and perceived—was at its peak for the Cold War period, due to the intensification of
the Cold War in the region and the virtual destruction of the country as an industrial
society by the time of the ceasefire in the Korean War. The Cold War system cemented
in northeast Asia with the outbreak of the Korean War had brought back the United
States as a “Big Sam” in the region once again, and Washington immediately adopted
the policies of military containment and economic sanctions against China and North
Korea. During this time, South Korea had three additional sources of insecurity, along
with the threat posed by Pyongyang’s intermittent provocative behaviors®?, which drove
Seoul to shore up its ties with the U.S.: (1) a lack of alternative security partners to the
U.S. in guaranteeing the country’s security, (2) the relatively rapid economic growth of
North Korea, particularly in the 1950s and 1960s, which resulted in a growing gap
between the two Koreas in terms of material capabilities, and (3) the growing

collaboration between North Korea, China, and the Soviet Union.

First, among great powers in the Capitalist bloc, few could afford to help others by
providing economic aid as well as security protection against the Socialist bloc, since
the European great powers and Japan had just ended the most destructive wars in their
history and had a lot to deal with domestically. Therefore, situated as it was right under

the nose of China and the Soviet Union, Seoul had no one other than the United States,

%2 Eor details regarding the chronology of North Korean provocative behaviors against South Korea, see
Dick K. Nanto, “North Korea: Chronology of Provocations, 1950-2003,” Report for Congress, March 18,
2003, available at http://www.au.af.mil/au/awc/awcgate/crs/rI30004.pdf.
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which had intervened on its side in the Korean civil war, to serve as the source of
postwar reconstruction and security rehabilitation. Furthermore, carefully following the
Socialist camp, which was busy forming a real division of labor for the reconstruction of
North Korea between 1953 and 1969, > the South Korean government viewed
consolidating bilateral relations with the United States as the political, diplomatic, and
economic sine qua non for rebuilding its war-torn country from scratch. Fortunately, the
South Korean government’s anti-Communist measures during the Rhee and Park
Administrations were well suited to Washington’s containment policy. In the early
1950s, right after the Korean War, the American fortification of the cold-war
containment system in northeast Asia took two forms: a bilateral alliance system with
Japan, South Korea, the Philippines, and Taiwan, and multilateral security arrangements
in Southeast Asia (i.e. the Southeast Asia Treaty Organization), which together served to
stop the spread of Chinese influence throughout the region. President Rhee, strongly
believing that if not for Chinese military intervention he would have been able to
achieve his dream of Korean unification, not only joined the containment efforts led by
the U.S. but also embarked on his own anti-Beijing measures. Rhee’s anti-Beijing stance

was in perfect tune with the containment system the U.S. erected in northeast Asia.>

%3 North Korea was so successful in securing foreign aid for its post-war reconstruction that it achieved its
Three-Year plan by 1955, one year earlier than originally planned. According to documents from the USSR
Ministry of Trade, “exactly one-third (33.3 percent) of reconstruction aid came from the USSR, 29.4
percent from China, 37.8 percent from Eastern European Communist countries, and 0.5 percent from
Mongolia and North Vietnam.” “Foreign assistance to the DPRK, 1953-60,” cited by Charles Armstrong,
“‘Fraternal Socialism’: The International Reconstruction of Korea, 1953-62,” Cold War History, Vol. 5,
No. 2 (May 2005), p. 165.

54 Chae-jin Lee, China and South Korea: Dynamic Relations (Stanford: Hoover Press Publication, 1996),
p. 57.
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Second, North Korea’s rather rapid postwar reconstruction process, which was the
result of the growing collaboration between the Socialist countries, also intensified
Seoul’s insecurity. Right after the ceasefire North Korea implemented its Three-Year
Plan by securing aid from the Soviet Union, China, and other socialist countries. As
Charles Armstrong indicates, “[t]he period of post-war reconstruction in North Korea
was the first and only time the Soviet Union, China and the Soviet-aligned countries of
Eastern Europe and Mongolia cooperated in a multilateral development project of such

55
large scale.”

When it comes to the Chinese aid during the North’s reconstruction process, it is
known that Chinese aid was greater than Soviet aid in North Korea’s post-war
reconstruction plan, and thus its role and influence in North Korea, which had already
increased dramatically during the Korean War, grew rapidly over the reconstruction

period despite occasional disputes between the two countries.® Indeed, in addition to

% Charles Armstrong, “‘Fraternal Socialism’: The International Reconstruction of Korea, 1953-62,” p. 162.

% n fact, occasional conflicts between China and North Korea had started with China’s entry into the
Korean War. When Peng Duhai was appointed commander in chief and Kim Ung (commander of the
KPA'’s First Army Corps) was “demoted” to deputy commander, Kim I1-Sung began to perceive China’s
intervention in the Korean War as damaging to his regime’s pride and sovereignty. “Taking into
consideration Kim’s pride and sensitivity, Zhou proposed that all important documents be jointly signed by
Peng, Kim Ung, and Pank, and Mao himself emphasized that the joint command be kept secret. For all
practical purposes the CPV headquarters was in charge; only a small North Korean liaison office was
attached to Taeyudong.” North Korea’s relations with China became strained over the course of the war
mainly due to China’s wartime actions. Chae-jin Lee, China and South Korea: Dynamic Relations
(Stanford: Hoover Press Publication, 1996), p. 28. After the end of the Korean War, largely due to Kim’s
personal ambition to control the North Korean regime by thoroughly removing opposition factions (the so-
called “anti-party clique”) as well as conflicts between his Juche ideology and North Korea’s harsh reality,
Pyongyang had political confrontations with Beijing from time to time. One such case was the “August
Incident” of the KWP (Korean Workers’ Party) and Kim’s obstinate demands for the withdrawal of foreign
troops (especially the Chinese People’s Volunteers). For further discussion of the ebb and flow of the Sino-
DPRK relationship since the ceasefire that ended the Korean War, see Hakjoom Kim, The Sino-North
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the security support for North Korea from China in the form of thirty-four Chinese
divisions stationed there, economic aid from China was very generous. Despite China’s
dire economic situation, which was partially due to the losses China suffered during the
Korean War, “the assistance Beijing provided to North Korea was comparable to and
even surpassing that of Moscow.” > For example, “in 1954, the first year of
reconstruction, China made a commitment to provide a total of over three billion rubles
(USD 750 million) in free economic aid to North Korea, a sum much higher than the
total of 2.2 billion rubles (USD 550 million) of aid from the Soviet Union and Eastern
European countries. China’s aid to North Korea in 1954 was equal to 3.4 percent of
China’s 1954 budget.”*® Although the relationship between Beijing and Pyongyang was
occasionally troubled, China’s magnanimous gestures toward North Korea in terms of
providing resources for the latter’s economic reconstruction continued even in 1960, a

year of terrible famine in China.>® Consequently, the strengthening bilateral relationship

Korean Relations, 1945-1984 (Seoul: Korean Research Center, 1985) and Byung Chul Koh, The Foreign
Policy of North Korea (New York: Frederick A. Praeger, 1969).

®" Zhihua Shen and Yafeng Xia, “China and the Post-War Reconstruction of North Korea, 1953-1961,”
The North Korea International Documentation Project Working Paper Series, Woodrow Wilson
International Center for Scholars, May 2012, p. 3. Available at
http://www.wilsoncenter.org/sites/default/files/NKIDP_Working_Paper_4 China_and_the_Postwar_Recon
struction_of_North_Korea.pdf.

%8 Ibid., p. 7. In their explanation of why China made such an enormous commitment to North Korea, Shen
and Xia present a view different view from the conventional explanation that China’s aid stemmed from its
competition with the Soviet Union for leadership of the socialist bloc. According to them, “Mao wanted to
reconstruct Sino-NPRK relations after China had alienated the North Koreans during the war. Due to
historical legacies affecting the relationship between China and Korea and Mao’s aspiration to be the leader
of Asian revolution, Beijing had to pay a high price in order to maintain its influence in North Korea.” p. 7.

% For details regarding why Beijing did so in spite of its own difficulties, see Nobuo Shimotomai, “Kim Il-
Sung’s Balancing Act between Moscow and Beijing, 1956-1972,” Tsuyoshi Hasegawa, ed., The Cold War
in East Asia 1945-1991 (Washington, D. C.: Woodrow Wilson Center Press, 2011), pp. 122-51.
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between Beijing and Pyongyang and North Korea’s successful accomplishment of the
Three-Year Plan to bring the economy up to pre-1950 levels was perceived as a great
threat by Seoul, especially compared to the bumpy and rather slow development of

South Korea’s postwar reconstruction.®

Of course, the third source of threat was the biggest concern from the standpoint of
South Korea. The strengthening relationships between China and North Korea as well as
between the Soviet Union and North Korea, which were a result of the bilateral
estrangement between Beijing and Moscow, did outweigh the other threats. As we saw
earlier, while Beijing and Moscow were growing apart,® Pyongyang successfully

managed to take advantage of the estrangement between its two patrons, exploiting the

%0 bonald Stone Macdonald, U.S.-Korean Relations from Liberation to Self-Reliance: The Twenty-Year
Record (Boulder: Westview Press, 1992), chapter 7. In addition to differences between Seoul and
Washington about the conclusion of an armistice, their ever-increasing disagreements concerning where
and how to allocate resources for postwar reconstruction made the whole process move more slowly than
expected. While the Koreans insisted on “allocation of more resources to economic development projects
that would build up Korea’s industrial strength,” the U.S., which believed that such projects would worsen
an already inflationary situation, wanted to use its foreign aid to solve the old problem of inflation and
deficit spending. pp. 260-70.

%1 The alliance between China and the Soviet Union lasted from 1945 until the mid-1960s. According to
Westad, who presents a rather unconventional interpretation regarding the peak years of the Sino-Soviet
alliance, a key element that sustained it was “both countries’ search for a modernity of their own.” He
states: “From the Soviet perspective, the alliance with China established Moscow as the center of a global
anti-hegemonic system of states and confirmed the attractiveness of its social and political model for
countries outside Europe. For many Chinese, the alliance was about finding a pattern for building a modern
state that was neither derived from their grotesque images of Western imperialist countries nor inherently
exploitative in Chinese terms.” Odd Arne Westad, “Struggles for Modernity: The Golden Years of the
Sino-Soviet Alliance,” The Cold War in East Asia: 1945-1991, p. 35. However, such events as Stalin’s
death, the rise of Khrushchev and his plan to de-Stalinize the Soviet-led Communist bloc, the growing split
between Mao and Khrushchev, and the Polish and Hungarian crises in late 1956 all contributed to a
complete breakdown in the alliance between the Communist giants in the 1960s and 1970s. Nonetheless,
according to Chinese sources that have recently become available, “China’s alliance policy toward the
Soviet Union was always an integral part of Mao Zedong’s grand continuous revolution plans designed to
transform China’s state, society, and international outlook.” Chen Jian, “Mao’s Continuous Revolution and
the Rise and Demise of the Sino-Soviet Alliance, 1949-1963,” Mao’s China and the Cold War, p. 49.
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emerging Sino-Soviet conflict to accomplish its own foreign policy while stabilizing the
regime domestically. Indeed, the Sino-Soviet split is considered one of the major
contributors to Kim Il Sung’s successful achievements—to name a few, the conclusion
of security treaties with China and the Soviet Union and the securing of economic aid
for his Five-Year Plan. Not only did the growing solidarity between China and North
Korea as well as between the Soviet Union and North Korea consolidate Kim’s control
over the North Korean regime on the domestic front by smoothing out the process of
purging opposition cadres,® it made it possible for Kim 1I-Sung to receive a windfall
from both countries in the form of long-term agreements related to trade, loans, and
development grants. As a consequence of growing support from the two patrons,
Pyongyang increasingly engaged in provocations aimed at disturbing South Korean
society as well as driving a wedge between Washington and Seoul. And of course, all
those developments intensified South Korean insecurity regarding North Korea, driving
Seoul closer to Washington in the belief that the U.S. was the only viable option for

South Korean survival.

%2 Kim 11-Sung felt threatened by cadres from the Moscow faction and the Yeonan faction, which he
believed were supported by the Soviet Union and China, respectively. While Mao criticized Kim’s purge of
several cadres belonging to the two factions in August 1956, in an attempt to fix Sino-North Korea
relations in light of the Sino-Soviet split, Mao apologized to Kim for having interfering in the internal
affairs of the Korean Worker’s Party when they met during the Moscow Conference in November 1957.
Mao’s promise to stop interfering with internal North Korean affairs led him to finally take the initiative to
propose the withdrawal of all Chinese troops from Korea. Shen and Xia, op. cit., pp. 10-19. Choi also
presents a good summary of the change in Mao’s attitude toward interference with North Korean politics:
Myong-hai Choi, Jungguk-Bukhan Dongmangkwangye: Bulpyonghan Donggeoeui yeoksa (The Alliance
Relationship between China and North Korea: The History of Uneasy Cohabitation), pp. 91-165.
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Security treaty as a source of economic aid

As we saw earlier in this chapter, many studies of South Korea’s alignment stance
during this period have not paid attention to economic factors as much as they have to
security ones.® Although Seoul’s rising insecurity after the end of the Korean War was
critical to its decision to forge the security treaty with the U.S., achieving security was
by no means all the South Koreans thought about. The same also went for the
Americans, who began to perceive South Korea during and after the Korean War as an
outpost of capitalism. The South Korean government viewed two things as necessary to
prevent another attack from the North: security guarantees from outside powers (i.e. the
United States) and economic development following postwar reconstruction, which was
perceived as a precondition for self-defense. If the former should be viewed as the South
Korean government’s way of balancing externally, the latter was its way of balancing
internally against the Communist threat. However, Seoul’s pursuit of economic
development in the 1950s and 1960s occasionally became a source of conflict with the
Americans. The South Korean government’s increasingly urgent attempts to rebuild the
nation’s economy by putting more U.S. aid into economic development projects

sometimes troubled the bilateral security ties with the U.S., and also came to

%3 For instance, Dobbs claims that “Kim [I-Sung in Pyongyang seemed unpredictable, and perhaps was
preparing for another effort to conquer the south....He had tried once in June 1950, and very nearly had
succeeded. Infiltrating guerilla units into the south and maintaining an army far larger than needed for
defense kept the government in Seoul focused on defense matters and not political maturation, economic
development, and social cohesion.” Charles M. Dobbs, Trade and Security: The United States and East
Asia, 1961-1969 (Cambridge Scholars Publishing, 2010), p. 5. Although in his analysis of U.S. East Asia
policy in the 1960s Dobbs emphasizes the importance of economic factors (i.e. suppressing inflation,
disputes between the U.S. and East Asian countries regarding exchange rates, and trade between allies), he
somehow dismisses the importance of economic aid from Washington in South Korea’s approach toward
the United States, focusing instead on security threats perceived by South Korea.
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overshadow security concerns as financial stability and prewar production and

consumption levels were re-established by the end of 1955.

As a preliminary stage of economic development, the South Korean government
needed to deal with postwar reconstruction, which it was in no position to accomplish
without outside help, especially from Washington. Therefore, the South Korean
government considered signing a security treaty with the United States, along with
postwar reconstruction grants from the United States, to be the two inseparable halves of
a security guarantee, probably just as much as North Korea regarded China’s security aid
right after the Korean War as a postwar rehabilitation fund.®* Fortunately, South Korea’s
need to receive economic aid from the United States fit well with American policy, where
“security and economic considerations were inextricably mixed.”® Bix calls this
American policy “the regional integration of U.S. imperialism.”66 As to Washington’s
regional integration policy, Bix says, “Ever since the late 1940s, U.S. Asian policy sought
to use the southern half of the Korean peninsula and Japan to create a configuration of
military and economic power which would enable the United States to contain the might

of both China and the Soviet Union, while simultaneously ensuring its own hegemony

% For further discussion, see Hyun-jin Lee, Meegukeui daihankyongchewonchojungchack 1948-1960 (U.S.
Policy of Foreign Economic Aid toward South Korea, 1948-60) (Seoul: Hyeahn, 2009).

®® Bruce Cumings, “The Origins and Development of the Northeast Asian Political Economy: Industrial
Sectors, Product Cycles, and Political Consequences.” In Frederic C. Deyo, ed., The Political Economy of
the New Asian Industrialism (Ithaca: Cornell University Press, 1987), p. 60. NSC 48 and NSC 61 present
details regarding the U.S.’s regional integration policy.

% Herbert P. Bix, “Regional Integration: Japan and South Korea in America’s Asian Policy.” In Frank
Baldwin ed., Without Parallel: The American-Korean Relationship Since 1945 (Pantheon Books: New
York, 1973), pp. 179-232.
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over Pacific-Asia. This basic strategy, which may be termed the regional integration of
U.S. imperialism, turned on making industrialized Japan dependent on the U.S., and
economically backward South Korea dependent, ultimately, on Japan.”®’

Although Bix’s assertion that the U.S. had imperialist purposes in aiding the two East
Asian countries is controversial, many scholars have agreed with Bix’s other points that
the U.S. wanted to build up the two counties’ economies so that they could work as
outposts of George Kennan’s policy of containment and that Washington’s containment
policy toward the region went hand in hand with its policy of economic aid for East
Asia.®® Many would agree that economic aid from the United States in the mid-20"
century should be viewed as defense support in the form of economic aid, whose main
purpose was to bolster U.S. allies’ economic stabilization and reconstruction, which were
essential in defending these countries. Accordingly, the main purpose of Washington’s
aid to South Korea was not economic development per se; rather, it was defense support
under the rubric of economic aid.*®

Despite the two countries’ shared view of the economic utility of the U.S.-ROK

security treaty, they had many disagreements over the purposes to which U.S. economic

%7 Ibid., p. 179.

68 Hyun-jin Lee, Meegukeui daihankyongchewonchojungchack 1948-1960; Bruce Cumings, “The Origins
and Development of the Northeast Asian Political Economy: Industrial Sectors, Product Cycles, and
Political Consequences”; Herbert P. Bix, “Regional Integration: Japan and South Korea in America’s Asian
Policy”; and Ronald McGlothlen, “Acheson, Economics, and the American Commitment in Korea, 1947-
1950,” Pacific Historical Review, Vol. 58, No. 1 (February 1989), pp. 23-54.

69 Sung-yoo Hong, Hankook Kyeongjewa meekoowoncho (Korean Economy and U.S. Foreign Aid) (Seoul:
Parkyoungsa, 1962), pp. 15-16. And the strong military motivation lying behind Washington’s economic
aid was also expressed by Secretary Dulles in his meeting with South Korean cabinet ministers in his visit
to South Korea in March 1956, quoted in the beginning of this chapter.
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aid should be put, and on where and how to use it (the counterpart fund received from the
sale of U.S. aid goods). Their different principles on the aid funds, which in
Washington’s view were to be used for financial stability for defense support while Seoul
thought they should be used for expansionary investment for economic development,
became a source of occasional tensions between the two allies. If the South Korean
government had only had security guarantees in mind, the occasional tensions would
rarely have grown into conflicts serious enough to hurt security ties with the U.S.
However, the Lee government’s strong economic motives for forging the alliance treaty
with the U.S.—the temptation to use the alliance system as a source of economic gains
leading to economic development beyond postwar reconstruction even though this could
hurt the country’s security stability for some time—often conflicted with Washington’s
purposes for providing the aid, which sometimes put the country’s security relationship
with the U.S. at risk.

As Macdonald notes, the United States intended to use the money it gave to South
Korea “to buy security against world Communism, with national economic development
a useful byproduct rather than a principal goal.... Implicit in the Prochnow Committee’s
report to the National Security Council on the Korean economy...was that a high level of
U.S. aid for 1957-1961 was justified to maintain Korean military strength in the Cold

War and to reduce the aid burden on the U.S. [emphasis added]” ° Therefore, from the

"% Donald Stone Macdonald, U.S.-Korean Relations from Liberation to Self-Reliance, p. 273. Indeed, a
considerable amount of the aid money provided by Washington was used for military purposes. According
to Lee, “For the 1951-61 period, America’s total direct assistance to South Korea exceeded $4 billion —
$2.6 billion in economic aid and $1.8 billion in military aid....a considerable portion of the economic aid to
South Korea was used for military purposes. Almost all funds to South Korea were given in the form of
grants-in-aid because the recipient’s economic ability was too limited to bear the burden of loan repayment.
As measured by the per capita amount of aid, South Korea ranked as one of the top recipients of U.S.
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perspective of the U.S., resolving the old problems of inflation™ and deficit spending in
South Korea in the period between 1953 and 1958, which was assumed to be a necessary
condition to stabilize South Korean society and maintain military balance, was more
urgent than South Korea’s economic development per se. Since achieving economic
stability by regaining financial stability required financial austerity measures, which
would not be the ideal way to expand capital investment for the purpose of economic
development (the goals South Korea was hoping to use the counterpart fund for),
Washington and Seoul were destined to clash over how to allocate the aid. Lying in the
same bed, the two were having two different dreams about what to achieve with the
money. In addition, alongside Rhee’s persistent requests for American repayment of the
UN Command drawings, Eisenhower’s insistence on stopping inflation in South Korea as
a first step toward postwar reconstruction made matters worse. Despite what President
Rhee hoped for, achieving South Korean economic development by expanding the
economy itself was never in the blueprint the Eisenhower Administration drew up for
South Korea. Macdonald nicely summarizes Washington’s thinking during that time as

follows:

The consumer-goods attack on inflation made economic sense, but it led to a serious paradox: in
the long run, the only way to end the foreign-financed Korean deficit would be to substitute
domestic production for the imports; yet the capital development needed for such production was
inflationary, and until inflation was brought under control, economic development was not
feasible. In late 1951, in an appraisal of the Korean economy, Arthur Bloomfield (author of the

economic and military assistance in the world throughout the 1950s and early 1960s.” Chae-jin Lee, A
Troubled Peace: U.S. Policy and the Two Koreas, pp. 41-42.

™ “Three of the basic elements in Korean inflation were drawings by UN forces, deficit financing by the
ROK government, and consumer-goods shortages (due both to insufficient goods availabilities and to poor
distribution). Two other basic elements were the ineffective collection by the ROK government of money
for the sale of the goods turned over to its Office of Procurement for distribution; and difficulties in
determination of the won prices to be charged for American-supplied imports.” Macdonald, op. cit., p. 262.
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Korean central banking act) noted that “...given existing conditions... long-term reconstruction

projects even rehabilitation work will have to be kept down to approximately their present levels

unless the present inflation is to be accentuated....” The same problem was involved in boosting
7

exports.

If the South Korean government had decided to form the alliance with the United
States with only security in mind, it would not have gone through several stages of messy
negotiations with the U.S. just to take control of the counterpart fund, which the South
Koreans believed they could use for investment in infrastructure indispensable for
economic development. Indeed, if security had been the sole purpose of aligning with the
Americans, not going against Washington, which intended to use the aid for defense
support, would have been the logical strategy for South Korea to pursue. However, the
South Korean government, which differed with the Eisenhower Administration on a
range of economic issues including the control of the counterpart fund, how to allocate
the fund, and the exchange rate of the won in buying imported goods from the U.S., had
to go out of its way to find a point on which it could compromise its stance on the use of
the aid money. From the beginning, contrary to Washington, which had only security in
mind in concluding the alliance treaty and the “Agreement for a Program of Economic
Reconstruction and Financial Stabilization” (also called the “Baik-Wood Agreement”),
and which was not interested in any further plans for South Korea’s economic
development that might disturb the stability of the country, South Korea had two separate
things in their mind—security guarantees and economic development going beyond
postwar rehabilitation. This point is well described in the recollections of the Finance

Minister of 1956, In Tae Sik, in an interview with Hankook Il1bo in 1981.

2 |bid., p. 263.
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Once appointed as the Minister of Finance in 1956, | had to confront the U.S. representatives
about contentious issues, such as how to allocate the counterpart fund, and who should control the
use of the fund. From the start, I mean from the establishment of the Korean government in 1948,
they persisted in using the counterpart fund from the sale of U.S. aid products (mostly consumer
goods and agricultural products) only for the purpose of defense. And we had to accept it since
there was no one else other than the U.S. who could provide such a great deal of aid at that time.
However, after the end of the Korean War we had to do something about the strict rule about the
counterpart fund just in order for us to shift our energy into rebuilding the war-torn Korean
economy. And our shift in focus from building up our own military capability to more economic
rehabilitation became the source of all the conflicts between South Korea and the U.S. That is,
based on the assumption that rapid postwar reconstruction as well as economic development
through investment in building more factories to produce our own goods for domestic use and
exports was indispensable for increasing our defense capability, we (the South Korean
government) insisted that we should be allowed to withdraw some money from the counterpart
fund for economic purposes. However, the U.S. representatives declined our suggestion out of a
belief that using money from the fund would not only impede efforts to buttress the first line of
defense in South Korea but would also worsen inflation, since the money to be used for
investments would result in putting upward pressure on goods in the South Korean market
[emphasis added].”

However, once a growing chorus of voices in both the United States and South Korea
began to express serious concern about the poor condition of the South Korean economy
in the early 1960s, after the fall of Syngman Rhee, Washington began to pay heed. From
then on, South Korea and the United States seemed to work together more closely than
before over a series of issues including the economic development of the former, the
rapprochement between South Korea and Japan, and the Vietnam War. First, the
Kennedy Administration, admitting that the main cause of South Korea’s serious
economic problems was due to its having “one of the largest military establishments in
proportion to population in the world,”’ took seriously the advice of Kennedy aide Walt

Rostow that “the underlying fact is that all hands agree the situation in Korea in not good;

"3 Recollection of Economic Circles, No. 8 (Seoul: Hankook Ilbosa, 1981), pp. 37-38.

4 Director, Central Intelligence, Special National Intelligence Estimate Number 42-61, “Short-Range
Outlook in the Republic of Korea,” March 21, 1961, available at www.foia.cia.gov, pp. 3-5. Cited in
Charles M. Dobbs, Trade and Security: The United States and East Asia, 1961-1969, p. 116.
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and American policy in Korea requires a fresh look.””> And thus, upon a request from the
Park government to utilize American aid for economic development to counter
Communist threats, the Kennedy Administration agreed, while pressuring the South
Koreans to normalize relations with Japan.’® Furthermore, as the situation for South
Korea became stabilized by December 1968 with the threat from the North turning into a
psychological one, the South Korean government became more obvious about its requests
to utilize U.S. defense support in the form of economic grants for achieving a self-
supporting economy.

The security alliance with the U.S.

as a source of more economic profits

Alongside the security treaty with the United States, the importance of economic motives
to the South Korean government was also clearly demonstrated in its decision to
strengthen its alliance with the United States, one outcome of which was President Park
Chung Hee’s decision to dispatch his armed forces to South Vietnam in support of the
American war effort, which he later defended as “part of our moral responsibility in
furtherance of Asia’s collective security.”’’ The South Koreans were well aware of the

fact that North Korea was a more immediate threat than North Vietnam, particularly due

S Department of State, Foreign Relations of the United States, 1961-1963, Volume XXII1, Northeast Asia,
Washington, DC, GPO, 199X, Document 204, Rostow to Kennedy, March 15, 1961. Idem.

e Seok-ryul Hong, “Dangerous Honeymoon: The Park-Johnson Period,” Galdeunghaneun Dongmang:
Hanmikwangye yookshipnyeon (An Alliance in Disputes: The U.S.-ROK Relations over 60 Years) (Seoul:
Yeoksabipyongsa, 2010), pp. 40-66.

™ as quoted in U.S. Senate, United States Security Agreements and Commitments Abroad, Republic of
Korea: Hearings before the Subcommittee on United States Security Agreements and Commitments Abroad
of the Committee on Foreign Relations, pt. 6 (Washington, DC: U.S. Government Printing Office, 1970), p.
1543.
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to the former’s renewed militancy (as seen in the 1968 “Blue House Raid,” which was an
attempt to assassinate President Park Chung Hee, and the Pueblo incident),”® so
President Park had to go through rather difficult negotiations with the legislature to get its
approval to send troops to Vietnam. Despite the difficulties involved in acquiring this
approval, President Park invoked anti-Communist and collective security rhetoric to
defend his decision to send combat troops to Vietnam. He termed this “a rather pragmatic

pursuit of South Korea’s own security and economic interests.”’> Indeed, in response to

"8 The Johnson Administration was alert to the possibility that this renewed North Korean militancy might
be blowback for South Korean help in South Vietnam, thanks to the conclusion of a Special National
Intelligence Estimate in March 1965, which stated that “the introduction of one ROK combat division into
South Vietnam for static defense purposes would provoke Communist China, North Korea, or North
Vietnam overtly to invade South Korea or South Vietnam.” U.S. Department of State, Foreign Relations of
the United States, 1964-1968, Vol. XXIX, Document 32. In a similar vein, an update to Special National
Intelligence Estimates (SNIE) 14.2-67 noted that “events since last September tend to confirm the
conclusions of NIE 14.2-67, that North Korean activities will include a campaign of military harassment in
the DMZ area, continued attempts to infiltrate guerilla teams, and the dispatch of terrorist and sabotage
missions. The raid on the Blue House represents the most dramatic and flagrant manifestation of the
campaign begun in late 1966 to disrupt political order in South Korea.” CIA, “Memorandum to Holders of
NIE 14.2.-67,” February 23, 1968, available at www.foia.cia.gov/browse; and CIA, SNIE, 14.2-68, “The
Likelihood of Major Hostilities in Korea,” May 16, 1968, www.foia.cia/gov/browse. To make matters
worse, despite Washington’s recognition of the seriousness of the incident, Park and Johnson could not
have disagreed more on how to deal with the provocative behaviors of the North. For instance, “not long
after President Park requested counter-infiltration equipment from the United States on December 21, 1967,
and presided over a highly publicized emergency conference on internal security in Wonju on January 6,
1968, North Korea sent a 31-member commando team to attack the Blue House (President Park’s official
residence) in Seoul on January 21, 1968. The attack failed to materialize....Only two days after the Blue
House raid, North Korea seized the USS Pueblo in international waters in the East Sea and towed it to
Wonsan Harbor. One American sailor died, and Commander Lloyd Bucher decided to surrender without
firing a single shot, the first time the U.S. navy had ever done so in its entire history.” However, despite all
the troubles created by the North Koreans, “the Johnson administration instructed U.S. ambassador William
Porter to advise the South Korean government ‘in strongest terms against any attempt at action against
North Korea in retaliation for the Seoul raid,” particularly in light of the added tensions arising from the
Pueblo seizure.” Lee, op. cit., p. 56-57; and for details regarding messages conveyed from Ambassador
Porter to South Korean Prime Minister Il-kwon Chung in January 1968, see Foreign Relations of the
United States, 1964-1968, Vol. 29, pt. 1, p. 311. For a detailed account of the Pueblo crisis, see Mitchell B.
Lerner, The Pueblo Incident: A Spy Ship and the Failure of American Foreign Policy (Lawrence:
University of Kansas Press, 2002).

7 Lee, op. cit., p. 55.
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Seoul’s request that the Americans pay all expenses of South Korea’s military activities
in Vietnam, the Johnson Administration agreed to “an unvouchered cash grant” to
Korean troops and “assuming all costs” for Korean troops already in Vietnam.® In
addition, the U.S. agreed to “procure South Korean supplies and services for the U.S. and
South Vietnam as much as possible and to increase the loans for South Korean economic
programs from the U.S. Agency for International Development (AID).”%

Although the reaffirmation of the U.S. defense obligations to South Korea and the
transfer of a substantial quantity of military equipment to South Korea were real security
gains from the perspective of South Korea, the economic gains were much greater.®
Showing the apparent economic motivations behind the lofty anti-Communist rhetoric,

every time the U.S. requested additional troops for Vietnam, the Park Administration

asked for a greater share of the profits in the form of trade and civilian employment, and

80 Dobbs, op. cit., p. 135.
81 Lee, op. cit., p. 55.

82 Indeed, the security gains that South Korea achieved from the United States as a reward for its
contribution to the Vietnam War were rather modest. In a memorandum submitted to President Johnson on
February 20, 1968, former Deputy Secretary of Defense Cyrus R. Vance, who was sent to Seoul as
Johnson’s special envoy after the Blue House Raid and the Pueblo Incident, reported that ... Park wanted
to obtain from me a pledge for the United States to join his government in instant, punitive, and retaliatory
actions against North Korea... He (President Park) wanted my reassurance of an ‘atomic’ U.S. response in
the event of another serious raid against the ROK. I refused to give any such assurances.” In addition,
Vance refused to modify the Mutual Defense Treaty and accept a long shopping list of expensive military
equipment worth $1.5 billion from South Korea. Unlike the earlier Johnson-Park joint communiqués of
1966, the text of the Johnson-Park joint communiqué issued on April 17, 1968 did not include a U.S.
promise not to reduce the number of its troops stationed in South Korea. Moreover, the U.S. rejected a
number of demands made by Park. For the “Memorandum from Cyrus R. Vance to President Johnson,”
February 20, 1968, see Foreign Relations of the United States, 1964-1968, Vol. 29, pt. 1, pp. 376-83; and
for the Johnson-Park joint communiqué issued on April 17, 1968, see ibid., pp. 376-91 and pp. 411-14.
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not for any type of additional security aid.®* As Han Hong Gu writes: “Under Park
Chung Hee, [Korea] sent the second largest number of troops to the war after the U.S. A
total of 320,000 Korean soldiers, paratroopers, and marines fought in Vietham between
1964 and 1971. For South Korea, the economic gains were very generous as the U.S.
footed all the bills for it. The revenues from soldiers’ paychecks and procurements and
contracts with the U.S. made up about 40% of South Korea’s foreign exchange earnings
during the intervention.”®*

In sum, South Korea under the Rhee and Park Administrations sought to align with the
United States and seek ever-closer ties with it, not just because of the Communist threat
from the North, but also because of economic gains. And chiefly because of these
economic motivations (i.e. economic development as an ultimate economic purpose),
which played an important role as an aim separated from political-security calculations in
building security ties with the U.S. to begin with, the South Korean government had to go
through lengthy negotiations with the U.S. representatives, who wanted to use economic
aid for defense purposes only, particularly when coming to terms on agreements
regarding economic grants. Had obtaining a security guarantee from the U.S. been the
sole purpose of the South Korean government in its decision to align with the United
States, there would have been no need for time-consuming negotiations with the U.S., a

process that the South Korean government knew could adversely affect its national

8 \What Seoul wanted from Washington in return for providing additional troops was for the U.S. to buy
more war materiel for use in Vietnam from South Korea. Joungwon A. Kin, “Korean Participation in the
Vietnam War,” World Affairs, Vol. 29, No. 1 (Apr/May/June 1966), pp. 28-35.

84 Hong-gu Han, “Did We Forget the Past,” Hankyeorye, April 17, 2003, available at
www.zcommunications.org/did-we-forget-the-past-by-han-hong-gu. Quoted in Dobbs, op. cit., p. 139.
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security. Furthermore, behind Park’s decision to send troops, including combat troops, to
Vietnam lurked the South Korean intention to achieve as many economic gains as
possible in the form of increased exports of war materiel to Vietnam and increased
economic aid programs from the U.S. Given the resurgent threat posed by the North,
without taking economic motivations into account it would be hard to imagine why Park
came to the decision to withdraw South Korean troops from his own country to fight in
Vietnam. Economics played an important role as well — albeit to a lesser extent than

security —in South Korea’s decision to align with the United States.

Part 11. Peaceful overtures to China, 1971-1979

Various factors had contributed to President Park’s decision to gradually discard the
containment card in dealing with Communist China. Such dramatic security changes as
the Sino-U.S. détente, limited as that was, and Washington’s ensuing plan to withdraw
U.S. forces from South Korean territory. aggravated Seoul’s mistrust of its patron to
such an extent that President Park pushed forward the not-so-secret nuclear weapons
program despite Washington’s strong opposition and even after signing the Nuclear
Proliferation Treaty in 1975. In addition, coupled with the economic downturn
intensified by the 1973 oil shock, growing trade disputes with the U.S., which were
partly due to increasing protectionism in the U.S. and greater reluctance on the part of
Washington to provide economic aid to the ROK, had driven Seoul to rethink its heavy
dependence on the U.S. Having more room for maneuver as a result in its strategic

stance toward Communist countries, including China (although there were sharp limits
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due to specific Korean conditions and Beijing’s preemptive diplomacy with Pyongyang
so as not to lose the latter to Moscow), the Park regime moved away from containing
China and showed its peaceful intentions toward the latter in a belief that China could
have something to offer to the country—for instance, putting a brake on Pyongyang’s

provocations and absorbing South Korean exports to some extent.
Solidification of the Sino-North Korean alliance “sealed in blood”

Beijing’s limited détente policy did not include South Korea, mainly because of its need
to solidify its relationship with Pyongyang given the confrontation with the Soviet
Union. During the period from the mid-1950s to the late-1960s, Chinese insecurity was
heightened by a combination of a couple of factors. Domestically, the country became
fragile and divided as a consequence of the Great Leap Forward and the Cultural
Revolution. Internationally, the “brotherly solidarity” between the PRC and the Soviet
Union started to crumble after the Twentieth Congress of the Communist Party of the
Soviet Union in 1956, and the confrontation between them grew so intense that
Khrushchev decided to withdraw Soviet experts from China, cut Soviet military and
technological assistance, take a pro-New Delhi stance during the 1962 Chinese-Indian

border conflict, and keep nuclear secrets from the Chinese.®

With national security affected by events within and around the country, Mao

became more audacious yet also more careful than before when dealing with the needs

8 For a more complete story on the Sino-Soviet split, see Allen S. Whiting, “The Sino-Soviet Split,” in
Denis Twitchett and John K. Fairbank, eds., The Cambridge History of China, VVol. 14 (Cambridge,
England: Cambridge University Press, 1987), pp. 478-538.
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of China’s allies —specifically, North Vietnam and North Korea. For instance, despite a
growing division among the leaders in Beijing, Mao had to take a more radical stance on
Vietnam just to make sure that Hanoi would stand at Beijing’s side and support its claim
that China was the new center of the world revolution, replacing a “revisionist”
Moscow. Therefore, in addition to China’s generous military aid to Vietnam, which
totaled 320 million yuan, Beijing transferred new air units to the border area between
China and Vietnam and constructed new airfields carefully designed to deter further
American expansion of the war in the South and the bombardment of the North.®® Also,
Beijing’s increasingly aggressive attitude toward the Vietnam War was “closely related

to the deteriorating relationship between China and the Soviet Union.”®’

% Allen Whiting, The Chinese Calculus of Deterrence: India and Vietham (Ann Arbor: University of
Michigan Press, 1975), pp. 176-78. In addition to the deteriorating relationship between China and the
Soviet Union, the threat the Chinese felt from the fast-growing American involvement in the Vietnam War
contributed to a bolder Chinese approach to the Vietnam situation. Throughout the period between 1962
and 1964, Mao himself “repeatedly emphasized that China was facing an international environment full of
crises, arguing that international reactionary forces (the United States) were preparing to wage a war
against China and it was therefore necessary for China to prepare politically and militarily for this coming
challenge.” American expansion of warfare in Vietnam indeed threatened China’s security in general to the
extent that it drove China to restructure its economic framework. Fearing that the military conflicts in
Vietnam would reach Chinese territory someday, Mao decided to move a large number of factories
originally located in coastal areas, which he thought were very vulnerable to attacks, to the interior of the
country. According to Jian, “All of China’s economic planning, Mao emphasized, should now be oriented
toward China’s national defense, to prepare for a coming war with the imperialists (the United States)... By
early 1965, a large portion of the coastal industry had begun to move into the inner areas, and the emphasis
of China’s economic development changed from agriculture and light industry to heavy industry,
particularly in the sectors related to the military build-up.” Chen Jian, Mao’s China and the Cold War, pp.
210-12 and pp. 214-15. Also, Naughton nicely describes a series of events that led Mao to construct the
Third Front (the industrial base located in the interior). Barry Naughton, “The Third Front: Defense
Industrialization in the Chinese Interior,” China Quarterly, Vol. 115 (September 1988), pp. 351-86.

8 Ibid., p. 211.
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Beijing’s preemptive diplomacy with Pyongyang

As in the case of Vietnam, the Chinese were eager to strengthen their relationship with
North Korea to keep the North Koreans on their side at the expense of the Soviet Union.

5> 88

Beijing’s eagerness to “mend fences with North Korea”® can be most obviously

observed in two areas: (1) its strong support for Pyongyang, irrespective of reactions

89 toward North Korea in its attempt to

from Moscow, and (2) “preemptive diplomacy
launch détente with the United States. These increasingly friendly behaviors by the
Chinese toward the North Koreans not only fortified the militant comradeship between

North Korea and China; more importantly, they worked against the Park government’s

willingness to resume bilateral relations with China.

First, the Chinese consistently showed their strong support for North Korea during a
series of provocative events instigated by the North toward South Korea and the United
States—including the Blue House Raid, the USS Pueblo crisis, and the destruction of the
U.S. reconnaissance plane EC-121. Beijing’s tacit approval of Pyongyang’s reckless
adventurism continued until the Axe Murder incident in August 1976, although the

degree of promptness and enthusiasm in announcing its support for Pyongyang’s

8 | ee states that: “The Chinese were eager to mend fences with North Korea, in part because a military
confrontation with the Soviet Union over Zenbao (Damansky) Island in the Ussuri River and other disputed
areas in the Xinjiang region during 1969 made it imperative that China stabilize its relationship with other
neighboring countries.” Chae-jin Lee, China and Korea: Dynamic Relations, p. 62.

89 For further discussions regarding Beijing’s preemptive diplomacy toward Pyongyang from the late
1960s to the mid-1970s, see Myong-hai Choi, Jungguk-Bukhan Dongmangkwangye: Bulpyonghan
Donggeoeui yeoksa, pp. 279-302.
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aggressive behaviors toward South Korea began to decline.** And the Chinese leaders
occasionally exploited North Korea’s provocations toward South Korea and the United
States just to raise their level of condemnation of the Soviet Union, which from the
Chinese perspective was seeking a closer relationship with the U.S. at the expense of the

whole Socialist bloc, particularly in the late 1960s.%

China’s decision to stand up for North Korea over the series of incidents the latter
staged originated in part from its appreciation of the North, which had sided with China
in the two major international crises of 1962: the Sino-Indian border clash and the
Cuban Missile Crisis. In the case of the Sino-Indian border conflict, viewing the incident
as one that could happen on the Korean peninsula any time, Pyongyang supported
Beijing the whole time, unlike Moscow, which withdrew its support for the Chinese
later. The solidification of the military alliance between North Korea and China became
even stronger after the Soviet Union signed the Nuclear Test Ban Treaty in 1963, which
led the former two parties to believe that the United States and the Soviet Union were
collaborating at the expense of the rest of the world. China’s policy of “standing up for

North Korea” continued from then through the 1970s.

%0 1o Pyongyang’s surprise, the Chinese remained “silent” about the 1976 Axe Murder incident even when
the United States raised the readiness levels for American forces in Korea to DEFCON 3 early on August 9.
Furthermore, the Chinese ambassador to the United States indicated to Kissinger that the Chinese would
not support North Korea this time. Donald S. Zagoria and Janet D. Zagoria, *“ Crises on the Korean
Peninsula,” Stephan S. Kaplan, ed., Diplomacy of Power: Soviet Armed Forces as a Political Instrument
(Washington, D.C.: The Brookings Institution, 1981), p. 398.

o Robert R. Simmons, “China’s Cautious Relations with North Korea and Indochina,” Asian Survey, Vol.
11, No. 7 (July 1971), p. 634.
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Beijing’s initial strong support for Pyongyang and its shifting attitude toward North
Korean provocations against the United States and South Korea in the mid-1970s should
be understood in the broader context of China’s “preemptive diplomacy” toward its
allies—Vietnam, Cambodia and North Korea—in its pursuit of a policy of limited
détente with the United States. China’s preemptive diplomatic approach toward North
Korea at the same time it was resuming contacts with the U.S. brought about an
unexpected result: the solidification of the militant relationship between China and
North Korea. In order for the Chinese leaders to gain advantage in their dispute with the
Soviet Union, managing to keep their allies on their side at the expense of the Soviet
Union was as important as making a rapprochement with the United States—that is,
from Beijing’s viewpoint, improving relations with the U.S. alone could not compensate
for the loss that China would have incurred if it lost its allies to the Soviet Union.% The
Chinese leaders had to consider a worst-case scenario for them, wherein the Sino-
American rapprochement, rather than prompting the removal of the Soviet threat, would
result in the formation of a trilateral anti-Chinese alliance between Moscow, Pyongyang

and Hanoi.

%2 | addition to practicing the classic policy of playing one power off against the other, China’s leaders
had other objectives in mind: “to enhance its diplomatic status after the disastrous Cultural Revolution,
contain Japanese militarism and rearmament, seek trade with the United States, weaken Taiwan’s
diplomatic and military capabilities, and mitigate tensions in the Korean peninsula.” Chae-jin Lee, China
and Korea: Dynamic Relations, p. 65. However, in contrast to Kim I11-Sung, the Chinese leaders never had
reunification of Korea by military means in mind when trying to mitigate instability in Korea. As the talks
with the United States developed to a level where it became possible to deal with more “tricky” and
“sophisticated” issues, including the Korean question, the Chinese became more reticent about expressing
their request that the U.S. withdraw its forces from South Korean territory. This caused another bump in
China’s relationship with the North. Interview with a former diplomat to China, February 12, 2012.
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China’s pursuit of preemptive diplomacy to allay the uneasiness the North Koreans
might feel about the improvement in bilateral Sino-U.S. relations was manifested in
three forms: the dispatch of high-level delegations to Pyongyang as often as needed,”
the promotion of North Korean interests and positions through China’s meetings with
the Americans (e.g., the insertion of Pyongyang’s requests to the United States in the
eight “basic principles” regarding Kissinger’s and Nixon’s proposed visits to China),**
and an increase in economic aid in the form of bilateral trade and economic grants (see

Table 2).% However, even after witnessing this series of positive developments

9 Indeed, Beijing’s “good offices” toward Pyongyang just to keep the North Koreans informed contrasted
with Washington’s rather “careless” approach toward the Park Administration, which Washington did not
notify in advance about Kissinger’s plans to visit China. In addition to informing Pyongyang of a shift in
China’s American policy prior to Kissinger’s visit to China, the Chinese leaders made several astute moves
to assuage North Korean sensitivities about the recent developments between China and the U.S., giving a
full report on the discussions with the Americans through high-ranking officials dispatched to Pyongyang.
Furthermore, anytime they got a chance to confirm their security guarantees to North Korea, the Chinese
leaders pledged to stand by them. For further details, see Don Oberdorfer, The Two Koreas: A
Contemporary History, p. 13; and Lee, A Troubled Peace: U.S. Policy and the Two Koreas, p. 73.

% The Chinese leaders made sure to insert Pyongyang’s request in the report drafted by Zhou Enlai, which
became the foundation of the eight “basic principles” regarding Kissinger and Nixon’s proposed visits to
China. Principle No. 8 states, “The Chinese government stands for the withdrawal of U.S. armed forces
from the three countries in Indochina, Korea, Japan, and Southeast Asia, so that peace in the Far East will
be maintained.” When Kissinger made his second visit to China in October 1971, not only did the Chinese
leaders make sure to deliver the eight basic principles to him; Zhou himself emphasized the urgency of the
Korean matters—including the withdrawal of the U.S. forces as expressed in the basic principles, the
danger in Japanese troops replacing U.S. military forces, the increasing possibility that the Park
Administration would initiate an attack on the North with its increased military capability, aided by U.S.
forces, and the U. N.’s equal treatment of the two Koreas. For the text of the conversation between
Kissinger and Zhou on October 21, 1971, see Memcon, Kissinger and Zhou, “Korea, Japan, South Asia,
Soviet Union, Arms Control,” October 22, 1971, 4:15-8:28 p.m., available at
http://static.history.state.gov/frus/frus1969-76ve13/pdf/d44.pdf.

% Not only did the Chinese approve new economic aid despite their own economic difficulties, which were
in part due to the Cultural Revolution; they also signed the first agreement on military aid to North Korea in
fifteen years. Furthermore, China began supplying North Korea with its models of Russia’s MiG-19
supersonic fighter planes. Oberdorfer, op. cit., p. 12.
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between China and North Korea and thus becoming aware that China would not
abandon North Korea for any reason, the Park Chung Hee Administration went ahead
with its original plans to make favorable gestures toward China in the faint hope that the

latter might respond positively.

Table 2. China’s Trade with North Korea (In Millions of Dollars)

Total China’s China’s
Volume Exports Imports Balance
1970 $115.1 $60.9 $54.2 $6.7
1975 481.9 284.1 197.8 86.3
1980 677.5 374.2 303.3 70.9
1981 531 300 231 69

Sources: Chong-sik Lee, The Political Economy of North Korea (Seattle, Washington: National Bureau of
Asian Research, 1994) and Yong-sup Han, “China’s Leverages over North Korea,” Korea and World Affairs
(Summer 1994). Quoted in Chae-jin Lee, China and Korea: Dynamic Relations, p. 140.

South Korea’s growing abandonment fear

How did the increasingly amicable approach of China toward North Korea affect the
Park Administration’s alignment behavior toward its gigantic neighbor during the Sino-
American détente period? And why did the Park Administration still seek to improve
relations with China even after realizing that China had no intention of reciprocating?
Indeed, unfortunately, despite the Park Administration’s willing approach toward China
in recognition of the fact that opening itself to the Chinese was in South Korea’s
interest, it was not forceful enough to bring about major changes in Sino-ROK relations.
Countered as it was by Chinese moves to keep its allies closer while pursuing the
détente with the United States, the South Korean government could not achieve what it
had aimed for with China. Therefore, basically no progress was made in the bilateral

relations between South Korea and China.
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In spite of the enmity South Korea had had toward China since the end of the Korean
War, as well as its very close bilateral relationship with Taiwan (Republic of China), the
Park Administration came to the conclusion that improving its relations with Beijing
would not only promote stability and thus peace in Korea but also help relieve the
strains on South Korea’s economy, one reason for which was South Korea’s heavy
economic dependence on the United States, which had recently raised the bar for the
entry of foreign goods from developing countries into its market.?® Then let us turn to

the security side of the story of South Korea’s first peaceful overtures toward China.

What South Korea hoped to achieve by improving relations with China was to
elevate the stability of the Korean peninsula by at least minimizing the sources of
strategic uncertainty—two of which were Pyongyang’s adventurism that gave the South
Korean government a chronic headache and Washington’s “careless” approach to the
Park government around the time when Nixon made his surprise announcement of
Kissinger’s secret visit to China. In fact, unlike Kim Il Sung, President Park had not
been notified in advance by Washington, so he found Nixon’s opening to China
“shocking because it raised new doubts about the constancy and reliability of his great
power sponsor.”®” Oberdorfer nicely summarizes the betrayal and abandonment the Park

Administration felt when it found out about Kissinger’s secret visit to China.

To Park, the rapprochement implied U.S. acceptance of a hostile, powerful, and revolutionary
country in South Korea’s immediate neighborhood, tied by a military alliance to North Korea.
Since the announcement of the “Nixon Doctrine” in mid-1969—that Asians should provide the

% |nterview with a government official in the Economic Planning Board during the Chun Doo-hwan
Administration, October 12, 2010.

" bon Oberdorfer, The Two Koreas: A Contemporary History, p. 13.
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manpower of their own wars—the United States had appeared to be moving steadily toward
disengagement... Despite the reassuring words of U.S. political leaders and diplomats, Park took
these developments as “a message to the Korean people that we won'’t rescue you if North Korea
invades again” ... Now on top of everything else, the White House was suddenly, and without
notice to him, consorting with Beijing [Emphasis added]. %

Despite the complaints and requests made by the South Korean government weeks later,
Washington made little effort to reassure Seoul about what the Sino-American
rapprochement would mean for security on the Korean peninsula.*® Alarmed by positive
developments between China on the one hand and the U.S. and Japan on the other, and
feeling more insecure as a result of its increased fear of abandonment, the Park
Administration suddenly took a rather bold approach toward the Socialist countries just

to make sure that South Korea would not become a deserted orphan in a hostile

% Ibid., p. 13. Park Chung-hee’s trust for the United Started had already started to crumble after his summit
meeting with Nixon in San Francisco in August 1969. Although Park paid lip service to the Guam
Doctrine, he intended to reveal publicly his uneasy feeling about Nixon’s handling of the EC-121 incident
by stating that superior strength (“self-help” capability) was the only way to restore peace on the Korean
Peninsula, and that the principle of responsive actions should be maintained to deter the Communist threat.
Furthermore, the Nixon Administration suddenly informed South Korean ambassador Kim Dong-jo in
December 1969 about U.S. plans for a phased reduction of American forces in South Korea. For the
exchange of statements between Nixon and Park after the summit meeting in August 1969, see Public
Papers of the Presidents of the United States, Richard Nixon, 1969, pp. 676-81. And for further discussion
of the delicate relations between Seoul and Washington in 1969-70, see Chae-jin Lee, A Troubled Peace:
U.S. Policy and the Two Koreas, pp. 65-70.

% Eor example, three months after the letter written by President Park to President Nixon was delivered to
Secretary of State William Rogers by Foreign Minister Kim Yong-shik, Nixon made a ritual clarification
on November 29, stating that, “You can be sure, Mr. President, that in taking steps toward the goal of a
peaceful Asia, the United States will not overlook the interest of its allies and friends nor seek any
accommodations at their expense. My talks in Peking will not deal with issues primarily involving third
countries, but rather will be concerned with bilateral issues between the United States and the People’s
Republic of China. Should issues affecting Korea be raised by the People’s Republic of China, I will of
course affirm our strong ties with the Republic of Korea... The United States will continue to consult
closely with your government on issues which affect the security of the Korean peninsula.” Nonetheless,
Nixon was still unable to accept Park’s proposal to have a summit meeting prior to his visit to China.
Therefore, Park, still feeling abandoned and betrayed by Washington, wrote that “this series of
developments contained an unprecedented peril to our people’s survival... [The situation] almost reminded
one of the last days of the Korean Empire a century earlier, when European powers were similarly agitating
in rivalry over Korea.” Nixon’s letter to President Park on November 29, 1971. This document was
declassified in 1997. Quoted in Lee, op. cit., p. 72 and Oberdorfer, op. cit., p. 14.
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environment. That is, in order not to find itself alone, South Korea, instead of relying on
its long-time ally that was now neglecting to take care of its security partner, had to be
more proactive than before, by showing its peaceful intentions toward its Korean War

adversaries.

Seoul’s foreign policy for peace and unification

The change in South Korea’s China policy was first signaled in January 1971 when
President Park expressed a willingness to make progress in relations with the
Communist countries he viewed as “less hostile.” And two years later, on June 23, 1973,

Park made a special statement on a “New Foreign Policy for Peace and Unification™:

The Republic of Korea will open its door to all the nations of the world on the basis of the
principles of reciprocity and equality. At the same time, we urge those countries whose
ideologies and social institutions are different from ours to open their doors likewise to us.*®

This speech indicated a major alteration in the Park Administration’s foreign policy
toward the socialist countries, including China. In March 1973, the South Korean
government suggested that “China should participate in the negotiations for delineating
the boundaries of the continental shelf in the Yellow Sea and for the first time referred
to Beijing as the People’s Republic of China.”'® Furthermore, Park made another
speech on June 23, 1974 in which he expressed his intent to shake hands with the

Communist countries.’®? On several occasions Park clarified his government’s position

100 park Chung-hee, “New Foreign policy for Peace and Unification,” January 23, 1973. In the Secretariat
for the President, ed., Toward Peaceful Unification: Selected Speeches by President Park Chung Hee
(Seoul: Kwangmyong, 1976), pp. 78-79.

101 Chosun Ilbo, March 17, 1973. Quoted in Jae Ho Chung, Between Ally and Partner: Korea-China
Relations and the United States, p. 31.
102 park Chung-hee, “Peace is Pre-requisite to Unification,” ibid., pp. 98-100.

180



toward China: that as long as the Chinese chose not to take a hostile stance vis-a-vis the
South Koreans, the South Koreans would not take an antagonistic position toward the
Chinese. At the same time, the Park Administration used channels in the U.S. and Japan
to transmit its peaceful overtures to Beijing. To open up diplomatic channels with
Beijing, “South Korea’s foreign ministry sought to open windows of contact with China
by allowing its diplomats to meet and talk with their Chinese counterparts... Most
importantly, expanding Seoul’s political relations with Taipei beyond what it had

already maintained was tacitly discouraged.”'%?
The slowdown of the economy

Besides security reasons, economic factors were also at work—that is to say, the South
Korean government wanted to improve relations with the socialist countries that it
considered not “hostile” in the belief that trading with them could help it solve the
economic difficulties it was facing in the 1970s. As the tables below show, the economic
growth of Korea started to slow down starting in 1970 due to a combination of domestic
and international conditions adverse to the South Korean economy, following the
miraculous performance of the economy from 1967 to 1971, which had far exceeded the
original targets the Park Administration had set in the annual Overall Resources Budget

in almost all major sectors.®*

103 5ee the Foreign Policy Archive of the Republic of Korea, File 721.1CP, Microfiche C-0051-03; and
File 722.2CP, Microfiche C-0072-10. Quoted in Chung, op. cit., p. 30.

10% «The average annual growth rate during 1962-1978 was 9.4%, exports increased by 40.2%, and

industrial production by about 20% per year... GNP grew an average of 4.1% a year in the 1953-1955 to
1960-1962 period, but this rate more than doubled in the 1960-1962 to 1976-1978 period... Such a
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Table 3. Annual Percentage Growth of GNP and Major Sectors, 1968 to 1972

(1970 constant prices)
Agriculture, Mining Social Overhead
Year GNP Forestry, & Fishery & Manufacturing & Services
1968 12.6 2.4 24.8 154
1969 15 12.5 19.9 14.6
1970 7.9 -0.9 18.2 8.9
1971 9.2 3.3 16.9 8.9
1972 7 1.7 15 5.8

Source: Bank of Korea, Economic Statistics Yearbook, 1973, pp. 298.
Quoted in Charles R. Frank Jr., Kwang Suk Kim, and Larry E. Westphal, “Economic Growth in South Korea since World War I1.”
In Charles R. Frank Jr. et al., eds., Foreign Trade Regimes and Economic Development: South Korea (NBER, 1975), p. 1.

Table 3-1. Major Price Indexes at Midyear, 1968 to 1972

Wholesale
Wholesale Wholesale Price Index Seoul
GNP Price Price of Excluding Consumer
Year Deflator Index Foods Foods Price Index
1968 76.6 85.8 79.7 89.3 80.6
1969 86.7 91.6 89.3 93 88.7
1970 100 100 100 100 100
1971 111.5 108.6 115 105.7 112.3
1972 127.7 123.8 137.5 1175 125.6

Source: Bank of Korea, Economic Statistics Yearbook, pp. 4 and 262-265 in 1973; pp. 328-329 in 1970
Quoted in Charles R. Frank Jr., Kwang Suk Kim, and Larry E. Westphal, “Economic Growth in South Korea since World War I1.”
In Charles R. Frank Jr. et al., eds., Foreign Trade Regimes and Economic Development: South Korea (NBER, 1975), p. 13.

Table 3-2. Balance of Payments, 1968-1972 (millions of U.S. dollars)

Gold &
Net Official Net Foreign
Commodity Commodity Services Goods&  Grant Capital Exchange

Year Exports Imports Net Services Aid Inflows Holdings®
1968 486 1322 170 -666 121 476 391
1969 658 1650 198 -794 98 717 553
1960 882 1804 119 -803 82 626 610
1971 1132 2178 28 -1018 64 834 568
1972 1676 2250 33 -541 52 330 740

Source: Bank of Korea, Economic Statistics Yearbook, pp. 266-7 and p. 271 in 1971; pp. 222-3 and p. 219 in 1973

dramatic increase of the manufacturing sector in the industrial composition of the GNP and employment
demonstrated South Korea’s success in transforming an agricultural into a semi-industrial economy in a
short period of about 15 years. As a World Bank report recently pointed out, South Korea is now more
industrialized than other countries with similar income and population levels.” Sang-chul Suh, “South
Korea’s International Economic Relations,” Asian Survey, Vol. 20, No. 11 (November 1980), pp. 1140-41.
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a. End of year figures.
Charles R. Frank Jr., Kwang Suk Kim, and Larry E. Westphal, “Economic Growth in South Korea since World War I1.”
In Charles R. Frank Jr. et al., eds., Foreign Trade Regimes and Economic Development: South Korea (NBER, 1975), p. 14.

In fact, the signs of a slowdown of the South Korean economy had already begun to
surface in the late 1960s. Despite the favorable fact that “South Korean real GNP
attained an average growth rate of more than 10 percent from 1967 to 1971, exceeding
the planned figure by a wide margin,” the trade balance as shown in Table 3-2 did not
significantly improve during the same period mainly because of “a concomitant increase
in imports.” The increase in imports reflected “gradual over-valuation of the won as
domestic prices rose, enlarged inflows of foreign loans, trade liberalization, and
increased imports of raw materials for exports.”*® From late 1971 through 1972, the
slowdown of the economy became increasingly noticeable as industrial production and
construction slowed. “Growth of GNP in 1972 fell to 7 percent from 9.2 percent in
1971, despite a recovery toward the end of the year. Gross domestic investment, which
declined from 25.5 percent of GNP in 1971 to 21.1 percent in 1972, dropped absolutely
by about 12 percent.” Among other factors causing this were “a slackening in the growth

59106

of Korea’s major export markets—the United States and Japan and “a financial

105 Charles R. Frank Jr., Kwang Suk Kim, and Larry E. Westphal, “Economic Growth in South Korea
since World War 11.” In Charles R. Frank Jr. et al., eds., Foreign Trade Regimes and Economic
Development: South Korea (NBER, 1975), p. 20.

106 After 1971 the ratio of South Korea’s exports to the United States to its total exports began to decrease,
in part because of growing protectionism in the United States. Given South Korea’s heavy dependence on
the U.S. for its economic growth, the aggressively protective measures the Americans took against imports
— particularly imports from the Asian NICs — alerted the South Korean government to the need to seek
other sources to sustain the country’s economic growth and reduce its economic dependence on the U.S.
Indeed, the protectionist movement in the U.S., which started in the late 1960s, had not diminished at all up
until the end of the Cold War. Worse, from the early 1980s on the protectionist measures were
accompanied by pressures to open up Asian markets to American products. This pressure pushed the South
Korean government to become even more proactive in searching for other foreign markets. As the 1968
presidential election approached in the U.S., spokespersons for the steel, oil, shoe, and textile industries
called for quotas on imports — a proposal aimed specially at imports from Asian countries, including
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squeeze on a number of South Korean firms”, the cause of which was the snowballing of
short-term foreign debt as a result of the depreciation of the won.'%’
As one way to stimulate economic growth, the Park Administration announced an

“Emergency Presidential Decree for Economic Stabilization and Growth” on August 3,

Japan, South Korea and Taiwan — and furthermore, organized labor, which had been a supporter of open
trade, became lukewarm and worried about foreign challenges to U.S. producers. Confronting the
protectionist pressure from their constituents, “members of Congress felt it was time to reconsider the
market-opening approach that had dominated trade policy since the RTAA first passed in 1934....Congress
responded to these trade irritants (i.e. Japan’s considerable trade surplus with the U.S.) with a flurry of
protectionist bills to help specific industries (i.e. primary and labor-intensive industries).” Following
Congress’s passage of the Trade Act of 1970, which set quotas on textiles and footwear and tightened the
escape clauses foreign exporters could use, Nixon announced in August 1971 that mandatory quotas would
be imposed if Japan and other Asian producers did not limit their textile exports to the U.S. Japan, South
Korea, Taiwan, and Hong Kong accepted American demands and the Nixon Administration reached its
ultimate goal of finalizing a comprehensive agreement covering the textile trade among virtually all
countries that bought or sold such products when the Multi-Fiber Arrangement (MFA) was set up under
GATT auspices in 1973, taking effect in 1974. The Nixon Administration’s “get tough” policy on trade,
particularly with regard to developing Asian countries, was continued under subsequent U.S.
administrations. The Carter Administration’s protectionist moves affected more industries since they were
targeted at helping the specialty steel industry, television producers, shoe manufacturers, and the textile
industry in the United States. Since these industries were the main export industries of the Asian NICs,
these protectionist policies put downward pressure on the Asian NICs’ export growth most of all, and thus
on their economic growth. For instance, “as for shoes, an orderly marketing arrangement set up in 1977
with Taiwan and South Korea rolled imports back to their 1974 levels.” Furthermore, a policy in 1979
called for the U.S. government to carefully monitor world textile production and to pay special attention to
such countries as South Korea, Hong Kong, and Taiwan to guard against sudden surges in exports. For
more details on American protective measures toward Asian developing countries during the 1970s, see
Stephen D. Cohen et al., Fundamentals of U.S. Foreign Trade Policy (Boulder, Colorado: Westview Press,
2003), p. 224; Joanne S. Gowa, Closing the Gold Window: Domestic Politics and the End of Bretton Woods
(Ithaca: Cornell University Press, 1983), pp. 127-139, 149-160; and John M. Rothgeb Jr., U.S. Trade Policy
(Washington D.C.: CQ Press, 2001), pp. 127-8 and 136-8.

107 Erank et al. nicely summarize the chain of causes of Korean firms’ financial difficulties in the early
1970s. “Many firms that produced primarily for domestic markets had borrowed heavily abroad to finance
the import of capital goods for expansion of capacity. As the official rate for the won went from 317 to the
dollar in December 1970 to about 400 won by June 1972 and as the Japanese yen and other key currencies
appreciated in relation to the dollar in late 1971 and early 1972, the won value of foreign debts held by
domestic firms increased by much more between the end of 1970 and mid-1972 than any inflation in
profits. Also, many domestic firms had borrowed heavily and on a very short-term basis in the unorganized
money markets where rates of interest approached 50 to 60 percent per annum.” Ibid., p. 21.
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1972, which called for a set of economic reforms.'® Furthermore, in an attempt to
overcome a rebirth of protectionism in such major markets for South Korean exports as
the United States and Japan and to lessen the serious dependence of the South Korean
economy on those countries and thereby prevent another series of economic setbacks

caused by external events in the near future,'®®

the Park Administration began to look
elsewhere for substitute markets for South Korean products, including Western Europe,
the Middle East, and socialist countries—one of which was China, of course. In fact, in
an attempt to lessen the country’s prohibitively heavy dependence on the U.S. and
secure oil supplies from Middle Eastern countries that refused to supply oil to the ROK
during the 1973 oil shock, the Park government declared that it neither supported Israel
nor was a client state to the U.S.—which of course was a shocking departure from its
diplomacy that had followed in the footsteps of the U.S.*°

South Korea’s search for new economic partners who would be able and willing to
sustain South Korea’s high economic growth helped bring about some changes in South
Korea’s China policy—for example, China was included in South Korea’s plan to search
for alternative markets to the U.S. And as we will see later in this chapter, South Korea’s

increase in economic interest in China in the late 1970s and early 1980s further

facilitated shifts in the country’s stance toward China.

198 Eor details on the Decree, see ibid., pp. 21-23.

109 £4r more discussion of South Korea’s attempt to increase self-reliance, see Sungjoo Han, “South Korea
1977: Preparing for Self-Reliance,” Asian Survey, Vol. 18, No. 1 (January 1978), pp. 45-57; and “South
Korea 1978: The Growing Security Dilemma,” Asian Survey, Vol. 19, No. 1, and “A Survey of Asia in
1978: Part I’ (January 1979), pp. 41-50.

110 “Republic of Korea’s Position on the Middle East War, 1973,” 1973, Class Number 721.1XF,
Diplomatic Archives, Republic of Korea.
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Beijing’s lack of interest

To no avail, however, China maintained its consistent anti-Seoul stance, including
calling the Park Administration “fascist rule,” throughout the 1970s. China “held to a
rigid one-Korea policy and rebuffed Seoul’s overtures. China forbade even casual social
contact between Chinese and South Korean officials in third countries and prohibited all

forms of cultural exchanges.” !

Furthermore, Beijing turned down South Korea’s
invitation to the negotiations regarding the delineation of the boundaries of the
continental shelf in the Yellow Sea. China’s lack of interest in détente with South Korea
also was apparent in its hostile economic moves toward the latter, one example of which
was China’s adoption of “a policy of discriminating against Japanese and American
corporations with close commercial ties in South Korea and Taiwan.”''? The Park
Administration became highly concerned about the negative impact of the Chinese
policy on the already troubled South Korean economy, so in 1972 it decided to amend
Article 2 of its foreign-trade laws to permit trade with Communist countries other than
North Korea and Cuba. However, the main beneficiary was the Soviet Union, not China,
as a result of a rapid increase in direct trade between South Korea and the Soviet
Union.**® China remained keenly aware of the negative effects a Sino-South Korean

rapprochement would have on its preemptive diplomacy toward North Korea, the ally it

could not afford to lose in light of the ongoing Sino-Soviet conflict. Despite Beijing’s

11 Lee, China and Korea: Dynamic Relations, p. 106.
112 566 Chosun Ilbo, February 17, March 16, April 11, and July 24, 1971. Quoted in Chung, op. cit., p. 30.

13 [ ee Bum Chan, “Hanso Kyoryo hyeonwhanggwa hwakdaebangahn (The current situation of South
Korea-Soviet exchanges and measures for expansion),” Kongsamhwon Yeongu (Studies of the Communist
bloc) (May 1987), p. 15.
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negative response to its peaceful overtures, the South Korean government continued to
express its peaceful intentions to open the country to China. But few in the government

believed that rapid progress in bilateral relations would be achieved within a decade.
The two motives at work

To sum up, the potentially positive effects of the rapprochement between China and the
United States on Sino-South Korean bilateral relations could not be realized at the time,
largely due to China’s preemptive diplomacy toward the North. Although the South
Korean government made several friendly gestures toward China in an attempt to lessen
its security vulnerability and overcome its troubled economic situation by exploring
alternative markets for its products, it turned out that China was in no mood to
respond—at least at that time. If South Korea had only had security motives (lessening
the strategic uncertainty the country faced as a result of the Sino-U.S. détente), it would
not have repeatedly shown its peaceful intentions toward China, the country that
repeatedly slapped South Korea in the face without even considering its outstretched
hand for a second. The Park government would have entirely stopped its peaceful
gestures toward Beijing, especially when the Ford Administration confirmed its renewed
pledge of “prompt and effective assistance” toward South Korea by suspending the
application of the Guam Doctrine to South Korea.*'* But along with its long-held hopes
of promoting stability on the peninsula, the Park Administration’s changing perception

of China, from viewing it as an ideological adversary to seeing it as a source of

114 U.S. National Security Council, “Minutes,” December 1, 1974. This declassified information is now
available at the Ford Library, Ann Arbor, Michigan.
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economic growth, seem to have facilitated Seoul’s continuous outreach to China. The
Park Administration saw huge economic potential in China’s natural resources, which
South Korea needed for its heavy industry development, as well as coveting access to
China’s lucrative market, which could absorb the excess products of Korean heavy
industries—as in fact happened in the early 1980s, when Deng’s China embarked on its
open-door policy. As it turned out, China’s absorption of the country’s heavy industrial
items in the early 1980s helped South Korea to resolve the big problem of excess supply

in heavy industry.**®
Phase I1: South Korea’s Economic Engagement with China, 1979-1987

After the demise of the Park regime, Seoul’s move to develop economic ties with the
PRC picked up steam. Despite its recovered trust in Washington after President Reagan
adopted a strategy of “peace through strength” and completely abandoned his immediate
predecessor’s plan to withdraw U.S. forces from Korean territory, South Korea’s
economic relationship with the U.S. continued to deteriorate, at least until 1985. As the
country’s economy fell into the trap of excess capacity, declining productivity, and
rising foreign debt as a consequence of President Park’s ambitious Heavy and Chemical
Industries (HCI) drive, the Chun Doo Hwan government showed greater enthusiasm
about developing economic ties with China than the previous government. Coinciding
with Deng’s “Open Door” policy, the mode of bilateral trade between the two parties

began to transform from indirect to direct trade by 1987. The Chun Administration’s

115 Cheong Young-rok, “Impact of China on South Korea’s Economy,” Dynamic Forces on the Korean

Peninsula: Strategic and Economic Implications (Seoul: Korea Economic Institute, 2007), p. 65.
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economic engagement policy toward the PRC during this period thus provided a critical

stepping-stone for President Roh Tae Woo’s Northern Diplomacy.
The Chun Administration’s pursuit of China
Security

Witnessing no sign of abatement in North Korea’s provocative acts, which aimed to
change the status quo on the Korean Peninsula, South Korea in the late 1970s found
itself having mixed feelings about the positive developments in the relationships
between China on the one hand and the United States and Japan on the other. One 1978
incident shows well the country’s complicated feelings and the security dilemma it
faced. The United Nations Command in Korea in October 1978 made an announcement
that it had discovered a North Korean underground invasion tunnel in the southern
sector of the Demilitarized Zone (DMZ) near Panmunjom,**® which seemed to disprove
the Teng-Fukuda statement of a few days earlier that there was no immediate sign of
war on the Korean Peninsula. As Han puts it, “The Teng-Fukuda statement on the
Korean situation and the discovery of the North Korean infiltration tunnel were two
contradictory manifestations that underscored the complexity and acuteness of South

Korea’s security dilemma in 19787

116 Donga Ilbo, October 27, 1979.

17 Sungjoo Han, “South Korea 1978: The Growing Security Dilemma,” Asian Survey, Vol. 19, No. 1; A
Survey of Asia in 1978: Part 1 (January 1979), pp. 41-42.
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Seoul’s rising security dilemma

Alarmed by the incident, President Carter announced measures to compensate for his
plan for the withdrawal of all U.S. ground combat forces from the South: “(1) revision
of the withdrawal schedule; (2) augmentation of the U.S. Air Force in South Korea; and
(3) generous contribution to South Korea’s force improvement program.” '8
Additionally, in an effort to increase South Korea’s autonomous role in defending its
national security, the U.S.-Korea Combined Forces Command (CFC) was officially
activated on November 7, 1978. Despite all the developments that provided South Korea
the chance to develop its own “self-reliant” military capability, the Park Administration
remained highly apprehensive about the possibility that the United States, in the belief
that South Korea was now able and willing to provide for its own security, would leave
defending the country’s security entirely in South Korean hands after completing the
diplomatic normalization with China.'*® North Korea’s relentless offensive actions
toward the South in the midst of the positive developments in bilateral relations between
China on the one hand and the United States and Japan on the other had heightened the
Park Administration’s security dilemma even more, so much so that U.S. military aid to

help promote South Korea’s military self-reliance worsened the country’s fear of

abandonment.

18 |bid., pp. 42-43.

119 11 an interview with Alain Vernay of the French Daily Le Figaro, President Park Chung-hee stressed
that “it would be excessively optimistic to predict that the conclusion of the peace and friendship treaty
between China and Japan would drastically and immediately improve the chances for peace on the Korean
Peninsula.” Korea Herald, October 27, 1978.

190



In the early 1980s the Chun Administration continued to face the same security
dilemma its predecessor had due to the realignment of the interrelationships between the
four major powers in Northeast Asia—the U.S., China, Japan, and the Soviet
Union—and the unrelenting North Korean provocative behaviors aimed at disturbing the
country, and yet it believed that Pyongyang’s patrons, the Soviet Union and China,
could put a brake on North Korea’s offensive actions once they had opened bilateral
relations with South Korea. Thus, instead of reacting passively and trying not to send

any wrong signals to Pyongyang,*®

the Chun Administration embarked on its own plan
to develop ties with Pyongyang’s patrons based on the progress the Park Administration
had made—i.e. its decision to abandon the “Hallstein Doctrine” and to establish either
official or unofficial relationships with Communist countries, including the PRC.
Fortunately, the Communist countries themselves, particularly China after the death of

Mao Zedong, were more willing than before to rebuild relations with Western countries,

which definitely facilitated the South Korean outreach efforts.

Beijing moving slowly toward Seoul

Still, unlike other Communist countries, China was highly cautious and reluctant about

forging even unofficial contacts with South Korea. In contrast to the Soviet leaders, who

120 In his discussion of South Korea’s security dilemma in the late 1970s, Han notes another source of
insecurity for South Korea. “By beefing up its own defense capabilities, particularly in aircraft and
missiles, South Korea (and the United States) could be inadvertently encouraging Pyongyang to shift its
position in the Sino-Soviet rivalry from an apparent tilt toward China to a closer relationship with the
Soviet Union... A North Korean tilt toward the Soviet Union was judged to pose a greater threat for South
Korean security, particularly in view of the Soviet naval buildup in the Pacific and the apparently
deteriorating relationship between the Soviet Union and the United States.” For this reason, South Korea
was very cautious about launching its new defense programs aimed at promoting the country’s air defense
capabilities. Sungjoo Han, “South Korea 1978: The Growing Security Dilemma,” p. 44.
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opened limited contacts with South Koreans in the calculation that this would influence
Pyongyang to return to the Soviet orbit,*** the Chinese leaders were very careful about
opening themselves to South Korea out of an overriding fear that such an action could
influence Pyongyang to shift its allegiance to the Soviet Union. Furthermore, China
distanced itself from involvement in the Korean issue, as seen in Deng’s refusal of
Japanese Prime Minister Ohira’s request for a greater Chinese role in resolving the
Korean matter when Deng visited Japan in 1979. Also, Deng Xiaoping told Yomiuri
Shimbun in March 1980 that “it would not be in China’s best interest to develop
relations with South Korea and that it was unrealistic for China to recognize South

Korea and for the United States to recognize North Korea.”'#

In the midst of the slow development of the bilateral relationship, South Korea
received an unexpected and fortuitous opportunity to change its icy relations with China
in May 1983, when six armed Chinese civilians hijacked a Trident airplane during a
flight from Shenyang to Shanghai and forced it to land at a U.S. military base in South
Korea. This incident marked the first time since the beginning of the Cold War that
Chinese government representatives entered into direct negotiations with their South
Korean counterparts, resulting in a nine-article memorandum on May 10, signed by
Gong Ro Myong (Assistant Minister of Foreign Affairs) and Shen Tu (Director General

of the Civil Aviation Administration of China).’? The talks between Gong and Shen

121 Byung-joon Ahn, “South Korea and the Communist Countries,” Asian Survey, Vol. 20, No. 11
(November 1980), p. 1102.

22 v omiuri Shimbun, March 30, 1980. Cited in Lee, China and Korea: Dynamic Relations, p. 106.

123 Eor the full text, see Korea Herald, May 11, 1983.
192



“may have contributed to modifying the PRC government’s policy that had stubbornly
refused to allow any South Korean official to attend international conferences held in
China.”*** However, immediately after the first direct contact between South Korea and
China over the incident, the Chinese leaders sent Foreign Minister Wu Xuegian to
Pyongyang to reassure the latter that China was still on Pyongyang’s side, reminding the
South Koreans of the Chinese leaders’ careful management of their alliance with

Pyongyang before Nixon’s visit to Beijing in 1972.1%

Despite China’s pledge of continuing support for North Korea and South Korea’s
growing security dilemma after the series of provocative events masterminded by
Pyongyang, the slight influence on northeast Asia of positive developments between
China on one hand and the United States and Japan on the other, alongside the fortuitous
hijacking incident, led South Korea and China to meet face-to-face for the first time
since the outbreak of the Korean War. This provided the two former adversaries with
opportunities to enhance their level of mutual understanding and thus reduce mistrust

toward each other. The increase in mutual understanding between China and South

124 Lee, “South Korea in 1983: Crisis Management and Political Legitimacy,” Asian Survey, Vol. 24, No.
1; “A Survey of Asia in 1983: Part I (January 1984), p. 1114.

125 Regarding China’s Korea policy in the early 1980s, Green conjectures that Foreign Minister Wu
“probably went with the dual purpose of expressing displeasure that North Korea had been unable to render
assistance in intercepting the hijacking and reassuring Pyongyang that Chinese contact with Seoul did not
threaten China’s firm commitment to the North Korean government. In a speech at his reception in
Pyongyang, Wu Xueqian said that the Chinese government and people would ‘as ever’ support the North’s
reunification proposals... However, Wu’s speech at the commemoration of the China-North Korea treaty
anniversary in July 1983 contained slightly less harsh criticism of the U.S. presence in South Korea than
most Chinese statements from the preceding year.” For further details on Wu’s visit to Pyongyang, see
Beth Green, “Trends in China’s Korea Policy,” A Report Prepared under an Interagency Agreement by the
Federal Research Division, Library of Congress, January 1984, pp. 4-5.

193



Korea after the unexpected encounter in the spring of 1983 and the concomitant
decrease in security apprehensions on both sides, partly as a result of the reconfiguration
of relations between the four great powers in northeast Asia, helped overcome North
Korea’s continuing efforts to drive a wedge between the two parties. This became

apparent in several different ways.

Signs of improvement in the bilateral relationship

First, on the Chinese side, there was a noticeably growing discrepancy between China’s
public statements and its private ones, especially with regard to the presence of U.S.
forces in South Korea. China continued to make public statements during this time
objecting to the presence of U.S. forces in South Korea, although these varied from
“stressing that the Korean problem should be resolved by the Korean people without
outside interference, to calling the United States the major obstacle to reunification, to
denouncing the aggression of U.S. imperialism or even hegemonism, to calling the U.S.
presence criminal.”*? Contrary to those public statements that called by and large for
the withdrawal of all forces completely and immediately, however, China’s private
comments on the role of the United States in South Korea were rather positive.
According to a Washington Post report on China’s “two-track policy,” for example,
“Peking supports Kim’s demands for a withdrawal of U.S. troops from South Korea and

the overthrow of the Seoul government. Privately, Peking is said to agree with

126 Beth Green, “Trends in China’s Korea Policy,” p. 6.
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Washington on the need to avoid clashes.”?’

Indeed, Beijing’s stance toward the
stationing of U.S. forces in South Korea became ambiguous starting in the late 1970s.
Following the Sino-American diplomatic normalization in 1978, the Chinese perception
of a U.S. threat, which was partly due to the stationing of U.S. troops in South Korea,
greatly decreased to the point where the Chinese regarded the American military
presence as a sort of insurance policy against another military conflict breaking out in
Korea, a useful counterweight against the Soviet Union, and an effective restraint on

J . . 128
Japan’s remilitarization.

Additionally, China moderated its long-standing policy prohibiting South Korean
officials from attending international meetings held in China. In August 1983 the
Chinese for the first time issued a visa to a South Korean official to attend a seminar on
aquaculture in Wuxi under the joint auspices of the United Nations Development
Program and the Food and Agriculture Organization. ** In 1983, after the first
unexpected South Korean-Chinese direct contact due to the hijacking incident, three

South Korean officials entered China to participate in conferences organized by the

127 “China-U.S. Peace Feelers Canceled by Rangoon Bombing,” Washington Post, November 17, 1983, p.
A21. For more information on private Chinese statements on the stationing of U.S. troops in South Korea,
see “Chinese Urge U.S. to stay in Korea,” Washington Post, February 28, 1976, p. B6.

128 Green, op. cit., p. 8.

129 However, the Chinese, in an effort to reassure Pyongyang, made sure that South Koreans would be
admitted to China only to participate in conferences sponsored by the United Nations or its specialized
agencies. Lee, China and Korea: Dynamic Relations, p. 108.
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Food and Agriculture Organization (FAQ), the International Postal Union (IPU), and the

International Maritime Organization (IMO).*®

On the South Korean side, sensing China’s gradual yet apparent alteration in its long-
held hostile stance on South Korea and its pursuit of a de facto “two-Korea” policy, the
Chun government became more active in approaching China. This could be seen in the
private statement in May 1983 by South Korean Foreign Minister Lee Beom Soek that
Sino-South Korean diplomatic normalization should take place as soon as possible.'*!
South Korea’s efforts to embrace China continued throughout this period in spite of the
restored military and diplomatic cooperation between South Korea and the United

States, which revived South Korea’s trust in the U.S. as a security guarantor, President

Reagan’s anti-Communist policy, and Pyongyang’s occasional provocative behaviors.

At the same time, Seoul’s security anxieties were intensified by its growing fear of
abandonment by the U.S. following the Sino-American rapprochement (especially
during the Carter Administration) and the North’s military adventurism. These factors
had driven the South Korean government’s outreach to Beijing since the early 1970s.
Despite the security dilemma the country faced after the reconciliation between the great
powers in the region, however, South Korea’s security conditions improved as the
Reagan Administration modified several aspects of the previous administration’s plan

for South Korea. The country’s fear of abandonment by the U.S. accordingly declined to

130, September 27 and October 2, 1983, and Donga Ilbo, October 3, 1983. Cited in Chung, op. cit., p. 34.

131 Myong-soon Shin, “Hangukwa jungkukeui gwangyegaeseoneui gwanhan yongu (“Study of How to
Improve the Bilateral Relations between South Korea and China”), Hankukgwa kukjejungchi (Korea and
World Politics), Vol. 1, No. 1 (January 1985), pp. 55-56.
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the lowest level it ever reached during the Cold War. Nevertheless, Seoul continued to
show its intentions to broaden its relations with Beijing even after its abandonment fear
sharply declined with the rebirth of Washington’s anti-Communist policy, and also after
South Korea realized that Beijing had both less willingness and less capability than
expected to deter Pyongyang’s provocative behaviors, especially in light of the Sino-
Soviet split. That is, the Chun government’s effort to develop bilateral ties with China
persisted even with the seemingly decreasing utility of China for security purposes. So

what was driving Seoul to eagerly expand ties with China during this period?
Economics
The debt crisis

The period 1979-1982 was marked by years of debt crisis for South Korea. The second
oil crisis, growing protectionism in developed countries—i.e. the United States, the

European Community and Japan™*?—and a disastrous agricultural harvest that put

132 The effects of protectionism in developed countries in the 1970s on less developed countries’ exports

and economic growth are still a controversial issue. For instance, Duncan and Lutz discuss the negative
effects of agricultural protectionism by the developed countries — particularly the European Community
— on the exports of developing countries (i.e. sugar and meat). Ronald C. Duncan and Ernst Lutz,
“Agricultural Protectionism and Import Penetration by Developing Countries in Industrial Country
Markets,” Commodities and Export Projections Division Working Paper No. 1982-5, Washington, D.C.:
World Bank. On the other hand, some have claimed that there was no significant relationship between
growing protectionism in developed countries and falling exports (or even economic growth) in less
developed countries. This claim is made by focusing only on protectionism against manufactured imports
from LDCs into DCs. For example, Hughes and Krueger focus on the erection of nontariff barriers (NTBs)
such as “voluntary export restraints” in developed countries and conclude that there is no significant
correlation between growth in NTB measures in DCs and reduction in exports in LDCs. See Helen Hughes
and Anne O. Krueger, “Effects of Protection in Developed Countries on Developing Countries’ Exports of
Manufactures.” In Robert E. Baldwin and Anne O. Krueger, eds., The Structure and Evolution of Recent
U.S. Trade Policy (Chicago: University of Chicago Press, 1984), pp. 389-424. As for South Korea-U.S.
trade disputes as a result of Washington’s attempt to protect its manufacturing industries (e.g. footwear,
garments, and textiles), Odell argues that irrespective of which side gained more at the expense of the other
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upward pressure on the country’s inflation rate all contributed to the debt crisis during
this period. What was worse was that because of the political chaos following the
assassination of President Park in October 1979 and the coup d’état by Chun Doo Hwan
in May 1980, there was no immediate and effective plan to deal with the crisis. Not until
1981 did the newly established government of South Korea take concrete measures to
extricate the country from its economic impasse. However, as many have already
pointed out, the fundamental source of the economic difficulties the country was facing
during this period should be traced back to the Park Administration’s Heavy and
Chemical Industries (HCI) drive—the so-called “Big Push”—which began as early as
1972 and lasted until 1979.™ Despite extreme success in several sectors, such as steel,
shipbuilding, and automobiles, the HCI drive created several serious problems that led
to the debt crisis in 1979-1982, as documented in Table 4. First, the nationwide project
of transforming the structure of the Korean economy by heavily investing in those

industries classified as “strategic,” such as steel, heavy machinery, automobiles,

as a result of the bilateral commercial disputes, South Korea’s exports to the United States were not
necessarily greatly affected by U.S. protectionist measures. John S. Odell, “The Outcomes of International
Trade Conflicts: The U.S. and South Korea, 1960-1981,” International Studies Quarterly, Vol. 29, No. 3
(September 1985), pp. 263-286.

133 There are several controversial issues around South Korea’s HCI drive in 1972-1979. First, as to why

the Park government suddenly launched its “Big Push,” there is more than one answer. From an economic
perspective, some argue that the country adopted the policy to cope with a number of adverse side-effects
from export-driven growth — ranging from an imbalance between the light and heavy industry sectors, to
the widening gap between those engaged in export businesses and those working in domestic businesses, to
the weakening of light industry and the resulting need to develop new exportable products. From a
geopolitical perspective, some see China’s re-entry into the international community and Seoul’s
concomitant fear of abandonment by the United States as providing one of the important motives for the
Park Administration in pushing the HCI drive to the forefront. For more discussion of South Korea’s
motives in adopting the HCI drive, see Charles Harvie and Hyun-hoon Lee, “Export-led Industrialization
and Growth: Korea’s Economic Miracle, 1962-1989,” Australian Economic History Review, Vol. 43, No. 3
(November 2003), pp. 270-72; and Peter A. Petri, “Korea’s Export Niche: Origins and Prospects,” World
Development, Vol. 16, No. 1 (1988), pp. 48-49.
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industrial electronics, shipbuilding, non-ferrous metals, and petrochemicals, was
financed by external borrowing, which caused foreign debt to surge from 25 percent of
GNP in 1970 to 49 percent in 1980. Second, rapid monetary expansion as a result of
government-driven investment exacerbated the country’s inflation. Third, the focus on
strategic industries resulted in huge economic inefficiency as many large facilities,
particularly in the machinery and automobile industries, went underutilized for several
years after completion and were eventually closed for good. Consequently, the South
Korean economy during this period fell into the trap of “excess capacity, inefficiency,
sectoral imbalance, weakened corporate financial structure, and rising foreign debt,”***
and recorded the first negative rate of economic growth since the establishment of

Park’s regime, with domestic savings plunging and the current account deficit

mushrooming.

Table 4
Macroeconomic and Policy Indicators for Korea: 1978-85

Year 1978 1979 1980 1981 1982 1983 1984 1985
GNP Growth
Rate 11 7 -4.8 6.6 5.4 11.9 8.5 5.4
Export Growth
Rate 26.5 18.4 16.3 21.4 2.8 11.9 19.6 3.6
Inflation (CPI) 14.4 18.3 28.7 21.3 7.2 3.4 2.3 2.5
Current Account 2.1 -6.8 -8.8 -7 -3.8 2.1 -1.7 -1.1
(%GNP)
Fixed
Investment 31.3 33.2 32.3 28.7 30.5 31.3 31.3 30.8
(%GNP)
Growth Rates:

Nominal

Wages 34.3 28.6 22.7 20.1 14.7 12.2 6.1 9.9
Real Wages 17.4 8.7 -4.7 -2.6 6.9 104 5.7 7.3

B¥hk Lee, The Korean Economy: Perspectives for the Twenty-First Century (New York: State
University of New York Press, 1996), p. 21. Cited in Harvie and Lee, op. cit., p. 271.
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Terms of Trade 1178 115.3 100 97.9 102.2 103.1 105.3 105.9

Source: Economic Planning Board, Bank of Korea.
Quoted in Susan M. Collins and Won Am Park, “External Debt and Macroeconomic Performance in South Korea,” NBER Working
Paper No. 2596

Against the backdrop of the debt crisis, the new authoritarian government of
President Chun Doo Hwan adopted bold measures to overcome the economic crisis.
Success was considered critical to justify the continuation of the Chun regime. The
government’s focus was now on “trade liberalization, financial liberalization, market
opening, promotion of small and medium enterprises, antitrust legislation, greater
opening to foreign investment, preferences for specific industries were to be reduced,
and structural change toward the development of more technology-based industries.”**®
In retrospect, these measures —particularly the ones relating to trade liberalization,
technological updating, and diversification of export markets and the country’s export
profile—went hand-in-hand with the government’s economic engagement policy toward
China. Although relatively little evidence exists to substantiate the argument that South
Korea’s reform measures in the early to mid-1980s were in part implemented to smooth
out South Korea’s road to China, it can surely be said that from the perspective of South

Korea, expanding economic relations with China did not conflict with its newly

implemented goals, such as liberalization and diversification.*

135 Heather Smith, “The State, Banking and Corporate Relationships in Korea and Taiwan.” In Peter
Drysdale, ed., Reform and Recovery in East Asia: the Role of the State and Economic Enterprise (London:
Routledge, 2000), pp. 59-98.

136 president Chun had frequently shown his satisfaction with the Chinese policy of opening to the world
after Mao’s death, and asked his advisors both how China would respond if South Korea expressed its
willingness to expand economic ties and what sources the South Korean government should rely on to
develop economic relations with China to a higher level. Interview with a former economic advisor to
President Chun Doo Hwan on January 23, 2012.
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Diversification and liberalization in the economic realm

The flowering of the bilateral economic relationship between South Korea and China
should be understood by connecting the dots between these newly deployed
macroeconomic measures and South Korea’s changing China policy, especially in
economics—that is to say, (1) trade liberalization and imports of primary
products—notably maize, for instance—from China; (2) technological upgrading that
further strengthened the complementary nature of the comparative advantages of the
two countries and the expansion of Sino-South Korean bilateral trade; and (3) financial

liberalization and growth in FDI to China.

First, South Korea’s implementation of trade liberalization surely facilitated its
imports of primary products from China—i.e. maize and coal. Although trade
liberalization was first attempted in 1979 under growing pressure from the United
States, the process stalled during 1980-1981 mainly due to balance-of-payments
difficulties and South Korea’s political crisis (Table 5). However, as the balance-of-
payments situation showed some progress, the Chun government launched a substantive
trade liberalization program with the establishment of a Tariff Reform Committee in
1983, which devised a phased program of import liberalization measures.™®” These
measures were initially and mainly directed at over-protected commodities such as

agricultural products and monopolistic items.*3

137 Harvie and Lee, op. cit., p. 274.
138 Soogil Young, “Impediments to Trade Liberalization” (1986). Unpublished manuscript.
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In 1983-1984, South Korea’s declining tariffs on some agricultural products, which
were lowered mainly in response to U.S. pressure, coincided with a surplus of Chinese
feed grain, notably maize, which the Chinese chose to export rather than consume or
store for later. The maize trade between China and South Korea was conducted
indirectly in the form of re-exports from Hong Kong, Japan, and even Singapore through
various intermediaries. Although reliable official data on the maize trade between the
two countries is apparently lacking due to its indirect nature, several scholars have
estimated the growth trend in Sino-South Korean bilateral trade during this period by
looking into this indirect maize trade between the two countries.**® Had it not been for
the Chun Administration’s undertaking of trade liberalization on agricultural products to
relieve the effects of the disastrous harvest and the resulting hyperinflation, the surge in
the feed grain trade between China and South Korea would not have taken place, even in
the form of indirect trade. Given the fact that since 1972 South Korea had continuously
showed its intention to open itself to China whenever the latter was ready, it would be
stretching a point to say that the growth in Sino-South Korean bilateral trade in primary
products is important proof that President Chun was more eager than his predecessor to

improve economic relations with China. However, facing the debt crisis, the Chun

139 Chung illustrates the complicated process of the indirect maize trade between South Korea and China

by quoting Ensor’s report, which appeared in 1985 in Far Eastern Economic Review. According to Ensor,
first “major buying bodies such as the Korea Corn Processing Industries Association and the National
Livestock Cooperatives Federation put out tenders to the South Korean general-trading companies, which
then telex the information to traders in Hong Kong”; (2) the “traders then arrange for the shipments with
Chinese”; and (3) “South Korean general-trading companies must locate a third-country vessel, frequently
manned and owned by South Koreans but which bears a flag of a third country. Secrecy gets into the
paperwork too...” Paul Ensor, “Grains of a Secret,” Far Eastern Economic Review, April 4, 1985, pp. 54-
56; and Jae-ho Chung, “South Korea-China Economic Relations: The Current Situation and Its
Implications,” Asian Survey, Vol. 28, No. 10 (October 1988), pp. 1031-1048.

202



Administration increasingly saw in China a profitable way to help restore the South
Korean economy, which drove its desire to accelerate the development of bilateral

relations.

Second, the Chun Administration took the initiative in industrial reform to upgrade
industries, first by abolishing the preferential interest rates for strategic industries and
exporters that had been imposed during the HCI drive in the 1970s. Instead of taking for
granted as its predecessor had done the need for direct intervention for the promotion of
specific industries, the Chun government used more efficient means to open up the
closed nature of the Korean markets in order to upgrade technology, which was
considered extremely critical to smooth the structural transition from labor- and capital-
intensive to technology-intensive industries. Indeed, given the rising cost of labor, which
threatened South Korea’s competitiveness in exports of labor-intensive products, and its
rapidly declining primary products industry, which caused the government to become
seriously concerned about the sustainability of the country’s food supply, the South
Korean government had to improve technology as a precondition for updating the
nation’s industries. And South Korea’s effort to move up the value chain in turn played

a crucial role in boosting trade with China.

Over time the private sector gradually yet consistently assumed more responsibility

for the country’s R&D effort, as it gained greater discretion to borrow money abroad to

140 “While South Korea experienced a three-year decline in its exports to China, China was able to
maintain its positive growth for the whole period of 1980-86. The fact that China increased its exports to
South Korea between 1981-82 by 31.8%, when South Korea’s overall imports were reduced by 7%, may
indicate that Seoul was paying special attention to its trade with China.” Ibid., p. 1038.
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support its technology-upgrading projects.*** At the same time, big Korean businesses
began to look for ways to both cut production costs, which were rising mainly because
of increasing labor costs, and boost exports, which were in decline mainly because of
aggressive protectionist pressure in the developed countries, South Korea’s main export
markets. Therefore, as China emerged as a cheap production site and potentially huge
market with the implementation of Deng’s modernization programs, South Korean
businesses became even more attracted to China.*? Increasingly exploiting each other’s
production advantages, the two countries drew closer to each other. In his analysis of the

bilateral trade relations between South Korea and China in the 1980s, Dollar writes:

The current trade is characterized by China exporting primary products in exchange for South
Korea’s manufactured goods. China has been exporting large quantities of coal and selected food
products; it became South Korea’s main supplier of maize in 1985 and it also has exported raw

141 “While the private sector accounted for only 26 percent of the nation’s total R&D expenditure in 1975,
the figure increased to 75 percent by 1985. This was one of the highest proportions of private R&D
expenditure among the advanced and newly industrializing countries. Due to their resources, the chaebol
remained vitally important to the development of Korea’s technology-intensive industries, although... they
remained highly leveraged and highly interdependent financially.” Harvie and Lee, op. cit., p. 275.

142 According to Hong, “If we apply the GNP deflator for value added in manufacturing, the average real
wage rate for workers employed in the manufacturing sector increased by only about 37% during 1960-68
(from $608 to $831), but it increased about 3.4 times during 1968-80 (from $831 to $2,809), implying an
average annual growth rate of about 10.5 percent.” Therefore, Hong finds rising real wages for workers in
manufacturing an important factor that drove the structural change in South Korea’s economy, as well as a
shift in the composition of its exports. He states that: “The increasing exports of such capital-intensive
manufactured goods may be explained mostly in terms of the rising relative labor costs and rapid capital
accumulation in Korea during 1960-80.” In a similar vein, Dollar points out the importance of rising real
wages in understanding the structural reformation of the South Korean economy, noting that, “Firms in
labor-intensive industries in Korea are already unhappy with rising wages and an appreciating won, which
are the main economic forces eliminating the economy’s comparative advantage in light manufactures.
Large numbers of firms in textiles and footwear have already gone bankrupt.” For more discussion of South
Korea’s rising real wages and economic structural changes in the 1980s, see Wontack Hong, “Export-
Oriented Growth and Trade Patterns of Korea.” In Colin I. Bradford, Jr. and William H. Branson, eds.,
Trade and Structural Change in Pacific Asia (Chicago: University of Chicago Press, 1987), pp. 273-306;
and David Dollar, “South Korea-China Trade Relations: Problems and Prospects,” Asian Survey, Vol. 29,
No. 12 (December 1989), pp. 1167-1176.
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cotton and vegetables. In return, South Korea exports primarily electrical goods including
television sets and refrigerators. More recently, the trade has shifted to components that the
Chinese assemble. This pattern reflects the fact that China has few products other than natural
resources or food that it can currently sell on the international market. The main manufactured
export from China is textiles, of which South Korea is also a major producer and exporter....Both
governments seem satisfied with this pattern of trade. South Korea is a resource-poor country
that views China as a source of natural resources and agricultural products, and as a growing
market for its manufactured goods. China, on the other hand, has been pushing its primary
exports and importing large quantities of manufactured products from the ROK and elsewhere
[emphasis added].*

Based on this analysis, Dollar expresses concern about possible future conflict in Sino-
South Korean trade if there is to be no change in its composition while China’s demand

for its own agricultural output catches up with and even surpasses supply.***

Fortunately, Dollar’s worst case scenario for Sino-South Korean trade had not
materialized during the Chun Administration. During the 1980s, the Chun
Administration pushed to upgrade the country’s technology in order to shift the
composition of its exports from unskilled labor-intensive products to physical and
human capital-intensive products, and then further to technology and knowledge-
intensive exports, which definitely helped China and South Korea maintain or even
strengthen their compatibilities due to their respective comparative advantages. The
bilateral trade between the two countries burgeoned to the extent that turning back

would hurt the core economic interests of each.

Likewise, the Chun government’s painful undertaking of structural reformation in
production in an effort to promote “exports toward the more skill- and technology-

intensive and the somewhat more capital-intensive manufacturing sectors” mainly due to

193 |bid., p. 1168.

1% bid., pp. 1168-69.
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“the increase in real wages in Korea and the worsening protectionist policies of
advanced countries against labor-intensive manufactures,”** fortunately brought about
an unforeseen result in bilateral relations between South Korea and China—the
unexpected expansion of the trade between the two countries based on their
complementary export structures. “The great potential trade between these two
economies,” as Dollar points out, which was “labor-intensive manufactures exported by
China in return for more capital-intensive and high-technology products from South
Korea,” had already materialized in the beginning of the 1980s, as shown by the
dramatic increases in Korean exports of such goods as small computers, steel, and
automobiles.**® In sum, as the tables below document, the increase in complementarities
in terms of comparative advantage functioned as an economic magnet pulling South

Korea and China toward one another.

145 Hong, op. cit., p. 293.
146 Dollar, op. cit., p. 1169.

206



Table 5
Sectoral Capital Intensity and Trade Patterns: Korean Manufacturing

Capital Intensity Export-Output
(thousands of 1980%$)* Ratio (%)
Sector 1960 1968 1980 1960 1970 1980

All primary sectors _ _ _ 31 3.7 5.6
All manufacturing sectors 4 5.8 10.4 2.5 13 191
L-intensive export” 2.4 2.8 4.4 5.2 35.6 43.1
K-intensive export’ 12.8 50.1 32.3 0.6 5.4 30.2
Textile yarns and fabrics® 3 4.7 7.4 2.7 16.6 14.8
Electronic products® 2 3.6 4.5 2.7 44.2 43.8
L-intensive Export- 3 4.1 7.7 33 72 345
import
K-intensive Export- 4.7 6.8 28.2 43 35 202
import
N-intensive import” 3.4 10.9 20.8 1.8 7.4 3.6
Chemicals 9.7 6 16.7 2.8 1 7
Machinery 3.7 4.1 11.4 2.7 3.3 10.7

Sources: Bank of Korea, Input-Output Tables of Korea; and Economic Planning Board, Report on Mining and Manufacturing
Census.

Cited in Wontack Hong, “Export-Oriented Growth and Trade Patterns of Korea.”

#1980 prices were obtained by applying the GNP deflator for gross fixed capital formation in manufacturing and the 1980 exchange
rate of 613.4 won per dollar. Capital stock includes land.

PFootwear, wearing apparel, miscellaneous manufactures, fish products, wood and furniture, and nonmetallic mineral products
excluding cement.

‘Rubber products, fertilizer, cement, and refined sugar

“Includes miscellaneous textile products

°Electronic products and communication equipment, including radios and televisions.

*Metal products, precision instruments, electrical machinery (excluding electronic products and communication equipment), and
leather products.

9Synthetic materials (resins, fibers, and plastic material), transport equipment, steel products, and iron and steel.

"Nonferrous metal products, pulp and paper products, and petroleum products.

Table 5-1
Revealed Comparative Advantage® Indexes for the Korean and PRC Economies in 1980

Human
Mineral ~ Agriculture Technology  Labor Capital Capital
Intensive  Intensive Intensive Intensive  Intensive Intensive
South Korea 0.11 0.75 0.62 4.96 1.44 0.99
PRC 0.53 0.81 0.39 4.96 0.83 0.59

Source: Dilip K. Das, “Changing Comparative Advantage and the Changing Composition of Asian Exports,” The World Economy,
Vol. 21, No. 1 (January 1998), p. 133.

Revealed Comparative Advantage (RCA\) is defined as the ratio of exports in a given category to total exports of that country
divided by the same ratio for the world economy.
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Third, alongside technological upgrading, South Korea’s liberalization of its financial
sector'*’ beginning in the early 1980s facilitated FDI—mostly in the form of joint
ventures—flowing from South Korea to China during that time. Although starting in the
late 1970s China was particularly interested in high-tech investment from the United
States and Japan and thus received some, the results were not what the Chinese leaders
expected. After realizing that China needed low and medium technology given the early
stage of its economic development in the 1980s, the country started to encourage low-
and medium-technology joint ventures between firms from the Newly Industrialized
Countries (NICs)—one of them being South Korea—and Chinese work units.**®

And South Korean businesses, encouraged by the ongoing financial liberalization,
showed growing interest in exploiting China as a production site to cope with the rise in
real wages and the loss of comparative advantage in certain product lines. For instance,

in February 1985, a New York-based subsidiary of Daewoo formed a joint venture with

147 Einancial liberalization in the 1980s in South Korea included privatization of commercial banks,
unrestricted entry of non-bank financial institutions, abolition of the system of preferential interest rates for
strategic and export industries, the introduction of new financial market instruments, modification of
interest rate ceilings, relaxation of directed credit, and the gradual opening of the financial sector to foreign
investment. These measures, as opposed to the government’s plan to bring about more balance between big
businesses and small- and medium-sized businesses, unexpectedly led to the empowerment of the chaebol,
which now owned the commercial banks. Harvie and Lee, op. cit., p. 276. For a more detailed discussion of
South Korea’s financial reshuffling in the 1980s, see Alice H. Amsden and Yoon-dae Euh, “South Korea’s
1980s Financial Reforms: Good-bye Financial Repression (Maybe), Hello New Institutional Restraints,”
World Development, Vol. 21, No. 3 (1993), pp. 379-390.

148 According to Dollar, “This reality is reflected in the fact that the largest foreign investor in China is
Hong Kong, whose manufacturers have been very successful at moving labor-intensive plants into
neighboring Guangdong Province and into Shenshen, the special economic zone between Guangdong and
Hong Kong. These plants produce a range of goods — clothing, footwear, toys, processed foods, and
others. Generally, the Hong Kong firm supplies machinery, technology, and materials and the Chinese
partner provides land, and most importantly, low-wage, semiskilled labor. Hong Kong firms have been
helping develop infrastructure, including the power supply and transportation, so as to facilitate this
economic relationship.” Dollar, op. cit., p. 1174.
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Ming Long Development Corporation, a subsidiary of Jujina Enterprise, which
represented the commercial interests of Fujian.**® And the Daewoo group opened a
factory in Fuzhou to assemble refrigerators and color TVs. Samsung also had joint
ventures in China—a refrigerator plant in Beijing producing half a million units per
year, a color TV operation in Shenzhen, and a VVCR plant in Zhuhai.*®® As Dollar notes,
there was “enormous potential for similar Korean investments in China, and for the
trade that necessarily accompanies it. If Korean firms bring machinery and sophisticated
parts to China, produce electrical goods, and export some of them back to South Korea,
then this is exactly the pattern of trade to be expected, i.e., the ROK exporting more
capital-intensive and high-technology items while the PRC specializes in labor-intensive
assembly operations.”*! This initial stage of economic integration and intra-industry
trade through FDIs had already been set in motion in the mid-1980s, although it took a
very premature form.

Indeed, not only did the joint ventures between China and South Korea help the
former overcome some of the inefficiencies in Chinese industries by introducing new
technology and management techniques, it also helped slow down the latter’s loss of
comparative advantage in labor-intensive industries. In addition, it helped South Korean
investment “overcome barriers to imports within the Korean markets” since “Korean-

branded products assembled in China would have greater acceptance and generate less

149 Chung, Between Ally and Partner, p. 39.
150
The Korea Herald, March 28, 1989, p. 1.
151 Dollar, op. cit., p. 1175.
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political resistance than foreign-brand products.”*** Later, South Korean investment in
China received further encouragement with the Roh Tae Woo Administration’s launch
of the Yellow Sea Development project, which called for utilizing the southwestern
coastal areas as an outlet for economic cooperation with China. *3

Likewise, as the country went through a debt crisis in the early 1980s due to its
macroeconomic mismanagement and external events, the Chun government began to
implement economic measures—trade liberalization, technological improvement for
industrial upgrading, and financial liberalization—which led to increased economic ties
with China even before South Korea launched its ambitious northern diplomacy. Under
rising pressure from developed countries’ protectionism, and threatened by loss of
comparative advantage in labor-intensive product lines, both the government and
businessmen had begun to view China as a solution to many of the problems the country
was having. Therefore, in retrospect, China’s growing utility as an economic partner
appears to have cancelled out its decreasing utility as a political-security mediator
between Seoul and Pyongyang, leading the Chun government to promote economic
engagement with China.

Phase I11: Growing Accommodation with China
In the Broad Context of Northern Diplomacy, 1988-1992

With the structural reconfiguration in the international system as a result of the “new
détente” between the U.S. and Soviet Union and the subsequent dismantling of East

European Communist countries, Seoul intensified its efforts to accommodate Beijing in

132 1hid., p. 1174

153 Lee, China and Korea: Dynamic Relations, p. 149.
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order to establish diplomatic normalization before the end of President Roh Tae Woo’s
term as president. This tendency received a further boost from the rapidly increasing
interest of South Korean firms in moving their production facilities to eastern coastal
regions of China even at the expense of their own short-term financial interests to
prevent the prices of their exports from further rising. As a result, the Roh government’s
Yellow Sea Plan—the development plan to achieve balanced economic development
between the highly developed eastern coastal regions and the underdeveloped western
coastal regions—had two major goals: first, to establish a bridgehead for ROK firms to
advance into the China’s eastern coastal regions; and second, to indirectly expedite
diplomatic normalization between the two countries. As President Roh Tae Woo had
personally hoped, China played a significant role in easing the growing pains, especially
in economics, the ROK was suffering.

Sino-South Korean normalization

Growing pains in security and economics

In the period 1988-1992 South Korea went through growing pains in economics and
security as it began to shoulder more responsibility for its own defense and increasingly
found itself in trade conflicts with its major trading partner, the United States. While
looking for ways to adjust to the new international environment as the Cold War ended
and to outgrow its growing pains, South Korea embarked on a grand plan of northern
diplomacy to expand its ties with socialist countries. Diplomatic normalization with
China, which was a considerable part of northern diplomacy, was viewed by the Roh

government as a way to help ease these growing pains.
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Increasing defense responsibilities

and Pyongvyang’s southern diplomacy

First, with regards to growing pains in security, there were two main sources: (1) an
increase in South Korea’s defense responsibilities, including undertaking to share the
burdens of the U.S. military presence in South Korea; and (2) North Korea’s “southern
diplomacy,” an attempt to drive a wedge between South Korea and the United States.
Once the Seoul Olympic Games were successfully completed, the United States’
initiative to facilitate contacts and exchanges with North Korea got underway, as seen in

154
85

the U.S. Department of State announcement on October 31, 198 in response to

President Roh’s statements of July 7 and October 18 in which he called upon South
Korea’s allies and friends to help draw North Korea out of its isolation.® As security
on the peninsula appeared to have taken a favorable turn with South Korea’s pursuit of
northern diplomacy and the U.S. initiative to promote a more open relationship with
North Korea, South Korea found itself facing growing pressure from Washington for it
to assume more defense responsibility. Lee summarizes the push from Washington as
follows:

While the United States and North Korea continued to discuss nuclear issues and other matters at
the Beijing Talks, a number of influential U.S. senators and representatives accelerated their
pressure upon the Bush administration to scale down the U.S. military presence in South Korea.
First, they argued that the reduction in Cold War confrontations, the decline of the Soviet Union,
and China’s open-door policy challenged the earlier assumptions about the Soviet and Chinese
military forces. The United States was more interested in seeking arms control and confidence-
building measures with the Soviet Union and China than in escalating the endless arms race and
military hostilities. Second, they contended that North Korea would not attack South Korea
because neither the Soviet Union nor China would approve or would agree to supply military
weapons to North Korea. The two Communist countries were expected to exercise a moderating
influence over their North Korean ally. Third, they noted that since South Korea’s GNP was

5% Eor the full text, see Department of State Bulletin, January 1989, p. 17.
155
Lee, A Troubled Peace, p. 130.
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eight times that of North Korea, South Korea was strong enough to defend itself, even with a
substantial reduction of U.S. troops. In light of all this, they concluded, the United States should
no longer spend $2.6 billion per year to maintain its troops in South Korea but rather save the
American taxpayers’ money [emphasis added].**®

The Bush Administration was facing rising legislative criticism over its adoption of
the predecessor Reagan Administration’s policy toward South Korea, so it had to accept
the moderate Nunn-Warner Amendment, which “directed the president to reassess the
U.S. military presence in South Korea and to develop a five-year military plan that
would address a number of policy options.”™’ On April 18, 1990, the administration
submitted to Congress a report titled, “A Strategic Framework for the Asian Pacific

Rim: Looking Toward the 21% Century,”*®

which is commonly referred to as the East
Asia Strategic Initiative (EASI). In the report, the U.S. clearly defined its objective of
transferring the leading role from U.S. forces to South Korean forces by reducing U.S.

forces on the peninsula'*®

and fostering improvements in South Korea’s defense
capabilities. President Roh, unlike his predecessors, accepted the phased U.S. military
cutbacks without strong resistance, viewing them as a necessary step to complete his

northern diplomacy. He had increased room for maneuver as a result of the more

favorable security situation, which was due to South Korea’s growing power differential

136 1bid., p. 133.

157 Richard H. Solomon, “The Last Glacier: The Korean Peninsula and the Post-Cold War era,” U.S.
Department of State Dispatch, February 11, 1991, pp. 105-108.

158 U.S. Department of Defense, “A Strategic Framework for the Asian Pacific Rim: Looking toward the
21% Century,” April 18, 1990.

199 The report envisioned three phases of U.S. troop reduction in South Korea. In the first phase, the U.S.

planned a force reduction of about 7,000 personnel, followed by U.S. forces adjusting their combat
capability based on the assessment of the North Korean threat and South Korea’s defense capability. In the
final phase, a smaller deployment of U.S. forces was projected. Idem.
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with North Korea and the more favorable international environment. The latter was the
result of a series of events, including the Sino-Soviet reconciliation and North Korea’s
consequent isolation, the new détente between the U.S. and the Soviet Union and the
chain-reaction collapse of the Eastern European socialist countries. In addition, under
pressure from Washington the South Korean government agreed to “its cost-sharing
responsibility for the U.S. military presence and to assume a third ($900 million) of all
won-based costs for U.S. military forces remaining in South Korea by 1995.”*%°

In addition to the increase in defense responsibility and burden-sharing obligations,
South Korea had to deal with Kim 1I-Sung’s southern diplomacy, which was intended to
counter President Roh’s northern diplomacy as well as to drive a wedge between the
U.S. and South Korea. Pyongyang consistently demanded the withdrawal of all U.S.
troops from South Korea with the end of the Cold War and requested high-level bilateral
meetings with the U.S. from which South Korea would be excluded. Anxious about the
fact that Washington was becoming more ready to hold bilateral meetings with
Pyongyang in the firm belief that the power balance between the two Koreas had shifted
further toward South Korea, Seoul became increasingly nervous about the possibility
that the U.S. would bypass South Korea to accommodate North Korea. And Seoul’s
growing anxiousness was often expressed without any filtering in meetings with U.S.
officials, who tried to alleviate some of their counterparts’ concerns.

For instance, when Washington worked on a plan to meet with high-level North
Korean officials to resolve its growing doubts about the North Korean nuclear program,

the South Koreans opposed this top-level intergovernmental meeting if it was to take

160 Lee, op. cit., p. 135.
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place without their presence.'® Therefore, after U.S. ambassador Donald Gregg and
General Robert W. RisCassi met with the South Korean ministers of foreign affairs and
defense (Lee Sang Ock and Lee Chong Koo, respectively) to coordinate positions on the
meeting between Arnold Kanter and Kim Yong Sun (secretary for internal affairs,
Korean Workers’ Party), the Americans promised the South Koreans that this meeting
with the North Koreans would be held only once and would not be the beginning of
high-level talks between the United States and North Korea. Nonetheless, the South
Koreans still worried about the possibility that the Americans would engage the North
Koreans at their expense.

Export-driven growth strategy running out of steam

The South Koreans also felt more growing pains than before in economics as the
strategy of export-driven, cheap-labor-dependent, and U.S.-dependent growth began
running out of steam in the late 1980s. Moreover, such external and internal factors as
developed countries’ protectionism against developing countries’ products and rising
labor costs in South Korea—the two factors that first appeared in the late 1970s—further
worsened the economic pains the South Koreans were confronting. The United States,
which was South Korea’s most important economic partner in terms of the provision of
economic aid and export markets, began to view South Korea not as a protectorate but
as a competitor, especially in economic terms. Thus, by 1985 the U.S. had begun
employing three economic policies to reduce its trade deficit with South Korea, which
no doubt adversely affected South Korea’s already troubled economy: (1) restricting

access to the U.S. market for South Korean products; (2) exerting pressure to open

161 Idem.
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South Korean markets to American goods and services; and (3) forcing South Korea to
appreciate its currency.*®

Bello and Rosenfeld, in their re-examination of the “economic miracle” that the
Newly Industrializing Countries (NICs) were believed to have accomplished, have laid
out the signs of distress at this time, which were long shadowed by extraordinary 7 to 10
percent economic growth rates. With regard to South Korea, they point first to a
working-class insurrection that triggered over 7,000 strikes between 1987 and 1990.
This led to real wage increases, which became a major cause of South Korea losing its
comparative advantage in labor-intensive industries more rapidly than expected. Second,
aggressive protectionism in the Western developed countries, including the United
States, limited the growth of South Korean exports to those markets, negatively
affecting the country’s balance of payments. Third, the newly protectionist United States
intensified its pressure on South Korea to open its domestic markets to U.S. agricultural
products, which the South Korean government had to accede to for political-security as
well as economic reasons. In response to the government’s decision to accommodate the
United States, South Korean farmers protested and charged that government officials
had succumbed to American pressure to open markets. Fourth and most importantly, as

real wages rose to the extent to which they bit into the annual revenues of export firms,

162 Jongryn Mo and Ramon H. Myers, “Introduction.” In Jonogryn Mo and Ramon H. Myers, eds.,
Shaping a New Economic Relationship: The Republic of Korea and the United States (Stanford, California:
Hoover Institution Press, 1993), p. 4.
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capital began “fleeing to sites in Southeast Asia, China, and the Caribbean that offer
much cheaper labor.”*®3

Of all its economic troubles, the aggressive U.S. movement to raise the bar for
Korean exports and open up Korean markets for U.S. products and investment were the
biggest concerns for the South Korean government. Since they had depended heavily on
the U.S. for security and economic growth for three decades, the South Koreans not only
had to worry about the negative effects of trade disputes with the U.S. on their economic
growth, they also had to be concerned about the possible spillover effects of these
disputes on the U.S. commitment to their security. As we have seen in the previous
sections, the continuing disagreements between South Korea and the U.S. over trade
issues started in the late 1960s; however, these disputes intensified when President
Reagan took office.'®* Schott points out that the ballooning U.S. trade deficit in the
1980s left representatives and policymakers in Washington virtually no choice but to
push for protectionism and demand reciprocity in international trade relations.

It is important to emphasize that U.S. trade policy is not independent of the overall economic
climate. It will continue to be driven by the massive U.S. trade deficit, which in 1987 totaled a
record $171 billion. Large trade deficits encourage protectionist pressure, as is evidenced by the
three omnibus trade bills'® that have been put forward in the Congress in the past four years.
The focus on trade legislation is not surprising since—given their self-imposed constraints on
fiscal policy—policymakers have few alternatives for dealing with the trade deficit besides trade
policy measures, even though these policies are recognized to have only a marginal impact on the
size of the deficit... U.S. support for the GATT has been unparalleled: the United States has been
the demandeur for all eight GATT rounds, which have resulted in comprehensive tariff cuts and
liberalization of many nontariff barriers to trade. However, as the relative predominance of U.S.

163 Walden Bello and Stephanie Rosenfeld, “Dragons in Distress: The Crisis of the NICs,” World Policy
Journal, Vol. 7, No. 3 (Summer 1990), pp. 431-33.

164 K ihwan Kim, “The Political Economy of U.S.-Korea Trade Friction in the 1980s: A Korean
Perspective.” In Mo and Myers, op. cit., pp. 40-62.
165

The three bills were closely related to reforms of section 201, section 301, antidumping and
countervailing duties, and voluntary export restraints. ldem.
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trade has diminished with the growth of Europe and Asia, reciprocity has been used as a
defensive measure to slow foreign penetration of U.S. markets. The focus on reciprocity led to
the incorporation of the escape clause in U.S. trade law and in the GATT as a safeguard against
unforeseen developments resulting from reciprocal trade concessions. A GATT waiver was
secured for U.S. dairy quotas, and “voluntary” export restraints (VERS) were coerced from
foreign suppliers of textiles and apparel (leading to the formation of the Multi-Fiber
Arrangement), steel, and several other products [emphasis added].**®

The U.S. quest for reciprocity in its trading relationships with other countries
definitely affected the South Korean economy. For example, alarmed by the trade
surplus ($1.6 million) South Korea enjoyed during the first half of 1984, the Reagan
Administration undertook an effort to guard its domestic markets against the penetration
of South Korean products by handing down anti-dumping decisions against South
Korean goods—one of which was color television sets, a major Korean export at that
time—and seeking “voluntary restraints” on important South Korean export items,
including steel products.’®’ Instead of confronting the U.S. directly, South Korea seized
the occasion of China’s opening to the outside world and began to formulate a plan to
expand and finally normalize relations with what had once been its biggest trading
partner. It did so in the belief that China could offer a suitable exit strategy to relieve
South Korea’s economic troubles. Therefore, as will see, South Korean business leaders
whose vested interests lay very much in expanding and even normalizing relations with
China, and who were looking for alternative sources of profit, became a big part of

Roh’s northern diplomacy. Just as the Park Administration had initiated its peaceful

166 Jeffrey J. Schott, “U.S. Trade Policy: Implications for U.S.-Korean Relations.” In Thomas O. Bayard
and Soo-Gil Young, eds., Economic Relations between the United States and Korea: Conflict or
Cooperation (Washington, DC: Institute for International Economics, 1989), pp. 83-85.

187 1 imposing “voluntary restraints” on South Korean steel items, the U.S. Department of Commerce
asked the Export-Import Bank not to finance the sale of U.S. materials valued at $100 million for South
Korea’s steel industry, on the grounds that increased South Korean steel exports would be aimed at the U.S.
market. Lee, op. cit., p. 121.
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overtures toward China in part due to growing protectionism in developed countries, the
administration’s northern diplomacy was aimed in part at expanding economic ties with
China in the expectation that China would absorb South Korean products that were
looking for an export destination.

Table 6
U.S. Trade with South Korea, 1980-1987 (millions of dollars)

Exports Imports

Year (fas.) (c.i.f) Balance
1980 4,685 4,433 252
1981 5,116 5,474 -358
1982 5,529 6,012 -483
1983 5,925 7,657 -1,732
1984 5,983 10,027 -4,044
1985 5,956 10,712 -4,756
1986 6,355 13,497 -7,142
1987 8,099 17,991 -9,892

Source: U.S. Department of Commerce (1986b); IMF (1988).
Cited in Schott, p. 97.

The Yellow Sea Plan

In his memoir, President Roh Tae Woo recalls that he formulated the “Yellow Sea Plan”
in the belief that it would solve three problems South Korea was facing in the late
1980s—namely, the deteriorating balance of payments, worsening regional rivalries
(particularly between the Chollar areas of the southwest and the Kyongsang areas of the
southeast), and the need for diplomatic normalization with China. During his
presidential campaign in 1987, he stressed that, “There is a population whose size is
more than ten times that of Japan. In accordance with the Chinese plan to open up their
huge domestic markets toward the outside world, we (South Koreans) must develop the
western coast of our country. By doing so more people will move into this area and thus

the longstanding regional conflict between the western coastal and eastern coastal
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provinces will fade away in the near future.”'®® On December 24, 1987, right after the
presidential election, President Roh publicly announced his personal wish that South

Korea normalize relations with China while he was in office.*®°

As Roh stresses in his memoir, he strongly believed that once diplomatic
normalization between South Korea and China was achieved, South Korea would finally
be able to achieve sustainable and balanced development. In order to achieve this goal,
the development of South Korea’s western coast by connecting five areas along
it—namely, Seoul, Inchon, Gunsan, Kwangju, and Mokpo—was the first task the South
Korean government needed to complete. Therefore, building one more axis (Seoul-
Inchon-Gunsan-Kwangju-Mokpo), alongside the existing one (Seoul-Daejun-Daegu-
Busan), with the goal of balanced economic development was at the core of President
Roh’s Yellow Sea Development Project, and the plan itself was considered an
indispensable foundation for normalizing relations with China.'”® To the South Korean
government, the Yellow Sea Plan meant an “outlet for economic cooperation with

China”*"™* and was an important part of its northern diplomacy.

The Roh Administration’s western coast development plan harmonized well with
China’s development plans, which focused on the provinces of its eastern coastal

regions (i.e. Shandong and Lianoning Provinces). The geographical proximity between

168 Roh Tae-woo, A Memoire of Roh Tae Woo, Part Il (Seoul: Chosun Media, 2011), p. 240-42.
169

Hankook Il1bo, October 28, 1996.
170 1hid., p. 241,

1 Lee, China and Korea: Dynamic Relations, p. 149.
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the western coastal areas of South Korea and the eastern coastal provinces of China
reduced costs for communication and transportation, which definitely facilitated
bilateral trade between the two countries. In addition, the surge in interest among private
business groups in exploiting cheap Chinese labor to curtail rising production costs as a
result of rising real wages in South Korea, and in exploring the Chinese markets as a
new frontier for their exports, combined with the government’s initiative to convince
South Korean business “to accommodate China’s economic preferences to the extent of
sacrificing its own short-term financial interests.”*’? As a result of the South Korean
business groups’ willingness to expand trading relations with China at the expense of
their own short-term gains, China enjoyed “a lion’s share (85.2 percent) of South
Korea’s total trade with socialist countries during 1989.”1® As shown in the table below,
China enjoyed a growing trade surplus with South Korea. Indeed, South Korean
business groups’ interest in China as a source of future financial profits grew so rapidly
that the South Korean government, which was also eager to normalize relations with
China, had to advise them not to be too eager in their dealings with China. The
government believed the Chinese might exploit such enthusiasm at the expense of South

Korea’s long-term economic interests.*"

172 | dem.
173 Lee, “China and South Korea’s Northern Diplomacy,” Asia Pacific Review (Spring 1990), p. 33-34.
174 Roh Tae-woo, A Memoir of Roh Tae Woo, Part Il, p. 251.
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Table 7
China’s Trade with South Korea, 1987-1992 (millions of dollars)

Total China’s China’s
Volume Exports Imports Balance
1987 1,679 866 813 53
1988 3,087 1,387 1,700 -313
1989 3,143 1,705 1,438 267
1990 3,821 2,268 1,553 715
1991 5,812 3,441 2,371 1,070
1992 8,218 3,725 4,493 -768

Source: Cited in Chae-jin Lee, China and Korea: Dynamic Relations, p.146.

As the political constraints on economic cooperation between China and South Korea
gradually faded from the scene with the reconciliation between China and the Soviet
Union after the Gorbachev-Deng summit meeting in May 1989, direct trade between
South Korea and China rapidly increased. “By 1992, South Korea-China trade had
reached a point where any move in the reverse direction was clearly not in the interests
of either party.”*’ The complementary nature of the trade,'’® which was especially

obvious in the textile'’’

and chemical sectors, and Chinese interest in acquiring South
Korean intermediate technology, combined with the elimination of political constraints
to greatly increase interest on the part of private business groups in both countries. This
accelerated the expansion of direct trade between South Korea and China even further.

In addition to the surge in direct trade between the two countries, South Korean

investment in China during this period increased very rapidly, so that by the end of 1991

175 Chung, Between Ally and Partner, p. 48.

176 According to data on the types of products involved in the Sino-South Korea bilateral trade in 1988-
1992, “South Korea’s top export items were chemical products, steel, and textiles, while China’s top export
items consisted mainly of primary products (mainly agricultural), mineral products, and textiles.” Ibid., p.
49,

1 The textile sector was “characterized by a sort of vertical division of labor; that is, South Korea

imported and processed textile raw materials and yarns for export to China.” Ibid.
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it reached a cumulative total of 181 projects totaling $165 million. South Korean

investment in China now totaled 11.4 percent of the country’s total number of foreign

investment projects and 3.2 percent of its total overseas investment.'’
Table 8
South Korea’s Investment in China, 1985-1992 (no. of projects: US$ millions)
Direct Investment Via Net Total

Year Investment Third Countries (US$ Millions) Total
1985 . 1:0.1 1:0.1 1:0.1
1986 . 2:1.8 2:1.8 3:1.9
1987 . 1:6.0 1:6.0 4:7.9
1988 2:034 3:2.0 5:54 9:13.3
1989 12:09.8 5.4.9 17:14.2 26:27.5
1990 38:54.5 3:29 39:54.6 65: 82.1
1991 112: 84.7 5.3.6 116: 83.2 181: 165.3
1992 269: 221.4 N/A 269:221.4 385: 286.7

Source: Bank of Korea, Haewoe tuja yonbo [Statistical yearbook of overseas investment] (Seoul: Bank of Korea, 1992), 29; Yang
Pyongsop, “Hankukeui daejungtuja chuyiwa teukjing [Trends and characteristics of Korea’s investment in China],” Bukbang
kyeongje [Economics of the Northern Area] (May 1992): 33; Si-joong Kim, “Korean Direct Investment in China: Perspective of the
Korean Private Sector,” paper presented to the International Workshop on the Emerging Pattern of Foreign Investment in East Asia,
Honolulu, May 1-2, 1992; and a statistical file by the International Private Economic Council of Korea (IPECK), September 1990, 2-
3.

Cited in Chung, Between Ally and Partner, p. 50.

Sources of communication

The significance of economic motives in South Korea’s pursuit of rapprochement with
China can be observed in the big conglomerates’ role as a very critical channel for South
Korea to contact Chinese officials on the road to Sino-South Korean normalization. In
his memoir, Roh Tae Woo devotes three-and-a-half pages out of seven pages of his
discussion of northern diplomacy to talking about the individuals who helped most in
carrying out the normalization with China. First, Roh singles out two people—Kim Jong
Whee (the president’s national security advisor) and Park Chul Un (the so-called “Royal

Prince of the Sixth Republic,” a nephew of Roh’s wife), both of whom worked for the

178 Ibid., p. 50.
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National Agency for Security Planning (NASP), as making up the most important
official channel he used in the process of normalization with China. However, he flatly
denies the existence of “special envoys,” making clear that he never delivered his
personal letters to the Chinese leaders in this manner. Every message in the name of
President Roh that was sent to the Chinese leaders, he continues, had to go through Kim

Jong Whee.'”®

The other channel Roh Tae Woo mentions as an important source of communication
with the Chinese leaders is legitimate business corporations—especially Sunkyung (now
SK), one of the largest conglomerates in South Korea. Starting in the early 1980s several
influential chairmen of the South Korean conglomerates, including Kim Woo Jung
(chairman of Daewoo Corporation), Han Bong Su (president of the Korea Trade
Promotion Corporation), and Nam Kung Yon (chairman of the Korean Shipbuilding
Association), began visiting China, mainly to probe how serious Chinese intentions were
to construct joint ventures with them. Through these several visits to China for the
purpose of cultivating the new frontier markets there, these South Korean businessmen
developed several important communication channels with the Chinese. One such
channel ran between Lee Sun Suk (president of Sunkyung) and Tian Jiyun (vice premier
and Chairman of the SGSK) who gave Lee during his visit to Beijing in April 1990 a

message that the Chinese leaders wanted (1) to expand bilateral relations based on the

179 Roh Tae-woo, A Memoir of Roh Tae Woo, Part I, pp. 242-45. However, some scholars who have
studied the process of Sino-South Korean normalization tend to regard the “special envoy” channel as an
important source of contact between South Korea and China. In this connection, the name of Han Seung Ho
(a Chinese-Korean doctor of traditional Chinese medicine) is most frequently mentioned. For more
discussion, see Chung, Between Ally and Partner, pp. 60-61.

224



principle of mutual benefit, (2) to open trade offices in Seoul to facilitate bilateral trade,
and (3) the return to China of Chinese soldiers who had fled to South Korea. From then
on, Lee acted as a secret envoy to facilitate communication between the two

countries. &

However, “Once the direct negotiations for normalization began, the
importance of the clandestine channel between the SKSG and Sunkyung quickly waned,
as more official lines of communication between the ministries of foreign affairs of the

. 181
two countries opened.” 8

After several years of seeking diplomatic recognition from China, on August 24,
1992 the Republic of Korea established full diplomatic relations with China. President
Roh’s aspiration to fulfill his election pledge of normalizing relations with China during
his tenure was accomplished, but his administration had made unnecessary concessions
to certain Chinese demands that might hurt South Korean interests. After the
establishment of diplomatic relations, bilateral trade rapidly surged and huge amounts of
capital poured from South Korea into China, without much concern over the national

security implications for South Korea.

180 Roh, op. cit., pp. 244-45.

181 Other than these two communication channels — the governmental intelligence and business channels
— there existed an official bureaucratic channel, mostly through the Ministry of Trade and Industry, the
Korea Trade Promotion Corporation, and the International Private Economic Council of Korea, which was
created by the Economic Planning Board. For more details on the bureaucratic channel, see Chung, op. cit.,
pp. 67-69.
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Table 9
Structural Conditions, Security Factors, and Economic Factors
in ROK’s Strategic Approach to the PRC during the Cold War

Year International South Korea's South Korea's South Korea's
Structural Security Economic Approach to
condition Condition Condition China

1972-1979 e The Sino-U.S. | e Growing fear of e Slowdown of Slow move from

(Under rapprochement abandonment economy containment to

President e The Sino- | e The inter-Korean | e Decrease in engagement (to

Park Chung Japanese joint financial aid from | no avail)

Hee) normalization communiqué the U.S.

e The Sino-Soviet | e Discovery of e Growth in
split North Korean protectionismin
infiltration the developed
tunnel countries
e The axe murder
incident

1980-1987 e The revival of o Reaffirmation of e Deteriorating Economic

(Under the U.S. anti- the U.S. security balance of engagement

President Communist guarantee payments in the

Chun Doo policy e The Rangoon early and mid-

Hwan) e Reagan's pro- bombing 1980s

Taiwan policy, e Bombing of ¢ Rising real wages
leading to Korean Air e Rising workers’
tension in Sino- Flight 858 strikes
U.S. relations e Decreasing
comparative
advantage
e Surging
e protectionism in
the U.S.

1988-1992 o New détente e Growing fear of e Spike in real Accommodation

(Under between the abandonment wages leading to

President U.S. and the e The accompanied by a | normalization

Roh Tae Soviet Union announcement of surge of strikes between South

Woo) e Pause in Sino- a reduction in e Increase inU.S. | Koreaand

U.S. relations U.S. forces in pressure to open | China
(after the South Korea up South Korean
Tiananmen e Withdrawal of markets
massacre, the nuclear arms e Decrease in
U.S. imposed from South export revenue
sanctions Korea
against China
e Sino-Soviet
reconciliation
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Summary
Compared to the number of studies of South Korea’s alignment stance toward China in
the post-Cold War era, there are few studies on relations between the two countries
during the Cold War, and most studies that do treat South Korea’s Cold War-era China
policy pay most of their attention to such security variables as the arms race under the
bipolar structure of the international system, the spreading of the Cold War into
Northeast Asia after its outbreak in Europe, the enduring rivalries between the two
Koreas, and the role of the People’s Republic of China in the balance of power between
South and North Korea. Consequently, whether this was intended or not, economic
conditions that either facilitated or blocked the progress of Sino-South Korean bilateral
relations have not received the scholarly attention they deserve, and have remained
overshadowed by security factors. Given that there were literally zero economic
relations between China and South Korea until the mid-1970s and that no progress was
made in economic relations between them even in the midst of the Sino-American
rapprochement in the early 1970s, it is understandable that economic variables have not
been highlighted as much as political-security factors in studies of South Korea’s

approach to China during this period.

The thaw between the great powers in the Asia-Pacific region provided a permissive
condition for South Korea to shift its strategic stance toward China from containment to
accommodation during the Cold War, but the permissive structural condition was not the
immediate cause for this change. While the environmental change allowed South Korea
to make overtures to China, South Korea shifted its China policy in accordance with

both security and economic needs.
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However, as Table 9 suggests, South Korea’s strategic move to engage China starting
in 1972-1979 does not seem to be as closely correlated as some analysts have believed
with such political-security factors as the ups and downs of the relationships between
China on the one hand and Japan and the United States on the other hand, the level of
abandonment fear the South Koreans had regarding the United States, and the intensity
of Pyongyang’s provocative behaviors. There is no doubt that Seoul made a strategic
decision to approach Beijing in the belief that the Chinese leaders would wield
significant influence over North Korea, and could prevent further offensive acts by
Pyongyang; however, it did not take long for the South Korean government to realize
that the Chinese actually had less influence over the Kim 1I-Sung regime than they had
previously thought because the Chinese were unwilling to pressure the North Koreans at
the expense of their bilateral relationship with the regime there, especially in light of the
ongoing Sino-Soviet split. Even after coming to this realization, however, from 1972 on
the South Korean government never stopped working to improve relations with China.
Furthermore, while the conventional view is that South Korea began to approach China
when its abandonment fear grew as a result of the Sino-U.S. rapprochement in 1972, in
fact South Korea’s peaceful overtures toward China continued even when its trust in the
United States was restored, after the latter confirmed its security guarantees. And most
importantly, the South Korean government’s openness toward China began even before
China’s implementation of its own open-door policy, which suggests that China’s policy

alone was not that sine qua non for South Korea to shift its stance.

South Korea’s changing attitude toward China appears to be more closely related

than is often believed to its changing economic conditions. First, the Park
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Administration, which viewed China as a potential market and a lucrative source of
primary products—e.g., coal, maize, and red peppers—continued its efforts to open
itself to China even after Beijing’s continuous refusal of Seoul’s peaceful overtures. And
South Korea’s gradual approach toward China was affected by its growing need to find
a way to improve its deteriorating balance of trade, which was partly due to rising
protectionist pressure from the developed countries—mostly, the U.S., South Korea’s

biggest destination for exports.

The Chinese launch of their Five-Year Economic Plans and the worsening economic
conditions of South Korea in the early and mid-1980s drew the two countries closer to
each other. Although Pyongyang’s provocative acts were on the rise and Beijing backed
it up, President Chun, who was particularly interested in developing close economic ties
with China, delivered a message to Deng Xiaoping in August 1985 through Takeyuri,
the head of the Japanese Gomeito Party, in which he personally proposed the
development of bilateral trade.'®® And his wish came true with the rapid expansion of
trade ties between the two countries despite the revival of the U.S. anti-Communist
policy and the resulting strong affirmation by the Reagan Administration of the U.S.
security guarantee to South Korea. And the complementary nature of the structure of the
two economies was strengthened due to the coincidentally timed launch of the Chinese
development plan for the country’s eastern coast and the Roh Administration’s Yellow
Sea Plan. With the removal of the structural constraints imposed on Sino-South Korean

economic ties due to the Sino-Soviet rapprochement and the new détente between the

182 Chung, op. cit., p. 59.
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U.S. and China; the development of a combination of economic factors that were
adverse to South Korea’s economic recovery—namely, rising real wages, growing
pressure from the U.S. to open South Korea’s domestic product and financial markets;
and resurgent aggressive protectionism in the Western countries, the private interests of
South Korea’s influential conglomerates in expanding relations with China grew so fast
that corporate executives came to play an important role in facilitating Sino-South

Korean normalization in August 1992.

In sum, once international conditions developed to the point where Seoul could
initiate peaceful political overtures toward Beijing, the Park government showed its
intention to resume Sino-ROK economic relations as early as 1971. The fact that not
only had South Korea’s outreach to China begun even before China launched its open-
door policy, but also that it continued to seek improved relations with China even after
realizing that Beijing had relatively weak influence over Pyongyang’s provocative
behaviors, and also after South Korea’s fear of abandonment by the United States
greatly decreased following the latter’s reaffirmation of its security guarantees proves
something important. It proves, that is, that the South Koreans pursued stronger ties
with China because they considered it not only a source of stability in the Korean
peninsula but also a lucrative destination for South Korean exports and a potentially
profitable location for production. Not only did the economic motives of the South
Korean government, along with its political-security intentions, push Seoul to shift its
China policy from containment to economic engagement during the Cold War; but after

it ended, South Korea’s economic interests in China grew even bigger, unexpectedly
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increasing its dependence on China, which has in turn affected its strategic decisions

about a China that is becoming more assertive.
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Chapter 6

SOUTH KOREA’S ALIGNMENT RESPONSES
TOWARD CHINA IN THE POST-COLD WAR ERA, 1993-2010:
SHIFTING FROM ACCOMMODATION TO HEDGING

Fellow citizens: Globalization is the shortcut which will lead us to building a first-class country in the 21
century. This is why | revealed my plan for globalization and the government has concentrated all of its
energy in forging ahead with it. It is aimed at realizing globalization in all sectors — politics, foreign
affairs, economy, society, education, culture and sports. To this end, it is necessary to enhance our
viewpoints, way of thinking, system and practices to the world class level.... We have no choice other
than this.

- President Kim Young Sam, January 6, 1995

The region (Asia) is emerging as the epicenter of the world, not only in terms of history and culture, but
also in its economic growth potential and position in international politics. As the world shifts from an age
where Asia was observed only from the perspective of Western society to an age where Asia meets the
rest of the world from its own perspective, we are witnessing a future in which Asia will be further
integrated and become truly globalized. The world is shifting from an age that was long centered on the
West to a new age centering on Asia. The task entrusted in this “Age of Asia” is to expand democracy and
promote peace, to contribute to the welfare of humanity and global stability.... These tasks cannot be
resolved without dialogue and cooperation within and among regions. Efforts to establish an East Asian
community, such as the East Asia Forum (EAF) and the East Asia Summit (EAS), are all responses to the
challenges to this new age.

- President Kim Dae Jung, “Regionalism in the Age of Asia™?

The age of Northeast Asia is fast approaching. Northeast Asia, which used to be on the periphery of the
modern world, is now emerging as a new source of energy in the global economy.... The Korean
peninsula is located at the heart of the region. It is a big bridge linking China and Japan, the continent and
ocean. Such a geopolitical characteristic often caused pain for us in the past. Today, however, this same
feature is offering us an opportunity. Indeed, it demands that we play a pivotal role in the age of Northeast
Asia in the twenty-first century.... Initially, the dawn of the Age of Northeast Asia will come from the
economic field. Nations of the region will first form a ‘community of prosperity’, and through it,
contribute to the prosperity of all humanity and, in time, should evolve into a ‘community of peace’. For a
long time, | had a dream of seeing a regional community of peace and co-prosperity in Northeast Asia like

! Seoul KBS-1 Television in FBIS-EAS-95-004, January 6, 1995 (Internet version). Cited in Samuel S.
Kim, “Korea and Globalization (Segyehwa): A Framework for Analysis,” In Samuel S. Kim, ed., Korea’s
Globalization (Cambridge: Cambridge University Press, 2000), p. 1.

2 Kim Dae Jung, “Regionalism in the Age of Asia,” Global Asia, Vol. 1, No. 1 (Fall 2006), p. 10.



the European Union. The Age of Northeast Asia will then finally come to full fruition. | pledge to devote
my whole heart and efforts to bringing about that day at the earliest possible time.

- President Roh Moo Hyun, Inauguration speech on February 25, 2003

Pragmatism is a rational principle prevalent in the histories across the globe, and practical wisdom useful
in charting our course through the fields of globalization.... Developing countries are fast catching up.
Our nation’s competitiveness has fallen, and instability in the resource and financial markets threatens our
economy.... The direction of change is openness, autonomy and creativity. My fellow Koreans, economic
revival is our most urgent task. New engines of growth must emerge assuredly, the economy grow
vigorously and more jobs be created.... Such an economy as ours, which depends so much on exports,
should increase our national wealth through free trade regimes.... We must also venture out to open up
new overseas markets.... We will work to develop and further strengthen traditional friendly relations
with the United States into a future-oriented partnership. Based on the deep mutual trust that exists
between the two peoples, we will also strengthen our strategic alliance with the United States. We will
attach importance to our policy towards Asia. In particular, we will seek peace and mutual prosperity with
our close neighbors, including Japan, China, and Russia, and promote further exchange and cooperation
with them.... As already stipulated in my initiative for Denuclearization and Opening up North Korea to
achieve US$3,000 in Per Capita Income, once North Korea abandons its nuclear program and chooses the
path to openness, we can expect to see a new horizon in inter-Korean cooperation.

- President Lee Myong Bak, Inauguration speech on February 25, 2008

Over the past two decades since the end of the Cold War, South Korea has gradually
altered its strategic posture on a rising China from accommodation to hedging. Despite
the shift, Seoul’s responses to a growing China’s assertions in East Asia seem to have
been rather slow and restrained, especially when compared to Tokyo’s prompt and bold
approaches to China’s rise. To name a few examples, not only was the ROK the only
one of the East Asian countries that failed to make an official statement on the PRC’s
missile tests in the waters surrounding Taiwan in 1995-96; but also, the voices within
the South Korean government calling for an expedited FTA with China became all the
louder even as public opinion on China hit a nadir when Beijing blocked Seoul’s effort
to condemn Pyongyang in the U.N. for the sinking of the corvette Cheonan in 2010. As
we will see later in this chapter, several episodes indicate that in addition to the South

Korean government’s rapidly growing interest in expanding economic ties with China
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to sustain the pace of the country’s economic growth since the early 1990s, the
increasing stake of South Korean business groups in maintaining a stable economic
relationship with China has driven them to become bolder in voicing their support for
rapidly concluding an FTA with China. These pressures may have provided breathing
room for the South Korean government, which shied away from confronting Beijing
despite the growing concern among the South Korean public over China’s Northeast
Project, which created history disputes between the two countries starting in the early
2000°s.% In fact, the government’s ability to rein in the chaebols gradually weakened
after the boom of the late 1980s, and its plan to globalize the country empowered the
chaebols starting in the mid-1990s, which further weakened the government’s capacity
to combat the structural power of the chaebols. Thus, the government has become more
attentive to the chaebols’ growing demands,* and so, despite the government’s sudden
shift toward a hard-line stance on Pyongyang after the inauguration of President Lee
Myung Bak, Seoul has been seeking to further expand economic ties with China by
concluding an FTA with it. This is so even though China blocked the Lee government’s
effort to condemn Pyongyang in the U.N. for the Cheonan tragedy in 2010. President

Lee’s “business-friendly” policy geared toward exports led by big businesses

% For instance, a survey of corporate opinions on a Korea-China FTA that was conducted by the Federation
of Korean Industries (FKI) in 2006 found strong support for reaching such an agreement, as well as for a
Korea-U.S. FTA. According to the report on this survey, the prospect of an increase in Korea’s exports to
China is the main reason corporate leaders support an FTA with China. The second most important reason
for their support is that an FTA with China would enhance their competitiveness by helping them secure a
bigger portion of the Chinese market, along with an expansion of Chinese investment in Korea. Se Yeop
Kim, “Survey Results of Corporate Opinions on Korea-China FTA,” FKI Research, December 1, 2012,
available at http://www.fki.or.kr/en/research/View.aspx?content_id=7145b033-7915-4061-a683-
1¢91ed033378&cPage=3&search_type=2&search_keyword=china.

* David Hundt, Korea’s Developmental Alliance, pp. 80-92.
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throughout the five years of his governance has been maintained by his successor,
President Park Geun Hye, providing strong momentum for sustaining a friendly
relationship with China to help pave the way for the smooth conclusion of a Korea-
China FTA, which the Federation of Korean Industries (FKI), the lobby for big

businesses, has been pushing for since the mid-2000s.

Regarding South Korea’s limited scope of strategic shift toward a more assertive
China in the post-Cold War era, therefore, this chapter argues that alongside the ROK
government’s effort to use the Beijing channel to promote reconciliation with
Pyongyang, the country’s heavy economic dependence on China has stopped Seoul
from moving further toward balancing against China even when it wanted to. That is,
the lopsided bilateral economic relationship in favor of China has moderated the effect
of the threat posed by a rising China on Seoul’s strategic decisions. Together with ROK
firms’ growing business interests in moving into China to reduce production costs and
expand their share of China’s huge domestic market, the South Korean government’s
effort to liberalize the South Korean economy and sustain the country’s economic
growth, often in the name of “globalizing South Korea”—an effort that became even
more intense after the 1997 Asian financial crisis—has brought about the unforeseen
effect that the country has come to rely too much on China for economic growth. This
in turn has tied the destiny of the South Korean economy to that of the Chinese
economy, which has in turn limited the scope of strategic shift Seoul can choose in the

face of China’s rising assertions.
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Indeed, even after Seoul realized that Beijing has limited capability and willingness
to increase pressure on Pyongyang, the South Korean government continued to
accommodate China. Furthermore, the rising apprehension with regard to China’s
rapidly increasing influence in North Korea at the expense of Seoul’s influence in
Pyongyang and the mounting fear of a more powerful China that is triggering more
disputes in areas ranging from history to economics have not driven Seoul to move
closer toward balancing—despite the sharp deterioration in South Korean public
opinion of China since 2004. In fact, since the start of the Park Geun Hye
administration in 2013, speculation has been growing among outside observers that

Seoul has already begun to move back into Beijing’s arms.”

In this chapter, therefore, while examining the political-security needs behind South
Korea’s tilt toward China, sometimes at the expense of its longtime ally, the United
States—viz., neutralizing North Korean threats, and diversifying security partners,
subjects that have already been illustrated by many experts on Korea—I intend to
devote attention to the economic wellsprings of South Korea’s dependence on China,
which have not received as much attention as security motives in the literature on the

country’s China strategy. Thus, I seek to explore how South Korea’s rapidly growing

® For instance, some commentators have argued that the Park Geun Hye government’s decision not to sell
fighter jets to the Philippines in October 2013 was because of Beijing’s pressure on Seoul. That is, afraid to
give the impression to Beijing that Seoul was siding with Manila amid a territorial dispute between China
and the Philippines, these observers say, Seoul came to a decision not to sell the jets to Manila, although
the Park government strongly denied that was the case. “Korea Denies China Pressure on Jets Sale to PH,”
Philippine Daily Inquirer, October 23, 2013, accessible at http://globalnation.inquirer.net/88431/korea-
denies-china-pressure-on-jets-sale-to-ph.
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economic reliance on China has “unexpectedly” affected the country’s alignment

strategy toward a rising China in the post-Cold War world.

This chapter consists of three sections. The first section deals with the first phase of
South Korea’s alignment response toward a growing China from 1993 to 2004, when,
as the figure below shows, South Korea’s economic dependence on China rapidly
increased while its dependence on the U.S. was declining. In this section | examine
how South Korea’s growing interest in strengthening economic ties with China, along
with its security needs, led not only to an increasingly benign perception of China but
also to a tendency to accommodate its needs. The second section covers the period
from 2005 to 2010, when South Korea’s economy became heavily reliant on China
despite the fact that bilateral economic relations have shifted from boom to recession.
This section contains details on how South Korea’s overreliance on China in
economics, which seems to have been a harmful effect of South Korea’s China policy
in 1993-2004, has limited the extent to which the country can shift its strategic stance
toward a more assertive China, despite the dramatic shift in perceptions of China at
both the public and elite levels. The last section summarizes the findings of this

chapter.
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Figure 7
South Korea’s Trade with China and the United States, 1990-2010°

35
30
25 g —
20
15
10
D =g :
0
1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

==¢==The Ratio of South Korea's Exports to the U.S. to South Korea's Total Exports
=== The Ratio of South Korea's Imports from the U.S. to South Korea's Total Imports
The Ratio of South Korea's Exports to China to South Korea's Total Exports

==x==The Ratio of South Korea's Imports from China to South Korea's Total Imports
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Korea International Trade Association (kita.org).

Phase I: South Korea Accommodating China’s Rise, 1993-2004

The decade covering the administrations of Kim Young Sam, Kim Dae Jung and the
first half of the Roh Moo Hyun administration is often described as a honeymoon
period between Seoul and Beijing. Showing a lack of fear toward a rising China in its
backyard despite Beijing’s growing assertions in the region, South Korea
accommodated China’s demands irrespective of the shift in the balance of power from
conservatives to progressives and generational changes in leadership at home. That is,
from the conservative Kim Young Sam government to the progressive Kim Dae Jung
and Roh Moo Hyun governments, and despite the change from the Kim Young Sam

and Kim Dae Jung governments when the “old” generation still controlled domestic

® Later in this chapter South Korea’s economic dependence on China and the United States is measured in
several different ways—for example, the dependence of South Korean exports on the Chinese and U.S.
markets.
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affairs to the Roh Moo Hyun government when a “new” generation emerged, little
difference could be detected in their approach to Beijing through 2004. Not only did
Seoul shy away from making any official statements condemning China’s provocations
that could have destabilized the region (i.e. the 1995-96 Taiwan Strait Crisis, the 1992
promulgation of the Territorial Law, and a series of underground nuclear tests in the
mid-1990s), but moreover Seoul refused to join regional initiatives led by the United
States that Beijing saw as regional efforts to contain its rise (i.e. the Missile Defense
program and the Proliferation Security Initiative). Along with Beijing’s support for
Seoul’s engagement policy with North Korea, the South Korean government’s grand
plan to globalize every corner of the country and its need to exploit China’s entry into
the WTO in order to resurrect the economy, which was hit hard by the 1997 Asian
financial crisis, led Seoul to accommodate China’s growing demands. Although there
were some concerns among military circles about Beijing’s rather opaque military
modernization programs, these were hardly heard at the top decision-making levels in
the Blue House. As a result of Seoul’s lack of attention to the potential threat inherent
in China’s rise during the decade under discussion, the bilateral economic
interdependence between the ROK and the PRC became highly lopsided in favor of the
latter, and South Korea has become more restrained in shifting its strategic posture

toward an increasingly assertive China in recent years.
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Part I. The Kim Young Sam administration
accommodating China before its rise, 1993-1997

Connecting the dots between segyehwa, the first nuclear crisis, and China

strategy

When it comes to the Kim Young Sam administration’s foreign policy, the
administration’s grand plan to globalize the country—the so-called segyehwa’—in the

context of a “new diplomacy” (sinoegyo)® and a strategy to overcome the North

" Gerardo et al. nicely summarize President Kim Young Sam’s vision in his segyehwa master plan: “In
November 1994, Korean President Kim Young Sam challenged his nation to embark on a new cultural
revolution. In what has come to be known as the Sydney Declaration, President Kim articulated a new
national goal for Korea: globalization. The Korean term for the globalization envisioned by Kim is
segyehwa (pronounced se-gay-hwa), and it has as much to do with effecting change within the country’s
borders as it does with increasing Korea’s presence in world markets. Intended to reach all aspects of
Korean society, including politics, economics, culture and the arts, education, and mass communication,
segyehwa embodies the country’s goal not to copy foreign models but to ‘raise Korean standards in all
these areas to the levels of the world’s advanced economies.” The intended transformation commenced with
the inauguration of Kim, and it is expected to continue for several decades. Koreans have in mind an
ambitious program that will develop all sectors of Korean life in harmony with each other. While this
program for change is widely acclaimed within Korea, it is not as well understood or appreciated by
outsiders. Today, segyehwa is the Koreans’ rallying cry as they anticipate the challenges they will face in
the twenty-first century.” Gerardo R. Ungson et al., “Chapter One: The New Competitive Landscape,” In
Gerardo R. Unson et al., eds., Korean Enterprise: The Quest for Globalization (Boston, Massachusetts:
Harvard Business School Press, 1997), p. 3.

8 president Kim Young Sam championed a “new diplomacy” that explicitly referred to globalization. In his
speech before the Korean Council on Foreign Relations in May 1993, Minister of Foreign Affairs Han
Sung Joo prioritized globalization when he identified the five fundamentals of President Kim’s “new
diplomacy”: globalization, diversification, multidimensionalism, regional cooperation, and futuristic
orientation. Minister Han argued that “a new diplomacy must pay greater attention to such global issues as
democracy, freedom, human rights, world peace, arms control, poverty, and environmental protection,
issues that extend across national and regional boundaries.” He proposed that South Korea diversify its
diplomatic activities toward all nations, serve as an intermediary between developed and developing
nations, and “overcome its ‘one-dimensional preoccupation’ with national security issues [emphasis
added].” Chae-jin Lee, “South Korean Foreign Relations Face the Globalization Challenges,” In Samuel S.
Kim, ed., Korea’s Globalization, p. 175. For Han’s policy pronouncement, see Kim Young Sam: Creating a
New Korea (Seoul: Korean Overseas Information Service, 1993).
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Korea’s first attempt at nuclear brinkmanship has received a lot of attention from many
Korea experts. Compared to the administration’s plans for globalization and
denuclearization in the peninsula, however, the Kim Young Sam government’s
accommodating behaviors toward a rising China have not been thoroughly and widely
studied. Many have treated the administration’s accommodation of China as a “natural
phenomenon” that happens especially when bilateral economic “magnets”—usually
meaning the degree of complementarity of composition of trade structures between the
two economies—are strong. In addition, in 1993-1997 China was not seen as having
established itself as a power “great” enough to threaten its small neighbors. Thus, in
studies of South Korea’s alignment behaviors toward a rising China in the post-Cold
War era, the importance of the Kim Young Sam Administration’s China policy has
been minimized. Nevertheless, as we will see, not only can the origin of South Korea’s
accommodation with China’s rise in the post-Cold War world be traced back to the
Kim administration’s China policy; but also, its China policy was deeply linked to the
administration’s pursuit of globalization and denuclearization. Therefore, studies of the
Kim government’s segyehwa and denuclearization plans should not be disconnected

from an examination of its China strategy.

China was no threat to Korea?

It is certainly not an easy matter to pinpoint one specific moment when China became a
power “great” enough to threaten neighboring countries; and depending on one’s
perspective, the moment can be defined differently. For instance, from the perspective

of a great power (such as the United States), the period from 1993 to 1997 appears to
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be far from the key moment, especially in terms of China’s military spending and the
size of its economy measured in terms of GDP, as the figures below show (Figures 8,
8-1, 9, and 9-1). But from the perspective of China’s small neighbors such as South
Korea, since the Chinese economy was growing at a rate of ten to fifteen percent per
annum while their growth hovered around one to five percent, China’s material power
had already grown enough to threaten their security even without considering its
rapidly growing military expenditures. ® Therefore, in examining China’s small
neighbors’ strategic responses toward its rise, it would be a fallacy to ignore the
perspective of secondary states such as South Korea and instead adopt only a great-

power perspective and conclude that China was no threat to South Korea.

%In fact, starting in the early 1990s, experts on East Asian matters were beginning to express concern about
the Chinese PLA’s modernization programs. For instance, Kim notes that “Beijing today proceeds with all
deliberate speed and determination to beef up its military power projection capabilities, especially air and
blue-water naval power. China’s military spending has doubled since the end of the Cold War while that of
all other permanent members of the United Nations Security Council has decreased. China’s southward
expansionism via gunboat diplomacy in the South China Sea, especially over the disputed Spratly Islands,
has already sent a shiver through southeast Asia even as the rest of the world seems more interested in
jump-starting the new China market. China’s incremental flexing of its muscles is not limited to the South
China Sea: the People’s Liberation Army — Navy (PLAN) has embarked on a massive modernizing mission
to turn itself into a world-class Pacific power in the 21* century.” For Kim’s further discussions about
China’s growing military capabilities, see Samuel S. Kim, “China’s Pacific Policy: Reconciling the
Irreconcilable,” International Journal, Vol. 50, No. 3 (Summer 1995), pp. 461-2. And for further
information on China’s PLA modernization programs in the 1990s, see Taecho Kim, “ Korean Perspectives
on PLA Modernization and the Future East Asian Security Environment,” in Jonathan D. Pollack and
Richard H. Yang, eds., In China’s Shadow: Regional Perspectives on Chinese Foreign Policy and Military
Development (Washington, D.C.: Rand, 1998), pp. 50-69.
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Figure 8

Military Expenditure in Constant USD (2008), 1990-1997
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Figure 9

GDP Growth Rate, 1992-1997
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Additionally, the fact that China’s material capabilities were not great enough to

threaten its smaller neighbors appears inadequate to explain the variation in China’s

neighboring countries’ responses to occasional aggressive behaviors by China (e.g., the

1995 nuclear test and the 1996 Taiwan Strait crisis) during this period. In particular,

compared to other countries in northeast Asia, South Korea’s reactions to these

aggressive Chinese behaviors seem moderate and even accommodating. Given
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Pyongyang’s newly discovered nuclear sites in Geumchang-ri in 1993 and the resultant
nuclear crisis in 1994, and furthermore given Beijing’s continuing geostrategic ties
with Pyongyang, as shown in the former’s support of the latter throughout the first
nuclear crisis (although these ties loosened following the death of Kim Il Sung in
1994), the South Koreans’ accommodating gestures toward China appear even more

puzzling.

One of the factors most frequently mentioned in attempts to explain Seoul’s
seemingly bizarre behavior toward a China that was becoming more assertive in the
mid-1990s is the supposed ideational outcome of the formerly “stable” tribute system
whereby China established itself as a “middle kingdom.”*® However, as seen in the
previous chapters, the tribute system as a historical fact should be treated as a constant
instead of as a critical determinant that can explain the variation across and within
China’s neighbors’ strategic responses to it in the post-Cold War era. In addition, even
the relations between China and the East Asian countries during the Ming and Qing
eras cannot all be explained by their respective tribute relations. Feng nicely

summarizes this last point as follows:

...taking a historical tribute system as the object of analysis for understanding the relations
between China and other countries during a specific period is also inadequate, because it

10 Kim in his discussion about the supposed “Asian regional identity” argues that: “the very idea of a
regional system suggests states linked together not only by geographic proximity but sharing history,
climate, and culture. Asia is only a vague geographical notion with no shared culture, ideology, or identity.
Rather, it is overlaid by four or five major cultures, three or four major religions, hundreds of languages,
and myriad ethnic cleavages and widely varying climatic conditions.... It is also true that intra-east Asian
trade has been growing rapidly in recent years. Yet the notion of an east Asian trading bloc is an idea
whose time seems to be lagging behind the General Agreement on Tariffs and Trade/World Trade
Organization (GATT/WTO).” Samuel S. Kim, “China’s Pacific Policy: Reconciling the Irreconcilable,” p.
465.
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ignores the relations outside of normal tributary politics. It is possible to describe and analyze
the relations between China and its neighbors without adhering to ‘tribute system’ language.
The term ‘tribute system’ is a western invention devised no later than the nineteenth century and
translated back into Chinese as chaogong tixi. The terms chao and gong do appear in Chinese
historical sources, but the Chinese had no conception of it as system as such. The tribute system
is a modern intellectual construct that we refine or abandon, depending on the intellectual
payoffs that can be generated. The important point is that one can talk about tributary relations
without feeling simultaneously obliged to stick to the tribute system. The analytical task is to
understand what actually lay behind these relations. It also functions as an important reminder
that the actual ‘international system’ of historical East Asian politics is much broader than the
‘tribute system’ [emphasis added]."*

Having said that, let’s turn to two important foreign policy plans of the Kim Young
Sam administration—Segyehwa and denuclearization on the peninsula—that offer us
an opportunity to see what really lay behind South Korea’s accommodating behavioral
tendency toward China during the Kim Young Sam era and what drove the Kim Young
Sam administration to accommodate a rising China even when it occasionally showed
its threatening side.

12 or a part of the North Korea nuclear problem

China as a “reluctant second fiddle
during the first nuclear crisis in the Korean peninsula

Along with the supposed “East Asian” identity factor that is claimed to have originated
in the China-centered tribute system during the Ming and Qing eras, another factor
cited to explain Seoul’s strategic responses toward a rising China right after the end of

the Cold War is South Korea’s strategic urgency in resolving the North Korean nuclear

stalemate—that is, the first nuclear crisis on the peninsula that erupted in 1993 when

1 Zhang Feng, “Rethinking the ‘Tribute System’: Broadening the Conceptual Horizon of Historical East
Asian Politics,” The Chinese Journal of International Politics, VVol. 2, No. 4 (2009), p. 97. For a different
perspective on the tributary system, see Zhou Fangyin, “Equilibrium Analysis of the Tributary System,”
The Chinese Journal of International Politics, Vol. 4, No. 2 (2011), pp. 1-32.

12 Samuel s. Kim, “China’s Korea Policy in a Changing Regional and Global Order,” China Information,
Vol. 8, No. %2 (1993), p. 78.
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Pyongyang declared that it was withdrawing from the nuclear Non-Proliferation Treaty
(NPT) in response to the International Atomic Energy Agency’s (IAEA) requests for a
special inspection of two suspect nuclear waste sites at the Yongbyon nuclear complex.
However, if we take a closer look at how the Chinese actually responded to Seoul’s
urgent calls to aid resolve the first nuclear crisis in the mid-1990s, we would find
China’s actions to be less impressive than usually described. Having said that, it
appears that in the analyses of the Kim Young Sam administration’s China policy,
Seoul’s reliance on China to induce Pyongyang to abandon its nuclear weapons
program might have received more attention than warranted at the expense of other

important factors.

Seoul’s wishful thinking

Since China normalized relations with South Korea in 1992, conventional wisdom
regarding the triangular relationship between China and the two Koreas is that North
Korea’s importance to China has been declining.*® Maybe because of this untested

belief, the United States and South Korea had unusually high expectations about

13 This belief became popular in Korea especially after China’s Korea policy took a new direction in 1991,
when China withdrew its former support for Pyongyang’s one-Korea stand and did not veto Seoul’s entry
into the United Nations. Contrary to conventional belief that China was tilting toward South Korea to
promote its economic interests, Kim argues that the Chinese leadership moved from a one-Korea policy to
a one Korea de jure/two-Koreas de facto policy, and finally to a policy of two Koreas de facto and de jure
in the belief that “the worst possible scenario of Korean reunification would be the way of South Korea
swallowing up North Korea, especially in the light of post-Tiananmen attacks on the idea of ‘peaceful
evolution.”” That is, to keep the Kim Il Sung regime intact in the middle of the breakdowns of the Eastern
European socialist countries and thus to establish a “Beijing-Pyongyang-Hanoi Socialist united front in
order to counter the Western push for “peaceful evolution,” China persuaded Kim Il Sung to shift to a “two
countries, two systems” strategy and “climb on the UN bandwagon supporting Seoul’s membership
applications.” Samuel S. Kim, “China’s Korea Policy in a Changing Regional and Global Order,” pp. 75-8.
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China’s role in resolving Pyongyang’s nuclear weapons problems.™* One result of the
ungrounded faith in China was the Clinton Administration’s major reversal of its
previous policy to delay extending China most-favored-nation (MFN) status after the
Tiananmen Massacre. Turning away from its initial decision to prioritize improving
China’s human rights conditions, Washington announced in the spring of 1993 that “it
would extend China’s MFN status for another year without any conditions, but that its
future renewal would be tied solely to human rights.” Indeed, “the notion that China is
an integral part of the Korean nuclear solution had been a key factor in delinking
China’s own nuclear behavior from the MFN issue in 1993 and human rights principles

from the MFN issue in 1994.”%°

Beijing’s ambiguous stance on Pyongyang’s nuclear weapons program

However, contrary to the widely held belief that China’s geo-economic ties with South
Korea outweighed its geo-strategic ties with North Korea and that China would thus
play an indispensable role in getting Pyongyang to abandon its ‘“alleged” nuclear
weapons program, it turned out that China was no great help in denuclearizing the
Korean peninsula. In fact, during the 1993-94 nuclear crisis, despite China’s relatively

mild opposition to the development of nuclear weapons in North Korea and rhetorical

14 \with regard to the Clinton Administration’s anxiousness for Chinese help, one senior government
official said in late April 1993 that the consensus within the Administration was that China was the key to
resolving the North Korean crisis. Quoted in Douglas Jehl, “U.S. Agrees to Discuss Arms Directly with
North Korea,” The New York Times, April 23, 1993, p. A10.

1% Samuel s. Kim, “The Dialectics of China’s North Korea Policy in a Changing Post-Cold War World,”
Asian Perspective, Vol. 18, No. 2 (Fall-Winter 1994), p. 6.
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support for the idea of keeping the Korean peninsula nuclear-free, China’s tacit support

for Pyongyang continued during as well as after the first North Korean nuclear crisis.

First, Beijing maintained its “none-0f-my-business” stance on the North Korean
nuclear matter and thus avoided playing a role as a mediator in the negotiations
between North Korea on the one hand, and the U.S., the IAEA, and South Korea on the
other. Second, the Chinese leadership made it clear on many occasions that “the
Chinese government was not only opposed to sanctions but also against bringing up the
issue at all in the IAEA and the Security Council.”*® Kim explains the Chinese stance

against sanctions on North Korea and for bilateral U.S.-DPRK negotiations as follows:

For China, the accord [the Geneva Accord] is a vindication of its insistence that the dispute
could only be resolved through bilateral U.S.-DPRK negotiations. Apart from maximizing its
leverage as a balancer, the greatest danger in Beijing’s view would have been if its junior
socialist ally in the strategic buffer zone felt so cornered that it would fight back, triggering
Korean War Two, or if economic sanctions worked so well as to produce another collapsing
socialist regime on its northern borders with all the political, economics, and social
consequences for China’s domestic politics. With indispensable Chinese help, Pyongyang
demonstrated to the entire world that sanctions would be accepted as a declaration of war and
as such were a no-win proposition for all parties [emphasis added]."’

Second, there was fragmentary evidence that “China has been helping North Korea
in the development of missiles, and even provided technology for the North Korean
nuclear reprocessing plant.”*® Third, besides the North Korean nuclear matter, China
continuously expressed its solidarity with Pyongyang over various issues, from the

decision in May 1994 to withdraw delegates of the Chinese People’s Volunteers from

16 Samuel S. Kim, “China’s Korea Policy in a Changing Regional and Global Order,” p. 87.

17 Samuel . Kim, “North Korea in 1994: Brinkmanship, Breakdown, and Breakthrough,” Asian Survey,
Vol. 35, No. 1 (January 1995), pp. 22-23.

18 Larry A. Niksch, “North Korea’s Nuclear Weapons Program,” CRS Issue Brief, February 4, 1992,
Washington, D.C.: Congressional Research, the Library of Congress, p. 3. Cited in Ibid., p. 87.
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the Military Armistice Commission (MAC) to Beijing’s backing for Pyongyang’s
protests against the joint military drill between U.S. troops stationed in South Korea
and the South Korean Army. Above all, in contrast to Boris Yeltsin’s announcement of
the nullification of guaranteed Russian military assistance to North Korea in the event
of war, as laid down in the Soviet-DPRK Treaty of Mutual Friendship, China has

maintained its military alliance with North Korea.

Seoul’s disappointment

The acts and statements by the Chinese government mentioned above that seem to have
revealed China’s real intentions in keeping the Korean peninsula nuclear-free—ranging
from strong opposition to sanctions against North Korea for not allowing inspection
transparency to strong opposition against the joint military exercises between South
Korea and the U.S.—left South Korea with a perception of Chinese ambiguity, which
led some China experts in Korea to suspect that China seemed “more interested in
manipulating the [North Korean nuclear] situation to increase its influence ... than in
resolving the nuclear issue, a life-and-death issue for the Korean people.”® Other
Korean observers of China’s ambivalent position toward Pyongyang’s nuclear
provocations came to conclude that “This only reflects China’s traditional hegemonic

attitude toward East Asia.”?’ Kim discusses the Chinese attitude toward the North

19 Se-hee Yoo, “Security Dimension of Sino-Korean Relations,” Korea Focus (July/August 1994), p. 59.
Cited in Robert E. Bedeski, “Sino-Korean Relations: Triangle of Tension, or Balancing a Divided
Peninsula?” International Journal, Vol. 50, No. 3 (Summer 1995), p. 522.
20 Ibid.
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Korean nuclear issue, which ran against the South Korean government’s

denuclearization plan, as follows:

Indeed, China and Libya were the only two countries voting against the resolution adopted by
the TAEA’s board of governors in April 1993, which declared that North Korea had reneged on
its obligations to open its suspected nuclear weapons sites to international inspections, and
asked the UN Security Council to enforce the provisions of the NPT intended to limit the spread
of nuclear weapons. China presented itself as the great protector of North Korea’s state
sovereignty from any international pressure. Because China alone among the Permanent Five
Members had threatened to cast a veto, the Security Council first had to delay, and then dilute,
the text of the draft resolution so as to make it more acceptable to China. On 11 May 1993, the
Security Council adopted a resolution by a vote of 13 to 0 with only China and Pakistan
abstaining, merely calling upon the DPRK to reconsider its announced withdrawal from the
NPT. Chinese UN Ambassador Li Zhaoxing reiterated the party line, namely that the issue is a
matter of concern between DPRK and the three other parties involved, and that China is
opposed to the practice of applying any pressure. It was against this backdrop that the issue was
taken out of the Security Council and became a subject of US-DPRK bilateral negotiations in
New York between 2 and 11 June 1993[emphasis added].?*

In addition to Beijing’s acting as a sponsor of Pyongyang in the multilateral setting,
the fact that Beijing’s geo-strategic ties with Pyongyang remained intact while its geo-
economic ties with Seoul were growing became a source of serious concerns among
South Korean security planners, so much so that a few military planners in the Ministry
of National Defense seriously suspected that the Chinese leadership might have
secretly urged the Kim Il Sung regime to develop its own nuclear weapons programs to
ensure the survival of the North Korean regime in the post-Cold War world. Thus, they
joined several policymakers on the National Assembly Defense Committee in
expressing their concerns about the possible security threat coming from the PLA’s
modernization plans, ? and argued for the necessity to elevate security ties with the

U.S. to a level comparable to the U.S.-Japan security alliance. But their voices were

21 Samuel S. Kim, “China’s Korea Policy in a Changing Regional and Global Order,” p. 88.

22 |nterview with a retired Major General (Junjang) in the Policy Planning Bureau in the Ministry of
National Defense conducted in July 2012.
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muted.”® Also, starting within academic circles and spreading to policymakers, there
were growing complaints that China was, rather than being part of the Korean
denuclearization solution, “part of the Korean nuclear problem,” since it hardly used its
leverage over Pyongyang in an effort to denuclearize the Korean peninsula, and thus
contributed to larger tensions over the Korean peninsula by taking Pyongyang’s side
during the first nuclear crisis.?* Thus, Beijing’s nimble balancing acts between North
and South Korea during the first nuclear crisis in the Korean peninsula and beyond led
some conservative security planners and policymakers within the Kim Young Sam
administration to doubt China’s real intentions toward the Korean peninsula and to
rethink what China’s rise would mean to the national security of South Korea. Yet, this
cautious view with regard to China’s motives in the whole process of inducing

Pyongyang to discard its nuclear programs was far from being a majority view.

Seoul’s continuation of accommodating China

The Kim Young Sam government’s accommodating behaviors toward China continued

even after the first North Korean nuclear crisis was resolved with the conclusion of the

2% |nterviews with two military officers in the Policy Planning Bureau in the Ministry of National Defense
conducted in February 2012. According to them, Japan’s move toward “normalizing” its self-defense forces
by reaffirming defense ties with the United States especially after the breakout of the Chinese missile tests
near Taiwan had increasingly alerted some military planners in the ministry, encouraging them to voice the
urgency to enhance security cooperation with the U.S. In retrospect, they said, not only the Chinese
ambiguous stance on the North Korean nuclear weapons programs but also the Japanese move to “rearm”
the country had contributed to the heightened anxiety of some in the ministry with regard to Seoul leaving
behind while Washington and Tokyo going forward united especially after the 1996 Clinton-Hashimoto
Joint Declaration.

2% |nterviews with a national security advisor to President Kim Young Sam and a national assemblyman
affiliated with the then governing party (the New Korea Party) in January 2012 and June 2012,
respectively.
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Geneva Accord on October 21, 1994, which provided a road map to an overall solution
of the Korean nuclear issue through a comprehensive quid-pro-quo grand package
deal.?® Contrary to the conventional view that China was no threat to South Korea in
the early and mid 1990s and that the Kim Young Sam Administration drew closer to
China to resolve the first nuclear crisis, not only were there growing voices among
conservatives within the administration that were alarmed at China’s rise, although
these were not numerous; China’s support for Seoul’s efforts to denuclearize the
peninsula were rather lukewarm. Furthermore, Beijing’s unwavering military ties with
Pyongyang, which were often contrasted with Moscow’s decision to end its alliance
with Pyongyang, remained as a source of concern among Seoul’s security planners. In
addition, a series of the Chinese provocative behaviors in the mid-1990s, ranging from
the 1992 adoption of the Law concerning the Territorial Sea and Contiguous Zone to
the 1995 nuclear test and the 1996 Taiwan Strait Crisis, were a wake-up call for
neighboring countries such as Japan and the ASEAN countries, which decided to
strengthen their security ties with outside powers (i.e. the United States) and among
themselves (i.e. ARF). This resulted in a sudden pause in their accommodationist
approach toward China. So other than the Kim Young Sam government’s reliance on
China for a prompt resolution of the first nuclear crisis in the peninsula, what has made
Seoul continue to accommodate with an ascendant China that has sometimes appeared

to be threatening South Korea’s national security?

2% Eor details regarding the Geneva Accord and the statements by Washington and Pyongyang about it, see
Victor D. Cha and David C. Kang, Nuclear North Korea: A Debate on Engagement Strategies (New York:
Columbia University Press, 2003), pp. 136-48.
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Connecting the dots between the Kim Young Sam administration’s

segyehwa master plan and its accommodation with the rise of China

President Kim Young Sam’s Segyehwa plan

As we saw in chapter 5, South Korea’s efforts to work towards two challenging
economic goals—shifting its manufacturing sector away from labor-intensive industries
and toward capital- and technology-intensive products, and diversifying its export
markets—began with the Chun Doo Hwan administration. These twin goals, which
were pushed simultaneously by the South Korean government, meant the same thing
for the South Korean economy in the long run—diversification of the economy to
reduce its vulnerability, which many government officials consider a main ingredient of
sustaining economic growth. In the pursuit of this overall goal, the expansion of
economic ties with China proved invaluable, thanks to China’s adoption of an open-
door policy after Mao’s death and the establishment of bilateral diplomatic relations in

August 1992.

With the end of the Cold War and the rapid development of globalization, the Kim
Young Sam administration launched a bold plan to globalize every corner of the
country—segyehwa—yviewing it as the main engine for the diversification of the
Korean economy. The Kim Young Sam government’s plan to globalize the country
reached beyond the economic arena. A prime example was the administration’s
approach toward the first North Korean nuclear crisis. That is to say, while Pyongyang

demanded direct talks with Washington, the Kim Young Sam Administration itself
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sought to resolve the North Korean issue in a multilateral context by bringing more
parties (especially China) into the negotiations.?® In retrospect, given Pyongyang’s
opposition to China joining four-party talks, without Seoul’s consent to having China
join the negotiations to keep the Korean peninsula nuclear-free, it would not have been
possible in the first place to hold four-party talks (including the two Koreas, China, and

the United States) in 1996 to preserve the 1994 Agreed Framework.

Within the context of pushing his segyehwa plan forward in order to achieve the two
simultaneous goals of upgrading product lines and diversifying export markets, the
Kim Young Sam Administration sought to expand economic ties with China based on
what the two previous administrations had built. Alongside the South Korean
government’s globalization policy, the complementary structures of the bilateral trade
between the two countries (Table 10, 10-1, and 10-2), which also suggested the
complementary nature of the two economies, drew the two countries even closer
together than ever before. Therefore, thanks to the South Korean government’s drive to
further develop economic ties with a rising China under the banner of segyehwa and the
natural attraction between the two economies, as well as China’s growing economic

interests in South Korea, South Korea’s trade interdependence with China dramatically

2% |n addition to supporting Four-Party talks, the Kim Young Sam Administration expressed the necessity
of a multilateral security mechanism in northeast Asia as early as 1993. For instance, in a speech before the
Asia Society in Hong Kong on October 27, 1993, Foreign Minister Hang Sung Joo stated that, “for the sake
of maintenance of stability in northeast Asia, it is critical to build a multilateral security institution that
would resemble the Commission on Security and Cooperation in Europe (CSCE).” And he said that
President Kim Young Sam would discuss with the President of the PRC, Jiang Zemin, the possibility of
establishing a multilateral security coordination institution in the region in November 1993, when the
APEC was scheduled to be held. Chosun Ilbo, “A Proposal for a Multilateral Northeast Asian Security
Coordination Institution,” October 28, 1993.
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surged (Figure 10) while its trade dependence on the United States gradually declined

(Figure 11), which was generally interpreted as a sign of South Korea’s diversification

of its export markets. Furthermore, South Korea’s increasing economic ties with China,

as measured by both the ratio of South Korea’s exports to China to South Korea’s total

exports and its FDI in China, not only helped South Korea to achieve the goal of

diversifying its economy; it also appears to have affected the South Koreans’

perceptions of a reemerging China and the country’s strategic response to it. And

during this period of trade expansion between the two countries, the expansion of their

bilateral trade was somewhat balanced.

Table 10
ROK’s Top Four Export Categories to the PRC, 1991-1997

SITC6 SITC7 SITC5 SITC2

(Manufactured (Machinery and Transport  (Chemicals and (Crude
Year Goods) Equipment) Related Materials) Materials)
1991 444 191 198 112
1992 1421 384 525 153
1993 2129 1490 746 237
1994 2610 1432 1181 348
1995 3287 2064 2181 526
1996 4160 2854 2220 532
1997 4666 3025 2727 607

Source: The Korea International Trade Association (kita.org)
Table 10-1
ROK’s Top Four Import Categories from the PRC
SITC6 SITCO SITC2 SITC3
(Mineral fuels,

(Manufactured Lubricants,
Year Goods) (Food and Animals) (Crude Materials) and Related materials)
1991 1543 667 424 373
1992 1304 879 372 530
1993 1163 855 402 579
1994 1797 916 472 747
1995 3215 424 550 860
1996 2943 624 598 1173
1997 3401 1128 576 1239
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Source: The Korea International Trade Association (kita.org).

Table 10-2
Export share by industry and revealed comparative advantage (RCA), 1992
China Korea
Share (%) RCA Share (%) RCA
Manufacturing products
High-technology and ICT products 10.9 0.6 25.8 1.33
Aircraft and spacecraft 0.5 0.1 0.9 0.28
Pharmaceuticals 1.3 0.7 0.4 0.26
Computers and office products 13 0.3 4.0 0.91
Semiconductor, electronic valves 0.8 0.3 10.6 3.62
Radio, TV, communication equipment 45 1.2 8.5 2.31
Precision, medical, optical instruments 2.6 0.8 1.3 0.39
Medium-high technology 12.4 0.4 20.4 0.60
Electrical machinery 3.3 0.9 2.2 0.59
Chemical products 4.1 0.6 7.2 0.99
Motor vehicle and trailer 0.8 0.1 5.8 0.50
Other transport equipment 0.7 1.3 0.2 0.35
Home appliance and machinery
equipment 35 0.3 5.0 0.46
Med-low technology 10.7 0.8 18.7 1.45
Shipbuilding and repairing 0.6 0.6 54 5.77
Coke, petroleum products 0.9 1.3 0.2 0.30
Rubber and plastic products 2.0 0.8 2.8 1.15
Non-metallic mineral products 19 1.3 0.8 0.52
Basic and fabricated metal products 5.3 0.7 9.7 1.30
Low technology 53.4 2.4 31.6 1.44
Textile, apparel, footwear 375 4.4 25.4 2.99
Food, beverage, tobacco 6.4 1.1 2.1 0.35
Wood and paper products 2.0 0.5 1.0 0.22
Other misc. manufacturing products 75 24 3.2 1.03
Non-manufacturing products 11.2 1.3 1.5 0.18

Source: Joon-kyung Kim et al., “Trade, Investment and Economic Interdependence between South Korea and China,”
Asian Economic Journal, Vol. 20, No. 4 (2004), p. 381.

Note: Kim et al. regrouped trade data using the International Standard Industrial Classification (ISIC).

The four technology groups thus consist of the following ISIC sectors: 15-22, 36 and 37 for the low-technology group; 23,
25-28 and 351 for the medium-low technology group; 24 (excluding 2423), 29, 31 34 and 35 (excluding 351 and 353)

for the medium-high-technology group; and 353, 2423, 30, 32 and 33 for the high-technology group.

The non-manufacturing group consists of 01-14.
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China’s emergence as lucrative market and production site

China’s emergence as an economic powerhouse in the region and the resulting
expansion of bilateral economic ties between South Korea and China after the 1992
normalization provided strong momentum in two different ways for Seoul to push its
plan to diversify the country’s economy in the broad context of promoting segyehwa.
First, China opened its market, albeit not fully, to South Korean products. For instance,
in the first few months of President Kim Young Sam’s rule, the report card of his
administration in the area of expanding the markets for South Korean products was
good mainly due to China’s emergence as “a voracious new market for South Korean
goods, likely soon to rank as the country’s fourth-biggest importer behind the U.S.,
Japan and Hong Kong.”*’ One report from May 1993 analyzes the growing importance
of China as a critical market for various South Korean products made by both light and

heavy industries as follows:

The China market, reacting to the higher yen as well as the booming Chinese economy, keeps
growing at a phenomenal pace — 71.4% in 1991, a whopping 164.7% rise to US$2.7 billion
worth in 1992 and 155.6% expansion in the first quarter of this year, China was the biggest
importer of iron and steel products and second-biggest buyer of cars from South Korea, after the
U.S. South Korean Hyundai models were selling at a premium in Peking and other cities,
boosting the first quarter shipment to 14,700 units worth US$148 million, according to industry
figures, up from just 714 units in 1992 worth US$9.5 million. The booming direct trade is
expected to hit a US$8 billion level this year with a first surplus seen for Seoul. China’s share of
South Korea’s global markets has grown to 3.5% as compared to 6.4% for Central and Latin
America, and 22.4% for the ASEAN countries — Brunei, Indonesia, Malaysia, Philippines,
Singapore and Thailand.?®

27 Jae Hoon Shim, “China Market Roars,” Far Eastern Economic Review, Vol. 156, No. 21 (May 27,
1993), p. 44.

28 |bid., p. 46.
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And South Korea’s changing trade profile during the Kim Young Sam Administration
was viewed by many experts in Korea as “a significant development underscoring
South Korea’s so far successful attempt to wean itself away from traditional markets
where its competitiveness was being eroded by higher wages.”? That is, not only did
China’s increasing absorption of South Korean products prevent the overcapacity
problems South Korean firms were facing at that time from worsening; it also played a

big role in diversifying the export destinations of South Korean products.

Secondly, in addition to providing lucrative markets for South Korean exports,
which was seen as mostly canceling out the adverse effects of growing protectionist
pressures and declining appetites for South Korean products in developed economies,
China became one of the most important foreign investment destinations for South
Korean businesses, mostly small- and medium-sized, delaying their loss of
competitiveness in labor-intensive light industries. Spiraling labor costs from 1988
onward and an inadequate environment for fruitful research and development in South
Korea had not only priced many South Korean light industrial items out of the market;
they had also further weakened Seoul’s overall competitiveness in labor-intensive light
industries. As a result, in the first quarter of 1993, exports of light industrial items such
as textiles and footwear declined by 7.9%, intensifying concerns that “South Korea
would turn into a net importer of its own traditional products such as apparel and

footwear before not too long.”30

2% |bid., p. 44.
%0 Chosun llbo, April 27, 1993.
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In this context of rising real wages at home, production lines for such labor-
intensive items as footwear, textiles, and even some consumer electronics began to be
set up in the northeastern provinces of China (i.e. Shandong and Tiananjin) in an effort
to make such products more cheaply, thus reducing overall production costs.®* With the
continuing relocation of production lines overseas as competitiveness at home declined,
mostly to China, Vietnam, and former Soviet countries, the strategic importance of
China from the economic standpoint doubled during this time. Investments in China
grew impressively, reaching US$140 million in 1992 alone, which represented an
enormous increase over US$42.2 million for 69 projects carried out in 1991. “Other
sizeable projects under discussion or in the talking stage included a vehicle plant in
Shandong, a tire factory, machinery plants, and some resource-based industries such as
furniture and cotton-based apparel.”* These projects mainly took the form of joint
ventures.® In fact, the promotion of South Korean businesses’ overseas investment was
perceived within the Kim Young Sam administration as achieving two goals, just as the

Chun Doo Hwan administration had thought: viz., reduction of production costs and

3 Michael Schuman, “A Survival Strategy for Korean Firms,” Asian Wall Street Journal, May 9, 1996.
82 Shim, op. cit., p. 46.

3 According to industry figures, “In 1993, Daewoo invested $300 million in a cement factory in China’s
Shandong province. The company will expand into glassware production, steel-product manufacturing, and
trading company joint ventures in the future.... Hyundai Motors has already set up a joint venture in
China’s Guangdong province to produce 6,000 minibuses annually and plans to invest $8.6 million to build
a commercial-vehicle plant in Malaysia. Goldstar Telecommunications and Samsung Electronics have each
established joint-venture manufacturing plants for telecommunication switching systems in Shandong
province and plan to expand their manufacturing of fiber optic cable, transmission equipment, and headsets.
Goldstar’s investment in China also goes into plants for production of color TV tubes, VCRs, and full-scale
audio products.” Gerardo R. Ungson et al., Korean Enterprise: The Quest for Globalization, pp. 154-5. For
more details on the chaebols’ investments in China, see Ed Parsley and Terrence Clernan, “Reforms Boost
Capital Flows,” Far Eastern Economic Review, May 26, 1994,
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industrial restructuring. One analysis of South Korea’s exploration of the new
technological frontier and drive for segyehwa during this period describes the trend of

the country’s outbound FDI as follows:

Since the end of the 1980s, part of Korea’s technology strategy has been to increase its overseas
investment. From 1990 to 1993, total overseas projects approached 1,500; and investments
climbed steeply to about $2.4 billion (U.S. dollars). A good portion of this overseas investment
was made by small and midsized firms in labor-intensive, light industrial fields, such as
garments, toys, and footwear, which were moving overseas in search of cheaper labor. In terms
of destination, at the end of 1994, about 25 percent to other Asian countries, such as Indonesia,
China, the Philippines, and Malaysia. Investments in China began only in 1989, but by the end
of 1993 they were valued at $500 million, second only to investments in the United States.
Given ever-rising wages, land prices, and the high cost of money, this move resulted from an
almost desperate search to find a competitive niche for low-end light industrial goods. For direct
investment by the larger chaebols is driven by strategic motivations different from those of
small and medium-sized firms. First, overseas direct investments allow the chaebols to expand
their market basis for end-of-cycle technologies they acquired from advanced countries.
Applying their superior production capabilities in cheap labor countries, the chaebols are able to
stretch and maintain the cost-based competitive advantage they previously held in mature
industries. >

Likewise, although they had slightly different motives for investing in China, both big
corporations and small firms in South Korea in the early and mid-1990s rushed to set
up production lines in China, a trend that facilitated industrial restructuring in South

Korea.

% Ibid., p. 153.
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Table 11
Korea’s Overseas Direct Investment by Country (Thousands of dollars)

Country Net Invested Amount (Cases) Percentage
United States $2,270,172 (622) 25.3
China 1,104,924 (1,477) 12.3
Indonesia 824,588 (237) 9.2
Canada 433,172 (40) 4.8
Germany 250,801 (56) 2.8
Japan 232,560 (144) 2.6
Malaysia 182,277 (116) 2
United Kingdom 175,590 (38) 1.9
Hong Kong 160,906 (196) 1.8
Philippines 159,889 (275) 1.7
Others 3,167,322 (1,441) 35.3
Total 8.962,201 (4,642) 100

Source: Bank of Korea, Overseas Direct Investment Statistics Yearbook 1995 (Seoul). Cited in Gerardo R. Ungson et al.,
Korean Enterprise: The Quest for Globalization, p. 156.
Note: Based on the outstanding net investment as of the end of 1994.

Reflecting on China’s increasing potential as markets for South Korean products
and investment sites, President Kim Young Sam himself strongly believed that an
economic turn-around in the first year of his presidency, which was considered an
important litmus test for his achievements as president at the end of 1993, would very
strongly depend on export growth in 1993; and as China and Southeast Asia were
absorbing a large quantity of South Korean goods, President Kim regarded developing
a comprehensive China strategy in economics as one of most urgent matters the
administration needed to work on.* In addition to President Kim’s personal views on
the bilateral economic ties between South Korea and China, many experts inside and
outside Korea presented their views on the importance of China for the survival of
South Korean companies in the post-Cold War world. For example, Anthony Mitchelle

of the Euro-Asian Business Consultancy contended that, “If they [South Korean

% Interview with an economic advisor to President Kim Young Sam in August 2012.
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companies] capitalize on opportunities in China, many of the problems plaguing the

South Korean economy will fall by the wayside.”*®

Increasingly favorable views of China

Furthermore, the economic benefits that the expansion of economic ties with China
offered South Korea appear to have affected South Koreans’ perceptions—both by the
general public and the elite—toward a rising China. Although it is not an easy matter to
prove that an increase in economic gains from expansion of economic ties with China
had a positive impact on South Koreans’ perceptions of China during this period,
nonetheless it does seem to be the case. First, as the trade surplus with China rapidly
grew in the face of enhanced pressures from developed countries (mostly, the United
States) to open up South Korean markets, South Koreans’ views of Sino-South Korean
economic relations improved while their views of U.S.-South Korean economic
relations deteriorated. According to one nationwide survey conducted by the Sejong
Research Institute in June 1995, South Koreans appeared to view Korea’s trade with
China to be more fair and beneficial than its trade with the United States— while only
23 percent of the respondents viewed U.S. trade practices as fair, 57 percent viewed

. . . 37
China’s trade practices as fair.?

% gg Paisley, “Cleaning Up the Act: Anti-Corruption Moves Preface a More Open Economy,” Far Eastern
Economic Review, Vol. 156, No. 21 (May 27, 1993), p.42.

8795 kungmin uisik chosa [1995 National Perception Survey] (Seoul: Sejong Research Institute, June
1995), p. 83.
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In addition, South Koreans’ favorable perceptions of China as a cooperative partner
were further bolstered by the expansion of bilateral trade ties. In the 1993 nationwide
survey conducted by the Institute of Population and Development (IPD) of Seoul
National University, one question was which of nine countries and country groupings
the respondents thought Korea should cooperate most with in the twenty-first century.
The United States was rated the highest, with 36.6 percent, closely followed by China,
with 32.8 percent (Table 12).% However, in the 1996 nationwide opinion survey
conducted by the Ministry of Information, in which respondents were asked which
country South Korea would become closest to in ten years, the places of China and the
United States were reversed, as China took the first place with 46.9 percent and the
U.S. took second place with 24.2 percent. And the gap between them was widened than
in the 1993 survey (Table 13).%° Moreover, “the selection of the United States as the
closest future partner was positively correlated with age, while the choice of China was
hardly related to it.”*° Although it would be difficult to find any substantial evidence to
prove that these favorable public perceptions of China had any significant impact on
the Kim Young Sam administration’s accommodating approach toward China, in
retrospect it seems clear that the government would have had a much harder time

maintaining its China policy without it.

38 Hanguk sahoe: oneulkwa naeil: 21segi doraeeui daleun kungmin euisik chosa younku [Korea Society’s
Today and Tomorrow: National Perception Survey for the 21* Century] (Seoul: IPD, October 1993), p. 52.

%9 Hankukineui euisik gachikwan chosa [Survey of National Consciousness in Korea] (Seoul: Ministry of
Information, December 1996), Vol. 2, p. 354.

%0 Jae Ho Chung, “The Korean-American Alliance and the ‘Rise of China’: A Preliminary Assessment of
Perceptual Changes and Strategic Choices,” Unpublished manuscript, February 1999. Available at
http://iis-db.stanford.edu/pubs/10109/Chung?2.pdf.
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Table 12
Choice of Cooperative Partner for the 21* Century by Age Group (1993 IPD survey)

United States China
20s 22.8% 34.8%
30s 36.4% 34.4%
40s 39.0% 36.4%
50s and older 54.8% 27.7%

Source: Jae Ho Chung, “The Korean-American Alliance and the ‘Rise of China’: A Preliminary Assessment of Perceptual
Changes and Strategic Choices.”

Table 13
Closest Partner for 2006 by Age Group (1996 MOI Survey)

United States China
20s 19.3% 46.6%
30s 21.3% 50.4%
40s 26.5% 50.2%
50s and older 32.1% 41.0%

Source: Jae Ho Chung, “The Korean-American Alliance and the ‘Rise of China’: A Preliminary Assessment of Perceptual
Changes and Strategic Choices.”

Seoul’s accommodation with China

The Kim Young Sam government’s accommodation with the rise of China was
manifested most obviously in its responses toward a series of the Chinese provocations
during the period 1993-1997. More importantly for this study, it seems that there may
exist a correlation between the extent to which the South Korean government
accommodated assertive Chinese behaviors that were alarming enough to bring about
changes in the strategic stance of neighboring countries and the degree of economic
dependence on China of South Korea (measured by South Korea’s exports to China as
a percentage of GDP (Table 14 and Figure 12) and as a comparison between the growth
rates of South Korea’s total exports and exports to China alone (Figure 13)). However,
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more reliable data are needed to prove that the South Koreans’ favorable views of
China were a significant intervening variable between South Korea’s accommodation

of China’s rise and the level of economic interdependence between the two countries.**

Table 14
Comparison of South Korea’s Exports to China and the United States
as a Percentage of South Korea’s GDP

The Ratio of South Korea's Exportsto  The Ratio of South Korea's Exports to

China to South Korea's GDP the U.S. to South Korea's GDP
1991 0.3 6.0
1992 0.8 55
1993 1.4 5.0
1994 1.5 4.9
1995 1.8 4.7
1996 2 3.9
1997 2.6 4.2

Source: (1) South Korea’s GDP: World Bank, World Development Indicators; and (2) South Korea’s exports to China and
to the United States: The Korea International Trade Association (www.kita.org).

4 Many studies of the Kim Young Sam administration’s accommodating behaviors toward the provocative
Chinese actions toward its small neighbors tend to put more emphasis on South Koreans’ favorable views
of a rising China than they should. Making matters worse, some of them even attempt to trace the favorable
shift in public opinion all the way back to the era when the Chosun dynasty was subject to the “mercy” of
the emperors of the Ming and Qing dynasties. However, given the concomitant rise of economic ties
between China and South Korea and South Koreans’ friendly views of the country, a more thorough
examination is needed to prove a causative link, not just speculation.
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Figure 12

South Korea's Exports to China and the United States
as a Percentage of South Korea's GDP

1991 1992 1993 1994 1995 1996 1997

=&—The Ratio of South Korea's Exports to China to South Korea's GDP
== The Ratio of South Korea's Exports to the U.S. to South Korea's GDP

Source: WDI

Figure 13

Growth Rates of South Korea's Exports to China
and of South Korea's Total Exports
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Source: (1) South Korea’s total exports and South Korea’s exports to China: The Korea International Trade Association;
(2) Growth rates of China’s GDP: World Bank, World Development Indicators; and (3) Growth rates of South Korea’s
total exports and of South Korea’s exports to China constructed by the author.

As the figures above show, during the Kim Young Sam Administration’s pursuit
of segyehwa in 1993-1997, not only did South Korea’s exports to China increase as a

percentage of GDP while exports to the Unites States decreased as a percentage of
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GDP; moreover, during this same period the growth rates of South Korea’s total
exports tend to show a linear correlation with that of South Korea’s exports to China
except for 1993-94, when the Chinese government cracked down on bank credit to
suppress double-digit inflation.*? That could be a sign of South Korea’s increasing
dependence on China for its export growth, which can be also interpreted as a sign of
the growing importance of China for South Korea’s overall economic growth. As South
Korea’s economic dependence on China grew while its economic dependence on the
United States declined, which may have been a result of the Kim Young Sam
Administration’s promotion of the diversification of export markets in the broad
context of segyehwa, the administration’s tendency to shy away from making any firm
statements on China’s increasing assertiveness toward its regional neighbors appeared
to increase, irrespective of Beijing’s stance toward Pyongyang’s clandestine nuclear
weapons program. Next, let’s examine several important cases that provide examples
of South Korea’s accommodating behaviors toward China’s ascendancy during the

Kim Young Sam Administration.

First, whereas many academic specialists warned against relying on the Chinese
leadership to persuade Pyongyang to abandon its nuclear weapons program after
witnessing the pattern of Chinese behaviors during the first nuclear crisis in the Korean
peninsula, the Kim Young Sam Administration, including President Kim himself, did
not make any strong statements against Beijing’s ambivalent or even occasionally

favorable positions toward Pyongyang’s nuclear program. Instead, the public

2 Albert Keidel, China’s Economic Fluctuations and Their Implications for Its Rural Economy
(Washington, D.C.: Carnegie Endowment for International Peace, 2007), p. 46.
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statements the Kim Administration made only contained moderate words encouraging
Beijing not to vote against U.N. resolutions intended to keep the Korean peninsula
nuclear-free. For instance, Foreign Minister Han Sung Joo, in answering questions
raised by members of the standing Foreign Affairs and Unification Committee in the
National Assembly, stated that, “It is most urgent to secure China’s cooperation in the
U.N. on Pyongyang’s nuclear weapons matters. Thus, in his next visit to Beijing,
President Kim Young Sam will strongly demand China’s support to resolve the nuclear
crisis in the Korean peninsula.”*® Even President Kim Young Sam himself abstained
from using a single word to criticize China’s voting practices in the U.N. with regard to
North Korea’s missiles and nuclear programs, and just expressed his personal hope that
China would in the end join world-wide efforts to maintain peace in the Korean

peninsula.*!

Second, as can be seen in the careful selection of words in the official statement
adopted by the South Korean Ministry of Foreign Affairs in response to China’s
underground nuclear test at its Lop Nor site in the far west in May 1995, in which
China detonated what experts estimated to be a 40-to-150 kiloton explosion
underground,45 the Kim Young Sam government’s response toward China’s nuclear
tests in 1995 was restrained, especially compared to the response of Japan, which

immediately cut off aid to China in protest. The Korean statement says that “It is

%3 Chosun I1bo, “Patriot Missile to Be Deployed in Next Team Spirit Exercise,” March 24, 1994, p. 2.
* Chosun Ilbo, “National Security Meeting to be Held Tomorrow,” June 7, 1994, p. 1.

*° The New York Times, “China Sets Off Second Underground Nuclear Test in 3 Months,” August 17,
1995.
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regretful that China has resumed its nuclear testing while other nuclear-possessing
countries restrain from practicing nuclear tests and have agreed on the unlimited
extension of the nuclear Non-Proliferation Treaty on 11 May. The South Korean
government hereby strongly urges that all nuclear-possessing countries should be
committed to stopping further nuclear tests and working together on multilateral efforts
to disarm existing nuclear weapon states as well as to prevent the proliferation of
nuclear weapons to others. In so doing, we will be able to ensure progress towards the
long-term goal of a world free of the threat of nuclear weapons [emphasis added].”*
Especially given the fact that Pyongyang’s nuclear weapons programs had been a major
headache for the Kim Young Sam Administration even after the conclusion of the 1994
Agreed Framework, the selection of mild words for the statement, and the emphasis on
“all nuclear-possessing countries” rather than pinpointing China, surely shows the Kim
Young Sam Administration’s intention not to alienate its rising neighbor by using

aggressive words about the recent Chinese nuclear test.

Furthermore, the only concern the South Korean government expressed in response
to China’s 1996 firing of four short-range ballistic missiles at targets in the waters off
Taiwan, one to the north and three to the south of the island, which represented a peak

in a series of military exercises by China*’, was that the launches might send the wrong

% Chosun I1bo, “China Sets off Underground Nuclear Test,” May 6, 1995, p. 1.

" Andrew Nien-Dzu Yang, “The 1996 Missile Exercises: China’s Political Manipulation and Taiwan’s
Crisis Management,” CAPS Papers No. 27, China Council of Advanced Policy Studies, Taiwan, March
2000, pp. 1-3.
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message to Pyongyang.“® Thus, Foreign Minister Gong Ro Myung simply urged China
to settle the Taiwan crisis peacefully, without showing any strong support for
Washington’s decision to deploy the U.S. aircraft carrier Nimitz in the Taiwan Strait.*
This rather calm response by the South Korean government appeared surprising given
the widespread sense of crisis and harsh statements by other regional countries about
China’s aggressive acts in the Taiwan Strait.”® Seoul’s relatively mild response to the
Chinese missile tests near Taiwan in 1996 showed outside observers not only that
South Korea’s entrapment fear was outweighing its abandonment fear, but also that the
country was maintaining a careful approach toward China so as not to derail

burgeoning economic relations.

In short, the fact that the Kim Young Sam Administration’s accommodating
behaviors in the face of provocative Chinese acts continued even after it failed to
secure Beijing’s support during the first nuclear crisis in the Korean peninsula appears
to support the argument that the urgency Seoul felt to resolve the first nuclear crisis
was not the only motive the administration had in pursuing accommodation with a
rising China. Beyond the security needs, the administration, facing internal and external
factors that were adverse to the pursuit of its globalization plan, paid special attention

to China in making efforts to diversify South Korea’s trading partners and expand the

48 Yonhap News, “Seoul Fears Taiwan Crisis May Send Wrong Message to Pyongyang,” March 13, 1996.
49 Yonhap News, “Gong to Urge China to Settle Taiwan Crisis Peacefully,” March 15, 1996.

%0 Stuart Harris, “Political Crises in Northeast Asia: An Anatomy of the Taiwan and Korean Crises,”
Working Paper Series 2001/2 (Australian National University, Department of International Relations), p.
12.
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market for South Korean exports under the banner of segyehwa. This drive was
manifested in fast-growing trade interdependence between the two countries and the
rapid growth in South Korea’s foreign direct investment in China, which the South
Korean government supported. Therefore, despite China’s lukewarm support in
handling the North Korean nuclear weapons issue and occasionally assertive behaviors
by China that could have seriously destabilized the region, not only did the Kim Yong
Sam Administration’s accommodating behaviors continue, but South Korean public
opinion about China grew ever warmer. These developments occurred in tandem with
the rapid expansion of economic ties between China and South Korea, which seems to
have deepened the latter’s economic dependence on the former. Thus, in contrast to the
prevalent view that the Kim Young Sam administration’s single-minded focus on
denuclearizing the peninsula was the most critical reason why South Korea drew closer
to China and that economic motives were not as strong as political-security intentions,
Seoul’s economic needs were also at work in its accommodation with China’s rise from

1993 to 1997.

Part II. The peak of accommodation with China’s rise during the Kim Dae Jung
administration and the first half of the Roh Moo Hyun administration, 1998-2004:
connecting the dots between the 1997 financial crisis, China’s entry into the WTO,

the sunshine policy, the six-party talks, and China strategy

Assessing China’s rise, 1998-2004

China’s rising material capabilities
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China’s rise in 1998-2004 was manifest in various areas, from economics to diplomacy
to security. The rapid ascendancy of China was most apparent in economics (Figure 14
and 15). Successfully escaping the turbulence of the 1997-98 financial crisis that swept
across East Asia, China steadily moved into the so-called “controlled” market system
and joined the World Trade Organization in 2001. Its robust growth not only helped
those countries in the region that had been hard hit by the crisis to recover; more than
that, China became the engine of the East Asian economy from the late 1990s on,
transforming itself into the largest trade and investment partner of most regional
economies. As one scholar notes, “As the neighboring economies are fast integrating
with the Chinese economy, the economic map of East Asia has been changed greatly
by a rising China and stagnating Japan.”®* Given that Japan still seemed to be more
powerful than China by other standards, such as GDP calculated at the official
exchange rates, the above statement appears a bit exaggerated. However, given the
rapidly increasing economic influence China had on the region as it provided ever more
momentum for the growth of all the countries in the region (even including Japan),
despite the economic downturn in the global economy caused by the burst of the dot-
com bubble at the turn of the twenty-first century (see below),*? the view that the shift

of economic power toward China was on the horizon contained a measure of truth by

5 Dung-Chon Suh, “Economic Power Shift in East Asia and Its Political-Economic Implications,”
Unpublished manuscript, September 2005.

%2 Some argue that even before the 1997 financial turmoil, China’s strong export performance was the
factor that explains the export growth of the rest of Asia, pointing to a strong positive correlation between
the two. Therefore, they further argue that China was not the first domino of the financial crisis in the late
1990s; instead, it was the engine of economic growth for the region until right before the crisis. John
Fernald et al., “Was China the First Domino? Assessing Links between China and Other Asian
Economies,” Journal of International Money and Finance, Vol. 18, No. 4 (August 1999), pp. 515-35.
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the early 2000s. Furthermore, some of the decisions the Chinese leadership had made
in the midst of the financial crisis had certainly elevated China’s diplomatic status in
the region. For instance, Beijing made a firm commitment not to devalue its currency
despite a loss of mercantile competitiveness against its Asian neighbors as a result of
their currencies, including the yen, tumbling against the dollar after 1997. This not only
“quickened the pace at which the other currencies (except for the Indonesian rupiah)
could recover much, although not all, of their pre-1997 dollar values,”> but also
provided a valuable opportunity for China to re-position itself as a responsible regional

power, which in turn increased China’s diplomatic influence, as will see.

Figure 14
GDP Growth Rate, 1998-2004
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%3 Ronald McKinnon and Gunther Schnabl, “China: A Stabilizing or Deflationary Influence in East Asia?
The Problem of Conflicted Virtue,” Hong Kong Institute for Monetary Research Working Paper No. 23
(December 2003), p. 4.
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Figure 15
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China’s military capability has also risen rapidly during this period with the double-
digit increases of PLA budgets finally taking hold since 1996, so much so that
neighboring countries have begun to feel doubt regarding China’s real intentions
towards the region (Figure 16 and 17). Despite the fact that Chinese military budget
figures are far from an exact measure that reveals China’s military capabilities and true
intentions toward its neighbors, military expenditure figures are still useful since
“Military budgets are a visible manifestation of national strategic intentions, priorities,

and policies.”54

% Keith Crane et al., Modernizing China’s Military: Opportunities and Constraints (Rand Corporation,
2005), p. 91.
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Figure 16
Military Expenditure in Constant USD (2008), 1997-2004

60000
50000 /2_4
40000

__—
——

20000 —

30000

10000

1997 1998 1999 2000 2001 2002 2003 2004

===China ===Japan - South Korea

Source: Stockholm International Peace Research Institute (SIPRI)

Figure 17
Military Expenditure as % of GDP, 1997-2004
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Taking into account the fact that the Chinese government tends to exclude large
budgets that affect PLA growth in its official military spending figure, such as those for
research and development, foreign weapons purchases, and local government support,

Chinese military spending in 1998-2004 was actually higher than the figures above
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would indicate (Table 15).> Therefore, irrespective of which figure is used, it is
apparent that China’s military spending had already surpassed Japan’s by the turn of
the millennium.

Table 15
Chinese Military Spending: Official Figures and U.S. Estimates (U.S. billions)

2001 2001 2003 2004 2005
DIA® High 67 71 78 86 94
DIA Low 47 50 55 60 66

Chinese Official Military  17.43 20.78 23.26 26.90 30.27
Budget

Japan's Military Budget ~ 44.2 44.7 44.8 44.4 44.1

Source: Richard D. Fisher Jr., China’s Military Modernization: Building for Regional and Global Reach (Stanford,
California: Stanford University Press, 2010), p. 17.
DIA: Defense Intelligence Agency Sources: U.S. Department of Defense, Military Power of China, 2006 and 2007.

In addition to the quantitative growth of China’s military power, a definite shift took
place as early as the mid-1990s in the PLA, which began to emphasize investment in its
ground forces to make them smaller yet more lethal by enabling “Joint Integrated
Operations” through a concentration on “Informationization and Mechanization.” This

was alarming for China’s neighbors, since this shift meant China was preparing for

> Eisher argues that despite the criticism by some Western analysts that the DIA’s estimates are
exaggerated, “DIA estimates for future spending gain more credibility considering that the PLA will soon
be undertaking very expensive personnel, research, and production programs. These would include greater
salaries, professional education and benefits, aircraft carriers plus their air wings, large amphibious
projection ships, new classes of nuclear submarines, fifth-generation combat aircraft, large transport
aircraft, unmanned and perhaps manned space weapons, and an expensive manned Moon program. Add to
this the possibility of protracted wars of occupation on Taiwan or in Central Asia, and PLA budgets could
increase even faster.” Richard D. Fisher Jr., China’s Military Modernization: Building for Regional and
Global Reach, p. 17.
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dominating potential local wars in the region.®® China’s strong opposition to the U.S.-
led Theater Missile Defense system (TMD) in the region was also interpreted as an
attempt to undermine the American hub-and-spoke alliance system that China has long
perceived as a major obstacle to its pursuit of local military dominance. As we will see
later, the Chinese effort to undermine the strategic relationship between the United
States and its regional allies was most successful in the case of South Korea, which
declined to join the proposed TMD even in the face of increasing numbers of missile
launches from North Korea.

China’s growing assertiveness

As its material capabilities rapidly increased during this period, China appeared readier
than ever to show its claws whenever it felt it necessary. On the economic front, for
instance, not only did the number of China’s trade disputes with its neighbors go up,
but the punitive measures China employed against them as a way of resolving the
disputes in its favor became harsher, as in the cases of the “garlic war” between South
Korea and China in 1999-2000 and the “tatami war” between Japan and China in 2001.
And those tough measures of retaliation were perceived as necessary by the Chinese
leadership, especially when it suffered trade deficits with those of its trading partners
that it had trade disputes with.>” Also, on the security front, China was not a passive

mediator any longer where regional security matters were concerned. The country that

% As Fisher states, “Potential Local War conflicts that would reflect China’s current military
modernization preparations include Taiwan, Japan, Korea, the South China Sea and potential central Asian
conflicts.” Ibid., p. 123.

% Jae Ho Chung, “From a Special Relationship to a Normal Partnership? Interpreting the ‘Garlic Battle’ in
Sino-South Korean Relations,” Pacific Affairs, Vol. 76, No. 4 (Winter 2003/2004), pp. 549-68.
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was “hiding its light while nurturing its strength” and thus chose to be a bystander in
regional security affairs, as it did during the first nuclear crisis in the Korean peninsula,
has transformed itself into an active player in major events that could decide the
region’s strategic future, such as the Six-Party Talks that China has helped organize
and kept moving forward. Moreover, not only has China’s stance in several
confrontations with the United States become tougher (e.g. in the 1999 U.S. bombing
of the Chinese embassy in Belgrade and the 2001 Hainan Island incident); Beijing’s
expressions of opposition to the security plans of the U.S. and its regional allies that it
regards as hurting its national interests have also become more forthright and bolder.
Although China has continued to rise as a great power that has become less reluctant
to show its aggressive intentions in the pursuit of its national interests, the South
Korean government’s accommodationism actually peaked from 1998 to 2004, to the
surprise of many outside and inside observers. Furthermore, while the other regional
allies of the United States were welcoming more American boots into the region to
check the rapidly expanding Chinese sphere of influence, South Korea appeared to be
the only country drifting away from its long-time ally. What can explain South Korea’s
rather “odd” decisions in a time of shifting power in Northeast Asia? For a fuller
understanding of South Korea’s accommodating behaviors toward China from 1998 to
2004, it is critical to look back into the security and economic conditions under which
the country labored. In retrospect, there was no time in history that the convergence of
interests between the two countries was higher than in the period 1998-2004, from
economics to diplomacy to the political-security sphere. All these factors drove South

Korea to tilt further toward China.
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China as the biggest supporter of the Kim Dae Jung administration’s sunshine policy,
1998-2000

Convergence of interests

Although bilateral relations occasionally seemed to go through a challenging phase,
mainly due to disputes over history that erupted in 2003 and the North Korean refugee
issue, South Korea’s accommodating behaviors toward China continued throughout the
period 1998-2004 while its giant neighbor became ever more powerful and threatening.
As we will see, the intimidating side of China’s rise was most noticeable on the
economic front. On the political-security front, not only did China maintain a parallel
position with South Korea on various issues from the North Korean missile and nuclear
programs to the U.S.-led Theater Missile Defense system in the region; China also
became a big supporter of South Korea’s North Korea policy (the so-called Sunshine
Policy), evolving from being a passive spectator to an active mediator that took the lead
in shuttle diplomacy between the United States and North Korea. This has led South
Korea to depend more on China in resolving the North Korean nuclear conundrum,
even in the face of Washington’s frequent expressions of unease about the Sunshine
Policy. Given the convergence of China and South Korea’s security interests in 1998-
2004, it would not have been reasonable for South Korea to balance against China’s
rise just because China’s material capabilitiecs were rising. Indeed, from the security
standpoint, South Korea had more reasons to accommodate China’s rise than to balance
against it. Next, let’s examine how South Korea’s security needs in promoting inter-

Korean reconciliation and resolving the North Korean nuclear problem by non-military
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means drove the country further to accommodate China’s rise despite occasional
disputes.

Seoul’s pursuit of the sunshine policy

First, even after the conclusion of the 1994 Agreed Framework and the ensuing
announcement of the Sunshine Policy when President Kim Dae Jung took office in the
Blue House, Pyongyang’s aggressive attempts to disturb the South continued. Starting
with the threat to unravel the Geneva Accord in a show of defiance against the United
States that did not lift the economic embargos it had imposed on North Korea until
1998, Pyongyang attempted a series of submarine incursions into South Korean waters,
one of which resulted in a nine-day naval confrontation in disputed waters in the
Yellow Sea (the First Battle of Yeonpyong), engaged in activities “to revive the

»%8 and launched a three-stage ballistic missile

country’s frozen nuclear programs
(Taepo-dong) over Japan. The series of provocations instigated by the North once again
heightened the level of crisis in the Korean peninsula to the point where they threatened
to endanger Seoul’s ambitious Sunshine Policy, which stood in stark contrast to
previous administrations’ North Korea policy calling for unification on South Korean
terms. Indeed, the unrelenting adventurism of the North toward the South not only had
a negative influence on the level of public support in South Korea for President Kim’s

engagement policy toward North Korea; it also prompted the U.S. Congress to call for

a fundamental review of U.S. North Korea policy and to threaten to cut off funding for

%8 David E. Sanger, “North Korea Site an A-Bomb Plant, U.S. Agencies Say: Could Break ‘94 Accord,”
New York Times, August 17, 1998, Al, A4; and “North Korea’s Nuclear Ambitions,” New York Times,
August 19, 1998, A34.
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the Korean Peninsula Energy Development Organization (KEDO) project.
Confronting decreasing public support in South Korea for the Sunshine Policy and the
new U.S. emphasis on the need to stop Pyongyang’s missile and nuclear weapons
programs in the face of growing provocations by the North, the Kim Dae Jung
Administration found itself increasingly dependent on China to find a way out of the
North Korean nuclear quagmire as well as to push forward the Sunshine Policy.

The Kim Dae Jung administration’s Sunshine Policy toward the North rested on
three ‘no’s: no isolation, no destabilization, and no absorption. This foundation of
President Kim’s Sunshine Policy was a perfect match for Beijing’s North Korea policy.
Indeed, China was satisfied with Seoul’s new policy of engagement with Pyongyang,
so it was not as reluctant as it had been several years before to exert its influence with
North Korea in order to help Seoul find non-military solutions in dealing with the
North and keep the Agreed Framework alive. Albeit for slightly different reasons than
South Korea, Beijing had “an interest in a non-nuclear Peninsula, no collapse of the
North, and prevention of a larger Japanese military role in the region, all of which
would become salient concerns if the Agreed Framework were to break down.”®
Likewise, seemingly going against Washington, which had prioritized the dissolution
of Pyongyang’s missile programs, Seoul and Beijing maintained parallel positions with
regard to their policy priorities regarding North Korea (avoiding a serious military

confrontation with North Korea that could worsen economic conditions in China and

% Victor D. Cha, “Engaging China: Seoul: Beijing Détente and Korean Security,” Survival, Vol. 41, No. 1
(Spring 1999), p. 73.

% Ibid., p. 91.
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South Korea) and the means they desired to use to resolve the North Korean issue (non-
confrontational and non-military).

Occasional tension between Seoul and Washington

By contrast, Washington and Seoul had difficulties in narrowing their differences about
policy priorities. While the Kim Dae Jung Administration put its emphasis on finding
non-confrontational means to decrease North Korean provocations within the broad
context of the Sunshine Policy, the Clinton Administration was coming under
increasing pressure from the Republican-controlled Congress, which sought to
constrain Pyongyang from further developing its missile and nuclear weapons
programs. Although the differences in policy priorities toward North Korea were rather
smoothly dealt with through a series of frequent consultations (i.e. the Trilateral
Consultation and Oversight Group between the U.S., Japan, and South Korea), the
differing priorities represented ‘“a real, but not unfamiliar, challenge to alliance
management.”®" Afraid that the pressure from Congress might trigger the Clinton
Administration to shift toward a more confrontational approach toward Pyongyang,
which would definitely harm President Kim’s Sunshine Policy in the near term,
“President Kim and then National Security Advisor Lim had been privately and
publicly urging [U.S. Defense Secretary William] Perry to pursue a ‘comprehensive’ or
‘package’ deal embracing all outstanding issues with North Korea.”®? After a series of

consultations between South Korea, Japan, and the U.S., Perry went to Pyongyang, and

*! David G. Brown, “U.S.-ROK Relations: The Sun Is Still Shining, at Least for Now,” Comparative
Connections, Vol. 1, No. 1, p. 22.

%2 |bid., p. 24.

284



while focusing on Washington’s nuclear and missile priorities, presented a
comprehensive package deal worked out with Seoul.

In addition to the discrepancies in policy priorities toward North Korea, there were
other bilateral issues that often challenged the U.S.-ROK alliance in the late 1990s.
Some examples are the U.S.-ROK missile talks that continued without reaching
agreement, the renegotiation of the Status of Forces Agreement (SOFA) and the U.S.
military’s occupation of prime real estate in Seoul, and the Nogun-ri issue.®

However, more serious than these bilateral issues from the perspective of the U.S.-
ROK alliance was the Kim Dae Jung Administration’s declaration on May 12, 1999
that the ROK would not participate in the U.S.-led Theater Missile Defense (TMD)

program,® which Japan had already agreed to join immediately after Pyongyang’s

%3 The Nogun-ri issue is the charge that U.S. troops killed Korean civilians at Nogun-ri during the initial
phase of the Korean War, which surfaced in September 1999 and had been a major focus of contention
between the two allies until 2001. The charges were initially well managed because the U.S. government
quickly acknowledged the issue and promised an open inquiry; however, as the U.S. investigation
proceeded slowly and without serious consultations with the South Korean investigation team, it worsened
anti-Americanism in South Korea.

% The U.S. and Japanese joint development of the Theater Missile Defense program gained serious
momentum due to North Korea’s Taepodong rocket launch of August 31, 1998. The prospect of additional
launches by Pyongyang induced active policy consultations among the United States, Japan, and South
Korea. But South Korea did not join the program. According to a survey done in 2008, the “U.S. is
developing a three-phased missile interception system for TMD. The U.S. is developing airborne laser
(ABL) systems for boost phase interception and testing Theater High Attitude Area Defense (THAAD)
systems and Navy Theater Wide (NTW) missiles like SM-3s for in-flight phase interception. For terminal
phase interception, it deploys SM-2 Block IV for ships and PAC-3s on ground. For TMD the U.S. is
collaborating with Japan and Taiwan, while SM-3 missiles are now co-developed by the U.S. and Japan.
South Korea, however, is not participating in the U.S.-initiated missile defense.” Scott Snyder, “China-
ROK Relations: Focus on Stability Despite New Challenges,” Comparative Connections, Vol. 1, No. 2, p.
50; and Taewoo Kim, “ROK Military Transformation and ROK-US Security and Maritime Cooperation:
MD, PSI and Dokdo Island,” International Journal of Korean Studies, Vol. XII, No. 1 (Fall/Winter 2008),
p. 51.
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launch of the Taepodong rocket.®® Given the fact that South Korea’s missile defense
capability was severely limited and extremely vulnerable to the North’s nuclear
threat,”® Seoul’s decision not to join the U.S.-led TMD system did not appear logical
from the perspective of Korean military experts.®” Although there was a technical
reason why Seoul shied away from joining TMD, in that “proximity to North Korea
nullifies the South’s missile defense efforts, as North Korea’s missiles can strike targets

in South Korea within 3-7 minutes,”®®

a political reason loomed larger, which was not
to irritate a China that was already hypersensitive to the eastward expansion of NATO,

U.S. cooperation with Eastern European states on missile defense, and Japan’s decision

%5 After the North’s launch of the Taepodong rocket over Japan in August 1998, Japan swiftly moved to
counter further missile tests by Pyongyang. As Xizhen and Brown have noted, “Besides the U.S.-Japan
security alliance, Japan intends to launch its own intelligence-gathering satellites in 4 years and to begin a
joint technical cooperation program on TMD with the U.S. Japan’s third policy is to permit its Self-Defense
Forces to act under the terms of the 1997 legislation on U.S.-Japan Defense Cooperation Guidelines, which
allows Japan to contribute logistic support to U.S. military operations in the event of emergencies in the
area surrounding Japan.” Zhang Xizhen and Eugene Brown, “Policies toward North Korea: a Time for New
Thinking,” Journal of Contemporary China, Vol. 9, No. 25 (2000), p. 541.

% Kim nicely summarizes the threat to the South posed by the North’s missile development. According to
him, “North Korea has a 40-year-long history of missile development since it emulated Russian and
Chinese technologies. North Korea, now with its own capability of developing middle and long-distance
missiles, deploys formidable ballistic missiles. To South Korea, the North’s missile power is an integral
part of the nuclear threat. If North Korea decides on a nuclear attack against the South, Scud-B (300km),
Scud-C (500km), Scud-D (700km) and Rodong-1 (1,000km) will be the most likely delivery vehicles.
Daepodong-1 (2200km) and Daepodong-2 (5,000-6,000km) now under development will be a significant
addition to its delivery capability. In addition, North Korea can use planes like IL-28, MIG-21, MIG-23,
MIG-29 for nuclear attack purposes.” Taewoo Kim, op. cit., pp. 49-50.

%7 Interviews in January 2012 with military officers in the International Policy Bureau at the Ministry of
National Defense, Republic of Korea. According to the interviewees, there were growing voices within the
Defense Ministry expressing concern about the possibility that President Kim Dae Jung’s personal
insistence on not joining TMD would greatly harm national interests in the long term. However, they were
extremely careful not to let their concerns leak out of their inner circle given the Kim Administration’s
heavy emphasis on the Sunshine Policy.

%8 Taewoo Kim, op. cit., p. 51.

286



to join TMD, all of which the Chinese government viewed as part of an effort to
counter its increasing power.® That is, President Kim, firmly believing that the success
of the Sunshine Policy toward the North was highly dependent on South Korea’s
relations with regional great powers, especially China, did not want to lose Beijing’s
support for Seoul’s policy of engagement with the North as a result of South Korea
joining TMD.™ During the talks between ROK and PRC arms control officials on
Northeast Asian disarmament and nonproliferation issues in Seoul in June 1999,

“China’s Director General for Disarmament, Sha Zukang, expressed concern about

69 Ibid., p. 52. Victor Cha also describes the Kim Dae Jung Administration’s decision not to participate in
the TMD program as the most obvious evidence of Seoul gravitating toward and thus accommodating
Beijing. “The most direct evidence of China’s influence over South Korea is the deference that Seoul
shows in policy decisions that run against U.S. interests. Aside from a clear ROK aversion to
countenancing visits by the Dalai Lama to Korea (compared with Japanese receptiveness to these visits),
the most significant act was Seoul’s decision under the Kim Dae Jung government to decline participation
in U.S. theater missile defense initiatives for the region. Although Seoul’s official explanation rested on
strategic rationales (i.e., North Korean artillery threats rather than ballistic missile threats), cost constraints,
and the inability to meet technology thresholds, the unofficial reason had to do with a desire not to alienate
China with such a decision.” Victor D. Cha, “South Korea: Anchored or Adrift?”” In Richard J. Ellings et
al., eds., Strategic Asia 2003-04: Fragility and Crisis (Seattle and Washington, D.C.: The National Bureau
of Asian Research, 2003), p. 117-118.

0 |nterviews in January 2012 with military officers in the International Policy Bureau at the Ministry of
National Defense, Republic of Korea. In a similar vein, Cha states that “ROK officials informally comment
that China’s strongly expressed antipathy to TMD is another major reason for Seoul’s policy. Beijing has
publicly applauded Seoul’s decision not to participate. The implicit quid pro quo was made clear at
assistant minister talks on Northeast Asia disarmament and nonproliferation issues in Seoul in early June
1999. There, China’s Director General for Disarmament Sha Zukang reiterated support for the South’s
decision to refrain from joining the TMD program and made statements about the need for the DPRK to
comply with the Chemical and Biological Weapons conventions. In short, to Seoul TMD is too expensive,
upsetting to others (especially China), and irrelevant to ROK security needs.” Victor D. Cha, “The
Rationale for ‘Enhanced’ Engagement of North Korea: After the Perry Policy Review,” Asian Survey, Vol.
39, No. 6 (November-December 1999), p. 864.
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Japanese support for TMD and applauded South Korea’s decision to refrain from

joining the TMD program.”’!

Beijing’s re-emergence as an important patron for the survival of Pyongyang

and Seoul’s growing accommodation with an ascending China

As China’s sphere of economic influence in the North became wider and deeper due to
its playing the role of the only reliable patron that could ensure Pyongyang’s survival,
Seoul’s accommodationist gestures toward China during the Kim Dae Jung
Administration grew accordingly. First, during the unprecedented visit by South
Korean Defense Minister Cho Song Tae to Beijing in August 1999, Cho expressed
Seoul’s eagerness to cultivate an improved defense relationship with China in a rather
unusual way. He stated in a lecture at the PRC’s National Defense College that “the
disposition of U.S. forces following Korean unification shall be decided by unanimous

. L T2
agreement among Northeastern Asian countries,”

which led the opposition in South
Korea’s National Assembly to call for Cho’s resignation. However, despite strong
opposition from the Grand National Party and opinion leaders who viewed a continued
long-term U.S.-ROK security relationship as a pillar of Korean security even after

unification, not only did Cho not resign; South Korea’s major dailies barely even

covered Cho’s remarks during his visit to Beijing. ® Moreover, after witnessing

& Stephen E. Noerper, “China-ROK Relations: Quietly Building Trust,” Comparative Connections, Vol. 1,
No. 1, p. 48.

2 Seott Snyder, “China-ROK Relations: Focus on Stability Despite New Challenges,” pp. 50-1.

& Among the three major dailies, Chosun 11bo is the only one that briefly dealt with Cho’s statement in

Beijing in its articles regarding the pros and cons of the Sunshine Policy. The other two major

dailies—Jungang IIbo and Dongah Ilbo—did not even mention it. I conducted interviews with two

journalists in August 2012—one at Chosun Ilbo and the other at Dongah Ilbo—to see if there were any
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Chinese officials encouraging moderation and continued dialogue in consultations with
both American and North Korean officials and urging both Koreas to refrain from
using any means that would threaten peace and stability, President Kim Dae Jung in
meetings with former presidents at Chongwadae gave all possible credit to China for
playing a major role in putting the brakes on Pyongyang from engaging in additional
missile tests after the 1998 launch of the Taepodong rocket.”

Second, despite growing criticisms in the South Korean media that “the ROK
government had not adequately responded to reports of the detention of the South

99 75

Korean citizens for fear of irritating the PRC government, the South Korean

government not only refrained from publicly stating the government’s position on PRC

76

Ambassador to South Korea Wu Dawei’s controversial statement; "~ it also kept

pressures from above not to cover Cho’s remarks too heavily, especially when the Sunshine Policy was in
peril, mainly due to the newly discovered North Korean nuclear sites in Yongbyon. However, none of them
were in a position to confirm the rumor that Chongwadae was behind the major dailies’ silence on Cho’s
controversial statement in Beijing. For details regarding the heated debates between policymakers in the
National Assembly over President Kim’s Sunshine Policy, see Chosun Ilbo, “Three Different Views on the
Sunshine Policy,” August 27, 1999.

" Chosun I1bo, “President Kim Dae Jung’s Luncheon with Former Presidents at Chongwadae,” September
21, 1999. While giving all credit to China for dissuading North Korea from firing another missile, President
Kim noted that one probable reason for China to play such a major role in discouraging the North’s missile
tests was that China did not want to give any excuse to right-wing parties in Japan to press for the
rearmament of Japan.

S Snyder, op. cit., p. 53.

"® At a session with academics and journalists, Wu Dawei argued that “South Korean media dub these
people (North Korean refugees) as defectors but | do not view them as refugees. They suffer no political
restraints in their own country. The United Nations also reached a conclusion that these people cannot
belong to the category of refugee... The issue is about what happens between China and North Korea.
Beijing and Pyongyang have the capacity to handle it. If you adopt a method which further complicates it,
it would do no good to any of the parties involved... This is a new interventionism. We have to guard
against such a trend.” Ibid., pp. 53-4, and Chosun Ilbo, “The North Korean Refugee Issue as a Matter
between China and North Korea,” September 3, 1999.
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pursuing “quiet diplomacy” with Beijing on the North Korean refugee issue. And
although Beijing’s refugee repatriation on January 12, 2000 took place despite vigorous
lobbying by the South Korean government, resulting in the replacement of Foreign
Minister Hong Soon Young with former Korea Foundation President Lee Jeong Binn,
the incident did not cause any trouble in the expanding bilateral relations between
South Korea and China. Indeed, in retrospect, Beijing’s refugee repatriation had more
of an impact on South Korean domestic politics than on the Sino-ROK bilateral
relationship, causing heated debates regarding who caused the incident between the
Foreign Ministry and the media, and between the ruling party and the opposition
parties.”” That is, instead of pointing its finger at Beijing for failing to consult with
Seoul prior to the repatriation, a move that made China appear far from attentive to the
ROK’s unofficial efforts to convince it to take a more flexible position on the North
Korean refugee issue, the South Korean government blamed the media and the
opposition party for the incident and for shaking the foundations of the Sunshine
Policy. Furthermore, during a meeting with Chinese Defense Minister Chi Haotian in
Seoul, top South Korean defense officials expressed their desire to develop the military
side of the Sino-ROK bilateral relationship, describing the visit as “contributing to the

dismantling of the Cold War structure on the Korean peninsula and supporting the

113

" The Foreign Ministry blamed the media for interfering with the government’s “quiet diplomacy” by
indiscreetly reporting the incident. One government official stated that the media’s “security
commercialism” was ruining the government’s diplomacy with Beijing and Russia to save North Korean
refugees’ lives. On the other hand, the opposition parties blamed the Kim Administration’s Sunshine Policy
for causing the incident in the first place, calling the administration’s North Korea policy “naive” and
“dangerous.” Chosun Ilbo, “The Foreign Ministry Venting Its Anger on the Media,” January 17, 2000; and
Chosun Ilbo, “Former President Kim Young Sam Blaming the Sunshine Policy for the Refugee
Repatriation Incident,” January 17, 2000.
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establishment of a multilateral security system in Northeast Asia.”’® Additionally, the
South Korean government accommodated almost all the Beijing’s demands on various
“minuscule” issues, including refusing to grant a visa to the Dalai Lama, carefully
considering the political asylum plea of Chinese democracy activist Xu Bo who
escaped to South Korea in 1999 with a Chinese tour group, and putting off restoration
of direct air links with Taiwan following the election of President Chen Shuibian.” In
short, facing growing resistance at home to the Sunshine Policy due to the resurgence
of North Korean provocations toward the South, and dealing with Washington’s
occasionally confrontational policy toward North Korea that prioritized getting
Pyongyang to discard its suspected nuclear and missile programs, the Kim Dae Jung
Administration had become more reliant on China to sustain the Sunshine Policy,
which in turn intensified Seoul’s accommodationist behaviors toward Beijing over
various political-security issues, from declining to join the U.S.-led TMD system to

dealing with North Korean refugees and refusing to grant a visa to the Dalai Lama.

78 Chinese Defense Minister Chi’s five-day visit upgraded the bilateral relationship by expanding the
horizon of the relationship into the military arena. Indeed, the visit “opened the door for regularized
bilateral military exchanges between high-level officials, opened ties between counterpart military
educational institutions, and paved the way for working-level discussions regarding exchanges of ship
visits and joint military exercises.” Furthermore, Chi’s visit to Seoul signaled Beijing’s shift toward
developing the military side of the relationship, which Beijing had refrained from until the turn of the
century, mainly in deference to sensitivities in Pyongyang. Beijing may want to use the development of
military relations with South Korea as a counterbalance against the strengthened U.S.-Japan security
relations. Scott Snyder, “China-Korea Relations: Upgrading Communication Channels, Messages Are
Getting Clearer,” Comparative Connections, Vol. 2, No. 1, p. 67.

" South Korea conceded to Chinese demands with regard to both the planned visit by the Dalai Lama to
Seoul and moves to reestablish direct commercial air links between Seoul and Taipei in return for
immediate economic rewards from Premier Zhou’s state visit to Seoul. Snyder, op. cit., pp. 67-68; “China-
Korea Relations: The Insatiable Sino-Korean Economic Relationship: Too Much for Seoul to Swallow?”
Comparative Connections, Vol. 2, No. 3, p. 83; and “China-Korea Relations: Consummating ‘Full-Scale
Cooperative Partnership,”” Comparative Connections, Vol. 2, No. 4, p. 76.
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Beijing as the only patron of Seoul’s North Korea policy, 2001-2004

Faltering foundations of the sunshine policy

Compared to the year 2000, which was filled with exuberant expectations with regards
to the improvement of inter-Korean relations, the year 2001 brought frustration and
disappointment for the South Korean government. Internal and external conditions
were against the further development of President Kim’s Sunshine Policy. First,
domestically conservatives and the opposition party at home were becoming ever
louder in their criticisms of the Kim Dae Jung Administration’s one-sided policy of
“giving without receiving as deficient in reciprocity,” so the foundations of the
Sunshine Policy began to dissolve as early as late 2000. Conservatives in South Korea
argued that “North Korea’s gestures are merely a tactical shift that does not change the
DPRK’s fundamental aggressive strategies aimed at undermining the South Korean
system,” in stark contrast to the Kim Administration’s firm belief that North Korea
would open up and make changes in its domestic system once a regional and
international environment favorable to the North was created mainly thanks to the
Sunshine Policy.® In the midst of the heated debate between conservatives and
progressives on the effectiveness of the Sunshine Policy, the 2000 parliamentary
elections in South Korea produced what has been termed a yoso yadae (small
government party and large opposition) situation as the Grand National Party (GNP)

won 39% of the total vote, the Millennium Democratic Party (MDP) won 35.9%, and

8 Yong-Chool Ha, “South Korea in 2000: A Summit and the Search for New Institutional Identity,” Asian
Survey, Vol. 41, No. 1 (January/February 2001), p. 31.
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the United Liberal Democrats (ULD) 9.8%.% Thus, the roots of Kim’s engagement
policy toward North Korea became so debilitated that it appeared by the end of 2000
that the momentum of inter-Korean reconciliation was almost lost. A further defeat in
elections the following April not only weakened the government’s ability to control the
legislative agenda; it made the president into a lame duck.

Externally, a complete about-face in Washington’s North Korea policy under the
new Bush Administration was ominous enough to dampen heightened expectations in
Seoul following the North-South summit in June 2000 that inter-Korean relations
would continue to improve.* Starting with the North’s announcement that it would not
participate in the fifth ministerial meeting scheduled for March 2001—as a result, it
was believed, of Pyongyang’s dissatisfaction with President Bush’s expressed distrust

|83

of Kim Jong II"°—the North withdrew all of the manpower and equipment it had

prepared to reconnect the Kyoungeui railroad line, and resumed its usual provocations

81 Hong Nack Kim, “The 2000 Parliamentary Election in South Korea,” Asian Survey, Vol. 40, No. 6
(November/December 2000), pp. 894-913.

82 5cobell briefly describes the ideological foundations of the Bush administration, which he thinks is the
key to understanding the direction of its policy toward North Korea. According to him, the hawks of the
Bush administration “appear to view North Korea and China as the implacable ideological foes of the U.S.
These governments are seen as adversaries whose vital interests are in direct conflict with those of
Washington... The result of this ideological underpinning is a shift of focus in ‘U.S. priorities in Asia’ from
Clinton-era economics to ‘military issues and security policy’—a transition only likely to be reinforced by
the ongoing war on terrorism.” Andrew Scobell, “Crouching Korea, Hidden China: Bush Administration
Policy toward Pyongyang and Beijing,” Asian Survey, Vol. 42, No. 2 (March/April 2002), pp. 344-5. For
details regarding the Bush Administration’s shift of focus in Asia policy, see Kurt M. Campbell, “Bush’s
First 100 Days in Asia,” Far Eastern Economic Review, May 10, 2001, p. 32.

8 Indeed, “Pyongyang expressed annoyance at the Bush administration’s standoffish policy direction, its
public statements labeling North Korea a producer of biological weapons, and its renewed demands for
verification of a halt to the export of missiles and an end to production of weapons of mass destruction.”
Yong-Chool Ha, “South Korea in 2001: Frustration and Continuing Uncertainty,” Asian Survey, Vol. 42,
No.1 (January/February 2002), p. 58.
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aimed at the South by illegally transgressing the Northern Limited Line sea boundary.®
Worse, in contrast to the favorable developments between the U.S. and South Korea
right before President Clinton left office,® signs of dispute between Washington and
Seoul with regard to their respective approaches toward North Korea became
unmistakable during the Bush-Kim summit of March 7, 2001. Many people noted that
the disarray in U.S.-ROK relations began even before the summit, when President Kim
declared his intention to “preserve and strengthen” the 1972 Anti-Ballistic Missile
Treaty (ABM) in a joint communiqué with President Vladimir Putin, which angered
some hawks in the Bush Administration and thus made it necessary for President Kim

to explain the joint communiqué during his visit to Washington.® In short, confronting

84 Joongang llbo, June 15, 2001.

8 Before leaving office, the Clinton Administration finalized three important agreements with South
Korea: (1) a new Status of Forces Agreement (SOFA), which gave South Korea greater latitude in
prosecuting U.S. soldiers under Korean law; (2) a missile agreement that extended the range and payload of
South Korean missiles to the limits permitted by the Missile Technology Control Regime (MTCR) (300 km
and 500 kg); and (3) an agreement that U.S. soldiers were responsible for the deaths of an “unconfirmed
number” of civilians at Nogun-ri during the early days of the Korean War. In addition to these agreements,
Secretary of State Colin Powell signaled the Bush Administration’s support for Kim’s Sunshine Policy
toward North Korea in several statements. Donald G. Gross, “U.S.-Korea Relations: Slow Start in U.S.
Policy toward the DPRK,” Comparative Connections, VVol. 3, No. 1.

8 Missile defense was a topic that was clearly high on the Bush Administration’s agenda, so much so that
the administration pursued a missile defense program in Asia despite increasing concerns about the
possibility that it would threaten Sino-U.S. relations. “On December 13, 2001 President Bush declared
Washington’s intent to withdraw from the ABM Treaty shortly after calling President Jiang and offering to
initiate ‘high-level strategic talks’ with China. Regarding China and U.S.’s MD program in Asia, Rumsfeld
stated that: “T don’t think, frankly, that missile defense is going to make one bit of difference to China.
They’re going to be doing what they are going be doing anyway. And the only state or entity that could
contend that missile defense was threatening to them is a country that has decided that they [sic] want to try
to intimidate the U.S. or their neighbors with ballistic missiles.”” David E. Sanger, “Bush Offers China
Talks on Arms as U.S. Pulls Out of ABM Treaty,” New York Times, December 14, 2001; Secretary
Rumsfeld, Pentagon press briefing, July 11, 2001, available at
http://defenselink.mil/news/Jul2001/t07132001_-t0711sd.html; Scobell, op. cit., pp. 360-1; and Ha, op. cit.,
p. 62.
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both an internal political dispute over the effectiveness of President Kim’s engagement
policy and external conditions adverse to the maintenance of the Sunshine Policy
largely due to the Bush Administration’s standoffish policy toward Pyongyang and
Pyongyang’s resumed hostility toward Seoul, the South Korean government was
noticeably losing momentum for the sunshine policy. “Kim Dae Jung’s less-than-
successful visit thus portended problems for progress in inter-Korean relations and his
perceived lack of diplomatic skill prompted sharp criticism from many quarters in
Seoul.”®

Unfortunately, there was no sign of recovery of the lost impetus, mainly owing to a
series of adverse events. Starting with President Bush’s highly controversial “Axis of
Evil” speech in January 2002 and Pyongyang’s resumed “nuclear brinkmanship,” the
major events between the United States and South Korea® not only made it difficult for
the two allies to narrow down their perceptual and policy gaps with regards to North
Korea’s missile and nuclear programs; they also intensified anti-Americanism in South

Korea, which led many observers to the rather cursory conclusion that South Korea was

drifting apart from the United States and tilting even closer to China.

87 Ha, op. cit., p. 62-3.

8 Some examples are Secretary of State Colin Powell’s public expression of the Bush Administration’s
doubts about Seoul’s Sunshine Policy; the leakage of the Pentagon Report (the Nuclear Posture Review),
which included U.S. contingency plans for the possible use of nuclear weapons against China, Russia, and
North Kore;, the second Battle of Yeonpyong; and the resumed North Korean “nuclear brinkmanship.” In
retrospect, the most troublesome event between Seoul and Washington was the armored vehicle accident in
which, on June 13, 2002, a U.S. Forces Korea armored vehicle on a training mission hit and killed two
teenage girls who were walking along a road. Not only did the incident further reinforce South Koreans’
negative perceptions about the Bush Administration, which had been growing since President Bush’s “Axis
of Evil” speech; the incident also provoked large anti-American demonstrations throughout the country.
The other event that worsened growing anti-Americanism in South Korea was the perceived unfairness of a
judge’s decision disqualifying a South Korean speed skater at the Winter Olympics in Salt Lake City.
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China as the only hope for Seoul

Facing these events adverse to preserving the Sunshine Policy while continuing to
receive backing from China for its engagement policy with North Korea, the Kim Dae
Jung government doubled down on accommodating Beijing’s growing demands, to the
point where many outside observers viewed South Korea as already having been
sucked into the orbit of the Chinese-centered system in Northeast Asia. Whereas the
Bush administration engaged in a verbal tug of war with Pyongyang, expanding the
agenda with North Korea by including North Korea’s conventional force structure in
negotiations and elevating its deterrence posture on the peninsula to the highest level
since 1994, Beijing showed its consistent support for Seoul’s endeavors to find non-
military solutions to solve the North Korean problems in a broad context of advancing
inter-Korean reconciliation, a policy which the Chinese leadership viewed as a
cornerstone of the region’s stability. Thus, it seemed only natural from the perspective
of the South Korean government to align itself more closely with a China that shared
its strategic interests in dealing with North Korea. Later, China’s shuttle diplomacy
between Pyongyang and Washington as a host of the Six-Party Talks (SPT) further
elevated China’s diplomatic status in Seoul’s eyes to that of an “honest” broker
between the two Koreas. This Chinese-South Korean honeymoon continued until 2004,
when disputes over history suddenly alerted the South Koreans to China’s hidden

intentions toward the region.
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Seoul sticking to accommodation with the rise of China

to the disappointment of Washington

That Seoul and Beijing maintained parallel positions on North Korea’s nuclear
programs does not necessarily mean that the two countries had no differences at all
over political-security matters; in fact, it appeared that the number of issues on which
the two countries had difficulties finding middle ground were growing after the turn of
the century, for example on the North Korean refugee issue and disputes over history.
Nonetheless, the South Korean government’s single-minded focus on sustaining its
engagement policy with North Korea drove it to double down on its strategy of
accommodating the increasing Chinese demands on various issues and therefore led
Seoul to maintain its original positions on these issues from 1998-2000, in the belief
that Beijing’s support for Seoul’s North Korea policy was indispensable, particularly in

the face of Washington’s new hard-line approach.®

8 Until late 2003, the major difference between Washington and Seoul in dealing with Pyongyang’s
nuclear weapons programs was whether to rule out the use of force against North Korea. “...the Kim Dae-
jung government, in a position later adopted by President-elect Roh Moo-hyun and his advisors,
consistently reiterated its commitment to avoid war on the peninsula while condemning Pyongyang’s
withdrawal from the NPT and its nuclear program. In urging the U.S. to enter into direct negotiations with
North Korea, Seoul asserted its willingness to play an active role in resolving the nuclear issue... By ruling
out the use of force against North Korea at the outset, Bush advisors argued, the U.S. and South Korea
could not pursue an effective diplomatic strategy with its usual ‘carrots and sticks.” The core issue causing
conflict between the two allies was, of course, whether to treat military conflict as a possible response or
solution to North Korea’s menacing moves toward developing a nuclear weapons capability.” However, at
the APEC summit meeting in October 2003, President Bush “underscored Washington’s continuing support
for finding a diplomatic solution to the North Korean nuclear issue through the six-party talks.”
Furthermore, he offered to join “China, Russia, Japan, and South Korea in providing written multilateral
security assurances to Pyongyang,” which hinted that moderates were gaining the upper hand in
Washington. Donald G. Gross, “U.S.-Korea Relations: Tensions Escalate as the U.S. Targets Iraq,”
Comparative Connections, Vol. 5, No. 1; and “U.S.-Korea Relations: Now You See ‘Em, Now You Don’t:
Elusive Six-Party Talks,” Comparative Connections, Vol. 5, No. 4.
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As regards the prospect of joining regional security programs initiated by the United
States, first, South Korea tended to shy away from taking any action that might irritate
Beijing. Two obvious examples of the Roh administration’s accommodationist
behaviors toward Beijing are its twin decisions not to participate in two security
programs led by the United States: the TMD and PSI (Proliferation Security Initiative)
programs. As in the case of the TMD program, the South Korean government was very
careful not to officially link its decision on PSI to China’s opposition to it. In fact, the
official position of the South Korean government was very vague in terms of
specifying reasons for not joining the PSI. According to the official statement by
Foreign Ministry official Park In Kook, “We (the South Korean government) are not
formally joining PSI in terms of form and process.... We support the goal and
principles of the plan, but because of the special circumstances we are in, we are here
declaring that we are not formally joining.”90

Although that special circumstance mainly had to with the country’s relationship
with North Korea, which was one of the targets of the PSI, many in Washington were
disposed to regard Seoul’s decision on the PSI as a sign that South Korea was tilting
toward China and drifting apart from the United States. Alongside Washington’s
discontent, the decision also brought about strong opposition from conservatives in the
country, who regarded the government’s decision as “a declaration that [the

government] will voluntarily isolate itself from the international community.”* Given

that most longstanding allies of the United States decided to participate in the PSI, with

% “South Korea Won’t Join PSI,” Korea Times, November 13, 2006.
o Chosun Ilbo, November 13, 2006.
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its goals of taking action against WMD and missile proliferation,®” the South Korean
government’s decision was considered by many to be unusual behavior for a longtime
ally of the United States. Therefore, the Roh administration’s decisions to maintain its
predecessor’s position on the TMD program as well as to not participate in the PSI
were picked up by many observers as signs of Seoul’s intention not to do anything that
might jeopardize ties with China even at the expense of its security relations with the
United States. However, such observers seemed to overlook the Roh Administration’s
decision to dispatch Korean troops to Iraq as part of the U.S.-led coalition, which could
be seen as its attempt to restore the alliance with the United States.

Second, the Chinese launched a severe crackdown on North Korean refugees, the
“Strike Hard” campaign, leading to large demonstrations among activists and human
rights NGOs in South Korea, but the South Korean government maintained its stance of
pursuing quiet diplomacy on this issue instead of publicly confronting China, although
in the eyes of many South Koreans China seemed to frequently disregard Seoul’s
requests to send North Korean refugees to South Korea. Instead of utilizing the
domestic protests against the Chinese campaign against North Korean refugees in an
attempt to change the harsh way the Chinese leadership was dealing with them, the
South Korean government made every effort to minimize the damage the refugee issue

could inflict on the Sino-South Korean bilateral relationship. There were several cases

%2 The eleven participating countries in the initial PSI core group were longstanding allies of the United
States: nine were NATO members, six were in the G-8, and eight were in the EU. “Of the non-NATO
members Australia had long and close alliance ties with the United Kingdom and the United States, and
Japan with the United States.” For details regarding the development of the PSI, see Susan J. Koch,
“Proliferation Security Initiative: Origins and Evolution,” Occasional Paper No. 9, Center for the Study of
Weapons of Mass Destruction, June 2012,
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where South Korea denied political asylum to most North Korean refugees arriving at
its consulates in Shenyang, Beijing, and Shanghai. Often citing the fact that China did
not wish to become a transition zone for North Korean refugees heading for Seoul as an
excuse for their lack of enthusiasm in helping North Korean refugees, South Korean
diplomats in China forced North Korean asylum seekers to travel via Southeast Asia or
Mongolia, where the South Korean diplomatic missions could be more supportive in

helping them travel safely to Seoul.*®

Despite the increasing international and media
attention given to China’s crackdown on the North Korean refugees and the
accordingly growing outrage at home,® the South Korean government showed little

sign of using the public opposition as leverage in dealing with the Chinese leadership’s

aggressiveness toward North Korean defectors, demonstrating South Korea’s

9 Snyder, op. cit., p. 94.

% The incident on June 13, 2002 wherein Chinese public security officials forcibly entered the Korean
compound in Beijing and dragged away a North Korean refugee who was seeking asylum and whose son
remained inside the compound received a great deal of attention in the South Korean media and awakened
average South Koreans from their “illusions” about China. South Korean editorial and opinion columns
expressed outrage that the Chinese government had violated South Korea’s sovereignty by entering the
consulate, portraying the Chinese government very negatively. Also, South Korean human rights activists,
NGOs, and the public strongly criticized the response of the South Korean government to China’s
agreement to release all 26 defectors, including the man who had been removed from the diplomatic
compound on June 13, because of the government’s failure to stand up to China more forcefully. In return
for China’s agreement to allow all the refugees safe passage to South Korea, the South Korean government
“expressed its regret over the incident and its understanding of China’s request that diplomatic missions not
be used as a channel for North Korean refuges to defect to the South.” Scott Snyder, “China-Korea
Relations: Clash, Crash, and Cash: Core relations in the Sino-Korean Relationship,” Comparative
Connections, Vol. 4, No. 2; “Time to Be More Firm on the Diplomatic Front,” Editorial, Chosun Ilbo, June
15, 2002; “ China Should Not Make the Same Mistake,” Chosun 1lbo, June 15, 2002; “Time to Think
Together to Resolve North Korean Refugee Issues,” Donga Ilbo, June 15, 2002; and “China Not Deserving
to Be a Great Power,” Editorial, Donga llIbo, June 16, 2002.
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“unwillingness to create problems in its relations with China.”® Ironically, the South
Korean government’s effort to sustain its engagement policy with North Korea by
maintaining strong ties with China, which played an indispensable role in getting two
opponents—the United States and North Korea—to the negotiating table, had at the
same time resulted in “disengaging” the North Korean refugee issue from the process
of engaging with North Korea.

Third, South Korea’s kowtowing to Beijing on matters relating to Taiwan and the
Dalai Lama continued. For instance, the South Korean government showed its strong
opposition to a visit to Seoul by Taiwan’s First Lady, Wu Shu-chen, at the invitation of
the Korean Association of Persons with Physical Disabilities, arguing that the visit
would surely not only complicate the favorable Sino-ROK relationship but would also
contradict South Korea’s “one China” policy. Also, the Dalai Lama could not even buy
a ticket on an Asian flight to Ulan Bator, Mongolia, let alone obtain permission to visit
Seoul. Furthermore, the ceremony scheduled to honor the winner of an August cyber-
essay contest to promote ways of improving urban development and quality of life in
the city of Seoul was cancelled when it turned out that the winner of the contest was Xu
Bo, a former Chinese dissident who was prominent in the Tiananmen democracy
movement in 1989 and had been denied refugee status by the South Korean
government for fear of offending China. Later, Xu was required to come in and receive

his award in cash since the Seoul Metropolitan government did not want to leave a

% For more details regarding Seoul’s pragmatic stance on the North Korean refugee issue, see Andrei
Lankov, “North Korean Refugees in Northeast China,” Asian Survey, Vol. 44, No. 6 (November/December
2004), p. 856-73, especially p. 865.
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paper trail.*® Worse, the Roh administration failed to protest the Chinese decision to
deny entry into China to the South Korean national assemblymen and other figures who
traveled to Taipei for the inauguration of Presiden Chen Shui-bian in May 2004.

To sum up, during the period encompassing the Kim Dae Jung administration and
the first two years of the Roh Moo Hyun administration (1998-2004), South Korea’s
accommodationist behaviors toward an ascending China reached their peak for the
entire post-Cold War period. China’s evolution from an idle bystander to an
indispensable host of the Six-Party Talks and an important mediator between the
United States and North Korea were signs of a growing Chinese diplomatic footprint in
Northeast Asia. This naturally led South Korea to rely more on China to obtain tangible
results in the inter-Korean reconciliation process, which began at the outset of the Kim
Dae Jung administration. Given Washington’s shift toward a hard-line approach toward
North Korea with the beginning of the Bush Administration, which was eager to
expand the negotiating agenda to include Pyongyang’s conventional force structure and
its missile program, leading to growing tensions between Washington and Pyongyang,
the multilateral approach the six regional countries agreed to adopt in order to resolve
the North Korean nuclear conundrum could well have broken down without Beijing’s
continuous shuttle diplomacy between the two obstinate opponents. Although the Roh
Moo Hyun administration felt occasional discomfort about China taking South Korea’s
place as an active broker between Washington and Pyongyang and accordingly
increasing its say in Korean peninsula matters, given the faltering foundations of

Seoul’s engagement policy with North Korea due to a combination of factors such as

% Snyder, op. cit.
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growing domestic opposition to the engagement policy with the North and the hard-line
policy Washington adopted toward Pyongyang, it had no choice but to accept the
changing situation and accommodate China’s increasing demands in exchange for
supporting the engagement policy the South Korean government had been pursuing
since 1998. Furthermore, South Korea’s rapidly increasing dependence on China on the
economic front, especially after China entered the WTO in 2001, further buttressed the
country’s accommodating behaviors toward China, a subject we now turn to.

China as a main locomotive of South Korea’s economic growth in 1998-2004

Intensifying trade dependence on China

With the eruption of the financial crisis in East Asia in the summer of 1997, several
commentators instantly pointed their fingers at China’s exchange rate policies, arguing
that China’s competitive currency policy in 1994 may have contributed to the crisis.”’
This claim induced many experts on the regional economy to take a closer look at
China’s trade and exchange rate policies in the 1990s and to lay out counterarguments

that China was not a source of the Asian crisis® but instead served as one of the

7 In his explanation of the slowdown of Thailand’s export growth as early as April 1997, which was
believed to be a source of the country’s economic crisis later that year, Sharma pinpoints China as a source
of the problem that caused the economic slowdown in Thailand, along with structural inefficiencies built
into the country’s economic system. “While the slowdown was caused by increased competition from
lower wage- and production-cost new entrants like China, India and Vietnam, it was also due to the in-built
inefficiencies of its economy. However, the real cause of this sudden slow-down in export growth was
fixed exchange rates.... Compounding this was the 1994 devaluation of the yuan, which made China more
competitive, and the appreciation of the U.S. dollar against the yen... inadvertently making the dollar-
pegged baht and other Southeast Asian currencies artificially strong. This is turn made exports from these
countries more expensive and less competitive.” Salendra D. Sharma, “Asia’s Economic Crisis and the
IMF,” Survival, Vol. 40, No. 2 (Summer 1998), pp. 33-4.

% Eor example, Fernald et al. have shown that the devaluation of the yuan in 1994 was no greater than

some economists believed, arguing that it “was not important in economic terms. The devaluation of the

official rate unified that rate with a parallel floating rate which did not depreciate. The effective nominal
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stabilizing and driving forces behind the regional economies after 1997. For instance,
based on the PRC government’s forecast that China would achieve eight percent
growth in 1998 by finally embarking on a long-delayed economic reform and
maintaining its currency’s value, a prominent economist, Lardy, predicted that
successful Chinese reform would not only help the regional economies recover from
the crisis, but would also raise China to a position “as central as Japan to the future of
the Asian economy, assuring China’s ascendancy not just in the region but in the
world.”*

Although disagreeing on the issue of whether China was the first domino to fall in
the Asian financial crisis in 1997, many observers in South Korea are inclined to say

that had it not been for China’s actions, it would have taken several more years for

South Korea to restore its crisis-hit economy.

depreciation relative to the dollar was relatively small and, in addition, took place at a time of high
inflation. Hence, China’s real exchange rate did not depreciate, but instead appreciated fairly steadily from
mid-1993 until 1998.” John Fernald et al., “Was China the First Domino? Assessing Links between China
and Other Asian Economies,” p. 516. With regard to the Asian countries’ competitive devaluation in the
mid-1990s, several economists have instead pointed to Japan as the culprit in triggering the Asian crisis in
1997, since it forcibly devalued its currency, the yen. These experts add that China’s decision not to join
the competitive devaluation in the region after the outbreak of the 1997 crisis prevented the crisis from
spreading further. See C. H. Kwan, The Yen, The Yuan, and the Asian Currency Crisis: Changing Fortune
between Japan and China (Asia Pacific Research Center, Stanford University, December 1998), p. 46; and
Ronald McKinnon and Gunther Schnabl, “China: A Stabilizing or Deflationary Influence in East Asia?”

% Nicholas R. Lardy, “China and the Asian Contagion,” Foreign Affairs, Vol. 77, No. 4 (July/August
1998), p. 88.
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Table 16
South Korea’s Trade with China, 1998-2004 (U.S.$ million, %)

Year South South The Ratio  South South The Ratio  South The The Ratio  The
Korea’s Korea’s  of South Korea’s Korea’s  of South Korea’s Ratioof of China’s Ratio of
Total Exports  Korea’s Total Imports  Korea’s GDP South Exports China’s
Exports  to Exportsto  Imports  from Imports Korea’s  to South Imports
China China to China from Exports  Korea from
its Total Chinato to to its South
Exports its Total China Total Korea
Imports to its Exports to Its
GDP Total
Imports
1998 132313 11944 9.0 93282 6484 7.0 345432 35 35 85
1999 143685 13685 9.5 119752 8867 7.4 445399 3.1 45 8.3
2000 172268 18455 10.7 160481 12799 8.0 533384 35 51 8.2
2001 150439 18190 121 141098 13303 9.4 504585 3.6 5.0 75
2002 162471 23754 14.6 152126 17400 114 575928 4.1 5.3 8.0
2003 193817 35110 18.1 178827 21909 12.3 643762 55 5.0 85
2004 253845 49763 19.6 224463 29585 13.2 721975 6.9 5.0 8.9

Source: Compiled by the author.
(1) South Korea’s total exports and exports to China, South Korea’s total imports and imports from China: kita.org
(2) South Korea’s GDP: WDI
(3) China’s total exports and imports: China Data Online
(4) The ratio of South Korea’s exports to China to its total exports, the ratio of South Korea’s imports from China to its total

imports, the ratio of China’s exports to South Korea to its total exports, the ratio of China’s imports from South Korea to its total
imports, and the ratio of South Korea’s exports to China to its GDP: Constructed by the author.

Table 16-1
South Korea’s Trade with the United States, 1998-2004 (U.S.$ million, %)
Year  South The Ratio of ~ South Korea's The Ratio of The Ratio of ~ The Ratio of ~ The Ratio of
Korea's South Imports from South Korea's South U.S. Exports  U.S. Imports
Exports to Korea's the U.S. Imports from Korea's to South from South
the U.S. Exports to the U.S. to its Exports to Korea to its Korea to its
the U.S. Total Imports the U.S. Total Total Imports
to its Total to Its GDP Exports
Exports
1998 22805 17.2 20403 219 6.6 22 21
1999 29475 205 24922 20.8 6.6 2.6 24
2000 37611 21.8 29242 18.2 7.1 2.7 2.6
2001 31211 20.7 22376 15.9 6.2 2.2 2.3
2002 32780 20.2 23009 15.1 5.7 23 2.3
2003 34219 17.7 24814 139 53 24 2.3
2004 42849 16.9 28783 12.8 5.9 25 24

Source: Compiled by the author.
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Figure 18

Comparison of South Korea's Trade Dependence
on China and the United States, 1998-2004
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=0-The Ratio of South Korea's Exports to the U.S. to Its GDP

Source: Compiled by the author.
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Table 16-2
Index of South Korea’s Trade Dependence on China, 1991-2004 (U.S.$ billion)

Year China’'s  China's  South World's  South South Korean ~ South Korean
Imports  Total Korea's Total Korean Exports' Exports'
from Imports  Total Exports  Exports' Market Dependence on
South Exports Market Share in the China Market
Korea Share in World (B) (A/B)

China (A)

1991 2.4 63.8 71.8 3515 0.038 0.020 1.90

1992 4.5 80.6 76.6 3766 0.056 0.020 2.80

1993 5.1 103.9 82.2 3782 0.049 0.022 2.23

1994 6.2 115.6 96.0 4326 0.054 0.022 2.45

1995 10.3 132.1 125.1 5164 0.078 0.024 3.25

1996 12.5 138.8 129.7 5403 0.090 0.024 3.75

1997 14.9 142.4 136.2 5591 0.105 0.024 4.38

1998 15.0 140.2 132.3 5501 0.107 0.024 4.46

1999 17.2 165.7 143.7 5712 0.104 0.025 4.16

2000 23.2 225.1 172.3 6456 0.103 0.027 3.81

2001 23.4 2435 150.4 6193 0.096 0.024 4.00

2002 28.6 295.2 162.5 6494 0.097 0.025 3.88

2003 43.1 412.7 193.8 7587 0.104 0.026 4.00

2004 62.2 561.2 253.8 9219 0.111 0.028 3.96

Source: Compiled by the author.
(1) World’s total exports: WTO; (2) China’s total imports and China’s imports from South Korea: China Statistical Yearbooks,
various years (www:.stats.gov.cn); (3) South Korea’s total exports: kita.net.

Table 16-3
Index of South Korea’s Trade Dependence on the United States, 1991-2004 (U.S.$
billion)

Year U.S. U.s. South World's  South South Korean  South Korean
Imports Total Korea's  Total Korean Exports' Exports'
from Imports  Total Exports  Exports' Market Share  Dependence on
South Exports Market inthe World  the U.S.
Korea Shareinthe  (B) Market (A/B)

U.S.(A)

1991 17.0 508.4 718 3515 0.033 0.020 1.65

1992 16.7 553.9 76.6 3766 0.030 0.020 1.50

1993 17.1 603.4 82.2 3782 0.028 0.022 1.27

1994 19.6 689.2 96.0 4326 0.028 0.022 1.27

1995 24.1 770.8 125.1 5164 0.031 0.024 1.29

1996 22.6 822.0 129.7 5403 0.027 0.024 1.35

1997 23.2 899.0 136.2 5591 0.026 0.024 1.08

1998 23.9 944.3 132.3 5501 0.025 0.024 1.04

1999 31.2 1059.4 143.7 5712 0.029 0.025 1.16

2000 40.3 1259.3 172.3 6456 0.032 0.027 1.19

2001 35.2 1179.1 150.4 6193 0.030 0.024 1.25

2002 35.6 1200.2 162.5 6494 0.030 0.025 1.20

2003 37.2 1303.0 193.8 7587 0.029 0.026 1.12

2004 46.2 1525.7 253.8 9219 0.030 0.028 1.07

Source: Compiled by the author
(1) World’s total exports and U.S. total imports: WTO; (2) U.S. imports from South Korea: U.S. Department of Commerce, United
States Census Bureau; and (3) South Korea’s total exports: kita.net.
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Figure 18-1

ROK's Exports' Dependence on PRC's Market
versus on the U.S. Market, 1991-2004
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== South Korean Exports' Dependence on China's Market

Source: Compiled by the author.

Indeed, as the tables, the figures, and the indexes above indicate, South Korea’s trade
dependence on China measured by four ratios (the ratio of South Korea’s exports to
China to its total exports, the ratio of South Korea’s imports from China to its total
imports, and the ratio of South Korea’s exports to China to its GDP, and the ratio of
the market share of South Korean exports to China to the South Korean export share in
the world (the last column of Table 16-2)) had all been increasing during 1998-2004,
whereas the country’s trade dependence on the United States was decreasing. The
rising trade dependence of South Korea on China in 1998-2004 was the result of
various internal and external factors—for instance, domestically, rising labor strikes

that increased labor costs and thus decreased productivity and firms’ overall profits,
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and externally, the slowdown of the economy in developed countries—the major South
Korean export markets—as well as growing trade disputes with the U.S. and China’s
entry into the WTO in 2001. Although the booming of bilateral trade between China
and South Korea helped the latter weather these conditions and thus revive the
economy, it also created problems. More trade disputes arose between the two parties,
and due to their asymmetric trade interdependence (Tables 16 and 16-2), South Korea
had to accommodate China’s demands most of the time. In other words, the shift in the
bilateral economic relationship from balanced to asymmetric interdependence in favor
of China and thus the resulting rising trade dependence of South Korea on China was
becoming more obvious, though this was largely overlooked by South Korean
policymakers who were busy dealing with more immediately urgent matters that were
bogging down the country’s economy and thus took few steps to counter it. That is, the
South Korean government’s immediate need to help the country’s economy recover
from the 1997 crisis drove the whole country to rely even more on China, blinding
policymakers to the dangers inherent in an increasingly asymmetrical economic
relationship with China, a subject which I now turn to.

Rising labor costs and surging investment in China

First, as we have seen, from the late 1980s on rising labor costs accompanied by an
increase in the number of labor strikes disrupted South Korea’s economic growth and

increased the South Korean economy’s inefficiency.'® Despite the negative growth of

100 he East Asian Newly Industrializing Economies (NIEs) have emerged as significant international
investors since the 1970s. Two factors are frequently mentioned to explain the surge of outward investment
in the NIEs. According to Athukorala and Hill, rising wages in the NIEs eroded the international
competitiveness of their labor-intensive export products. Along with the imposition and gradual tightening
of quantitative import restraints by developed countries on certain labor-intensive export products (i.e.
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South Korea’s investment in China from 1997 through 1999 as a result of the 1997
financial crisis in Asia, South Korean businesses’ rush to China resumed in a search for
markets and lower wages, which in turn increased the volume of Sino-South Korean
trade to an unprecedented level. The Kim Dae Jung Administration’s structural reform
plans, which brought about more liberalization in the financial sector, intensified
domestic investment in Korea as well as foreign investments by the largest chaebol,"™
the majority of which was in assembly manufacturing. The intent was to reduce
production costs by taking advantage of low wage costs in the host countries—for
example, China.'® Then | will give details on how increasing labor-management
disputes in South Korea boosted South Korean investment in China from the late 1980s
until the mid-2000s.

As we saw in Chapter 5, rising labor costs within South Korea was one of the main
factors driving the government to develop the bilateral economic relationship with the
PRC from the early 1980s on. As the country democratized after the June democracy

movement in 1987,'% the National Congress of Trade Unions (Jeonguk nodong chohap

clothing, textiles, and footwear), this contributed to the NIEs” OFDI efforts. Prema-chandra Athukorala and
Hal Hill, “Host-country Impact of FDI in East Asia,” in Foreign Direct Investment: Research Issues, ed.,
Bijit Bora (New York: Routledge, 2002). Cited in Eun Mee Kim and Jai S. Mah, “Patterns of South
Korea’s Foreign Direct Investment Flows into China,” Asian Survey, Vol. 46, No. 6 (November/December
2006), p. 888.

108 £or a brief summary regarding the Kim Dae Jung Administration’s plans to further liberalize the
financial sector, see Peter M. Beck, “Revitalizing Korea’s Chaebol,” Asian Survey, Vol. 38, No. 11
(November 1998), pp. 1031-2.

102 Eun Mee Kim, “Globalization of the South Korean Chaebol,” in Korea’s Globalization, p. 113-4.

103 The June democracy movement in 1987 is also known as the June uprising, which was a nation-wide

democracy movement in South Korea that generated mass protests from June 10 to 29, 1987. The

demonstrations forced the Chun Doo Hwan government to hold elections and institute other democratic
310



hyopeuiheoi: cheonnohyop) was organized in 1990, which later became the Korean
Federation of Trade Unions (Jeonguk minju nodong chohap chongyeonmang:
minjunochong). The labor movement became more militant, and organized to the point
that during the Kim Dae Jung Administration, labor became one leg of the Tripartite
Commission, alongside business and the government, to deal with the problems
relating to restructuring the labor market. Following the IMF’s suggestion to make the
labor market more flexible, the Kim Dae Jung administration legalized layoffs as a
management necessity, which resulted in high rates of unemployment and thus led to
still more disputes between labor and management.

With the increasing labor strikes, as the table below indicates, labor costs in South
Korea were rising as well after a significant drop in 1998, which was one of the ripple
effects of the financial crisis in the same year. As Table 17 indicates, of three countries
in Northeast Asia, South Korea was the only one where unit labor costs in
manufacturing rose. In contrast to Japan and Taiwan, whose unit labor costs in
manufacturing dropped by 2.6 percent and 20.8 percent respectively from 1998 to

2004, South Korea’s unit labor costs in manufacturing increased by 16.5 percent.'®

reforms that led to the establishment of the Sixth Republic. After the uprising, a tremendous humber of
labor disputes occurred, which is referred to “the Great Worker Struggle” (Nodongja daetujang). Indeed,
“the high number of labor movements in 1988-9 demonstrates to some extent the rapid growth of workers’
activism after large-scale democracy movement protests in 1987.” Hagen Koo, Korean Workers: The
Culture and Politics of Class Formation (Ithaca and London: Cornell University Press, 2001) and Gi-wook
Shin et al., South Korea’s Democracy Movement (1970-1993): Stanford Korea Democracy Project Report
(December 2007), p. 32.

1oa Starting in late 1997, many companies in South Korea began to utilize irregular (non-union) workers.
“Since the irregular workers could not join a labor union and did not have a guarantee of working hours nor
benefits, the business management preferred increasing the number of irregular workers than regular
employees. The high portion of irregular workers continues to be a social issue and often used as an excuse
for labor strikes.” Uk Heo et al., “The Political Economy of South Korea: Economic Growth,
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Although the increase was not as significant as the surge from 1987 to 1997 and it was
offset by a 59.1 percent increase in labor productivity measured by output per hour in
manufacturing (Table 17-1), much greater than the labor productivity increases in
Taiwan (47.9%) and Japan (21%), rising labor strikes and labor-management disputes
led South Korean businesses to look elsewhere in order to save on production costs and
thereby sustain their competitiveness in the international markets. And China’s
aggressive policies to attract foreign investors looking for cheap manufacturing sites
appeared to be a perfect fit for South Korean businesses, in part due to geographical
proximity, cultural affinity, and cheap labor.
Table 17

Unit Labor Costs in Manufacturing
(U.S. dollar basis, Index: 2002=100)

South Korea Japan Taiwan

1987 82.8 96.0 97.6

1988 108.3 106.0 113.7
1989 125.6 98.9 129.5
1990 127.3 93.9 139.3
1991 136.8 102.4 143.5
1992 137.8 1115 159.4
1993 143.9 128.2 1574
1994 1535 139.6 159.2
1995 176.7 147.2 160.4
1996 178.8 122.6 154.2
1997 146.1 110.0 145.2
1998 96.2 103.1 1235
1999 101.1 115.6 123.4
2000 103.7 115.1 122.6
2001 95.7 105.7 114.7
2002 100.0 100.0 100.0
2003 103.6 100.4 96.5

2004 112.1 100.4 97.8

Source: U.S. Department of Labor, Bureau of Labor Statistics, December 2012.
The data relate to all employed persons (employees and self-employed workers), except for Taiwan, where data relate
to employees (wage and salary earners).

Democratization, and Financial Crisis,” Maryland Series in Contemporary Asian Studies No. 2 (Baltimore:
University of Maryland School of Law, 2008), p. 19.
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Table 17-1
Output per Hour in Manufacturing (Index: 2002=100)

South Korea Japan Taiwan
1987 25.7 60.6 453
1988 27.6 63.4 46.5
1989 29.9 66.8 50.1
1990 334 71.6 52.5
1991 37.7 75.3 56.2
1992 41.0 76.1 57.6
1993 44.3 77.6 58.9
1994 47.8 78.9 60.9
1995 52.1 84.1 65.4
1996 57.7 88.1 69.9
1997 65.6 91.1 73.1
1998 73.6 92.1 76.1
1999 82.7 94.5 80.7
2000 90.8 99.5 85.6
2001 90.1 97.4 89.9
2002 100.0 100.0 100.0
2003 106.8 105.3 107.2
2004 117.1 111.5 112.6

Source: U.S. Department of Labor, Bureau of Labor Statistics, December 2012.

Indeed, South Korea’s investment in China dramatically surged in 1998-2004.
South Korean businesses’ survival strategy of reducing production costs in order to
prolong their comparative advantage in manufacturing and take advantage of China’s
entry to the WTO to reduce taxes imposed on their exports to developed countries
(mostly the United States) gained an added bonus when China removed remaining
barriers to foreign investment in China. The result was a further boost in South Korea’s
outward FDI in China (Table 18), which in turn raised the volume of bilateral trade to
an unprecedented level. Consequently, the asymmetrical economic relationship
between South Korea and China was further intensified (Table 16). As Kim and Mah

put it, “Considering that South Korea’s OFDI (Outward Foreign Direct Investment) to
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China made up 40% of total South Korean OFDI in 2003 and 2004, we can say that this

bilateral relationship dominates South Korea’s OFDI worldwide.”*®

Table 18
South Korea’s Investment in China, 1997-2004
China World Total

Number of Projects Values Number of

(share: %) (share: %) Projects Values
1988 1(0.6) 0.0 (0.0) 171 2158
1989 7 (2.6) 6.4 (1.1) 270 572.6
1990 24 (7.1) 16.2 (1.7) 340 958.8
1991 69 (15.5) 42.5(3.8) 445 1116.1
1992 170 (34.2) 141.1 (11.6) 497 1219.4
1993 381 (55.4) 263.7 (20.9) 688 1263.5
1994 841 (56.5) 633.9 (27.5) 1488 2303.5
1995 751 (56.6) 841.6 (26.8) 1328 3136.8
1996 735 (50.1) 907.5 (20.5) 1467 44197
1997 631 (47.6) 729.5 (20.0) 1326 3652.4
1998 261 (42.6) 691.5 (14.5) 613 4768.6
1999 460 (42.0) 353.3(10.8) 1094 3276.8
2000 773 (37.3) 682.2 (13.7) 2070 4995.9
2001 1037 (48.5) 592.5 (11.7) 2136 5075.4
2002 1365 (55.5) 985.4 (27.6) 2459 3565.6
2003 1676 (60.1) 1508.3 (39.7) 2790 37974
2004 2149 (57.1) 2157.4 (37.8) 3762 5715.0

Source: The Korea Export and Import Bank (www. koreaexim.go.kr)
Cited in Eun Mee Kim and Jai S. Mah, “Patterns of South Korea’s Foreign Direct Investment Flows into China,” p. 891.

Mounting FDI, rising trade, growing trade surplus, and upward economic growth

South Korea’s booming FDI in China as a result of the search for cheaper production
sites brought about three positive impacts on South Korea’s economy: (1) an increase
in exports; (2) a trade surplus resulting in economic growth; and (3) a delay in the loss
of South Korea’s competitiveness in labor-intensive sectors. First, as many have
already proven, there was a positive relationship between South Korea’s FDI in China
and its trade with China. The increase in South Korea’s direct investment in China
complemented South Korea’s exports to China in 1998-2004, a fact that appears to be

consistent with the results of the 2004 Korea Export and Import Bank survey that asked

105 Eun Mee Kim and Jai S. Mah, “Patterns of South Korea’s Foreign Direct Investment Flows into China,”
p. 884.
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South Korean investors about the motives behind their OFDI. “For 30 percent of the
respondents the most important reason for investing in China was export promotion,”
which appears similar to the reasons why South Koreans were investing in the world in
general. "% Second, despite widespread concerns in South Korea at the time that
China’s burgeoning exports would lead to “apocalyptic visions of export losses” for

South Korea, X’

it has turned out that China’s imports from South Korea grew faster
than its exports, mainly due to South Korea’s fast-growing investment in China. Thus,
South Korea’s exports to China became the main source of the country’s trade surplus
(Table 19),'% which in turn has been an engine for South Korea’s economic growth.

For instance, in 2003, when China surpassed the United States as South Korea’s

number one export market and the 47 percent rise in exports to $35.1 billion accounted

196 pid., p. 893.
197 The commentators who talk about China’s competitive threat tend to focus on such factors as China
having “cheap and productive labor, a large stock of technical manpower, huge and diversified industrial
sector, attractiveness to foreign investors, use of industrial policy, and now, freer access to world markets
under WTO.” Thus, they present a dire picture of the future of China’s neighbors: “The current hollowing
out of their (East Asian countries) low-end manufacturing may soon extend to complex production, design,
development and related services.” Sanjaya Lall and Manuel Albaladejo, “China’s Competitive
Performance: A Threat to East Asian Manufactured Exports?” World Development, Vol. 32, No. 9, (2004),
p. 1441. Furthermore, others who talk about an economic threat posed by China point out the deflationary
effects China has been exerting on regional economies. For instance, Andy Xie, an economist with Morgan
Stanley in Hong Kong, has said that “China has a lot to do with deflation in other countries, because it
causes price wars and pushes down profit margins of companies elsewhere. China’s industrialization
devalues manufacturing assets outside China.” Cited in Lall and Albaladejo, p. 1458.

108 Based on survey data on the activities of Korean subsidiaries operating in China, Im has found that
“Korean FDI in China directly brings a trade surplus of $765 million with respect to China, but, when
considering any replacement of trade with China as well, that surplus is reduced to $312 million. Moreover,
on top of this surplus, if we add any replacement of trade with the rest of the world by the Korean
subsidiaries’ activities, it turns out that the overall Korean FDI in China brings a trade deficit of $1,060
million.” Hyejoon Im, “Implications of Korean Foreign Direct Investment in China on Its Trade Balance:
Evidence from Korean Subsidiaries Survey Data,” Journal of Korea Trade, Nol. 11, NO. 1 (May 2007), p.
1.
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for 98 percent of South Korea’s GDP growth, South Korea’s trade surplus with China
increased to a record $13.2 billion. “Without China as an export market, South Korea’s
economic growth would have been virtually flat.”'® Third, as Table 19 shows, South
Korea’s investment in China was dominated by the manufacturing sector until the mid-
2000s. Manufacturers were primarily interested in utilizing China’s cheap labor and re-
exporting to developed countries. Based on the stock remaining at the end of 2004,
“investment in manufacturing amounted to over four-fifths of South Korea’s total
investment in China. The ratio of South Korea’s OFDI in China’s manufacturing sector
to its OFDI in China as a whole was much higher than that of South Korea’s OFDI in
the world as a whole.” "' Not only has South Korea’s investment in China’s
manufacturing sector intensified intra-industry trade between China and South

Korea''; it is also the case that China has already begun to emerge as an indispensable

109 g ot Snyder, “China-South Korea Relations: Can China Unstick the Korean Nuclear Standoff?”
Comparative Connections, Vol. 6, No. 1 (2004).

110 Eun Mee Kim and Jai S. Mabh, “Patterns of South Korea’s Foreign Direct Investment Flows into China,”
p. 890.

1 Eor discussions regarding intra-industry trade between China and South Korea, see Chuanshi Wang and
Meiling Wang, “What Determines Sino-South Korean Intra-industry Trade? Theoretical Hypotheses and
Empirical Evaluation,” Unpublished manuscript available at
http://pznyo.angusgagm.apeaweb.org/confer/bus11/papers/Wang_cs.pdf; Hyun-hoo Lee and Young-youn
Lee, “Intra-Industry trade in Manufactures: The Case of Korea,” Review of World Economics, Vol. 129,
No. 1 (1993), p. 159-171; Youngsun Lee, “Intra-Industry Trade in the Pacific Basin,” International
Economic Journal, Vol. 1 (1987), pp. 75-90; Hooshang Amirahmadi and Wiping Wu, “Export Processing
Zones,” Asian Survey, Vol. 35, No. 9 (September 1995), pp. 828-49; Jang Won Suh, “South Korea-China
Economic Relations: Trends and Prospects,” Journal of Northeast Asian Studies (Winter 1994), pp. 21-36;
Chi Hung Kwan, “The Rise of China and Asia’s Flying-Geese Pattern of Economic Development: An
Empirical Analysis Based on U.S. Import Statistics,” RIETI Discussion Paper Series 02-E-009, The
Research Institute of Economy, Trade and Industry (July 2002); Lie Xiangfeng, “The Impact of FDI from
South Korea to China on Bilateral Trade,” CNAEC Research Series 05-08, Korea Institute for International
Economic Policy (2008); and Wanjoong Kim, “Changes in China’s Influence on Korean Exports by
Production Phase,” Journal of East Asian Economic Integration, Vol. 15, No. 3 (Fall 2011), pp. 27-48.
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destination for South Korean consumer goods, intermediates and machinery, further

delaying South Korean firms’ loss of competitiveness in labor-intensive sectors and

relieving their overcapacity problems.

Table 19

Implications of Korean Subsidiaries’ Activities on
Korea’s Trade with Respect to China and the ROW

Implications for Trade

|| Trade with China

[ Trade with the ROW

Total Inputs

Inputs from Replace Imports Imports Decrease n.a.

the Local Market from China

Inputs from Induce Exports Exports Increase n.a.

Korea to China

Inputs from Replace Imports n.a. Imports Decrease
the ROW from the ROW

Total Sales

Sales to the Replace Exports Exports Decrease n.a.

Local Market to China

Sales to Induce Imports Imports Decrease n.a.

Korea from China

Sales to Replace Exports n.a. Exports Decrease
the ROW to the ROW

Source: Hyejoon Im, “Implications of Korean Foreign Direct Investment in China on Its Trade Balance: Evidence from
Korean Subsidiaries Survey Data,” p. 11.

Table 20
South Korea’s OFDI in China by Industries (U.S.$million, %)
China World Total
No. of South No. of South
Korean Firms Values Korean Firms Values

Manufacturing 9380 (84.8) 7555 (87.1) | 13914 (63.5) 21043 (53.2)

Electronics/

communication 1288 (11.6) 1320 (15.2) | 2120 (9.7) 6848 (17.3)

Primary metal 202 (1.8) 572 (6.6) 332 (1.5) 1504 (3.8)

Automotive 410 (3.7) 872 (10.1) | 613 (2.8) 2405 (6.1)

Rubber/plastics 338 (3.1) 527 (6.1) 502 (2.3) 1008 (2.5)

Non-metal 306 (2.8) 434 (5.0) 401 (1.8) 640 (1.6)

Machinery

equipment 967 (8.7) 768 (8.9) 1388 (6.3) 1859 (4.7)

Textiles/clothing 1802 (16.2) 1029 (11.9) | 2791 (12.7) 2422 (6.1)
Wholesale/retail 427 (3.9) 296 (3.4) 2966 (13.5) 8732 (22.1)
Hotels/restaurants 298 (2.7) 144 (1.7) 1081 (4.9) 816 (2.1)
Real Estate 39 (0.4) 192 (2.2) 150 (0.7) 907 (2.3)
Construction 82 (0.7) 226 (2.6) 329 (1.5) 638 (1.6)
Others 835 (7.5) 260 (3.0) 3479 (15.9) 7453 (18.8)

8673 39572

Total 11061 (100.0) (100.0) 21919 (100.0) (100.0)

Source: Korea EXIM Bank, Hanguk-eu (April 2005). Cited in Eun Mee Kim and Jai S. Mah,
“Patterns of South Korea’s Foreign Direct Investment Flows into China,” p. 892.
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External conditions bringing South Korea closer to China

In addition to the economic gains mentioned above, such external conditions as China’s
entry into the WTO and the slowdown of the U.S. economy at the turn of the century
that caused an increase in trade disputes between the U.S. and South Korea not only
drove the South Korean government to intensify the efforts it had begun as early as the
early 1980s to diversify its trading and investment partners; it also further deepened
South Korea’s economic dependence on China for its economic growth. First, China’s
entry into the WTO in 2001—an event that truly symbolized China’s integration into
the world economy—was a catalyst that further facilitated South Korea’s efforts to
diversify its economic partners. In fact, as Bark notes, South Korea’s decreasing trade
dependence on the United States, which is generally viewed as a major sign of the
diversification of its export destinations, should be understood in the context of South

Korea’s growing economic ties with developing countries, particularly in East Asia and

including China (Table 21).

...South Korean exports to developed economies decreased in the early 1990s but began to
increase from 1994. The share of developed countries as destinations for South Korean exports
fell from 62.3 percent in 1991 to 42.4 percent in 1997, but the level recovered to 51.3 percent in
2000 after the financial crisis. South Korea’s exports to developing economies showed a
dramatic improvement during the last decade, and the value of products exported to these
economies exceeded that of exports absorbed by developed economies in 1996. Although
exports to crisis-hit developing countries decreased after the financial crisis, the importance of
developing countries as destinations for South Korean products has not lessened. Developing
economies have steadily improved their sales performance in the South Korean market... Even
though the increasing dependence on imports from developing economies is not a phenomenon
unigue to South Korea in the wake of the financial crisis of the late 1990s, the dependence of
South Korean exports on developing countries’ markets has become much higher than in other
countries. This trend is indicative of the growing ties between China and South Korea
[emphasis added].**?

Y2 racho Bark, “Changing Patterns in South Korean-U.S. Economic Relations,” The Strategic Importance
of U.S.-South Korea Economic Relations, NBR Special Report, No. 4 (October 2003), p. 40. Available at
http://works.bepress.com/marcus_noland/13.
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Table 21

Regional Concentration Index of South Korea’s Exports and Imports**®

Exports Imports

Industrialized  Developing Industrialized  Developing

regions regions Asia | regions regions Asia
1991 0.86 1.28 152 | 0.97 1.04 1.06
1992 0.78 1.49 1.78 | 0.95 1.10 1.10
1993 0.75 1.40 1.84 | 1.02 0.96 0.95
1994 0.74 1.38 1.77 | 0.96 0.82 0.82
1995 0.73 1.39 1.94 | 0.99 0.92 151
1996 0.66 1.49 2.00 |0.98 0.95 1.49
1997 0.66 1.46 2.04 |0.93 1.03 1.46
1998 0.72 1.58 209 | 091 1.19 1.53
1999 0.74 1.54 2.10 | 0.89 1.22 1.62
2000 0.77 1.49 2.01 |0.88 1.22 1.18

Note: Statistics for Asia exclude Japan.

Source: IMF, Direction of Trade Statistics Yearbook, Washington, D.C.: IMF 2000.
Cited in Tacho Bark, “Changing Patterns in South Korean-U.S. Economic Relations.”

Second, the weak recovery of the U.S. economy from a recession caused by “the
burst of the information technology (IT) bubble, sluggish stock markets, and continuing
trade deficits with major trading partners
international economic posture; it also intensified its domestic popular backlash against
globalization, which in turn aggravated the decline of effective U.S. leadership in the
global economic system.!® The growing protectionist movement within business
circles and political actions in Washington that seemed to respond to this public
pressure for protectionism were manifested in the form of an increase in protective and

punitive measures against U.S. trading partners with which the country was running

s 114

trade deficits. South Korea was one of the countries that the U.S. targeted.

not only compromised America’s

13 The regional concentration index is computed by dividing the ratio of South Korean exports to a
particular region by the ratio of world exports to the same region.

114 Bark, op. cit., p. 37.

115 C. Fred Bergsten, “America’s Two-Front Economic Conflict,” Foreign Affairs, Vol. 80, No. 2
(March/April, 2001), pp. 16-27.
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For instance, in the past, South Korea often became a major target of aggressive
U.S. unilateral or bilateral trade countermeasures when bilateral trade imbalances
between the two countries favored the former, although the imbalances were often the
result of U.S. macroeconomic policies.® And as the end of the Cold War further
shifted the focus of U.S.-South Korean relations from security to economics, the
tendency of the U.S. to try to decrease its trade deficits with South Korea by imposing
punitive measures against South Korean products became stronger and more obvious
(Chapter 5). Indeed, as the U.S. government enacted such protectionist measures as
steel safeguards, the Farm Bill, and anti-dumping and countervailing duties against
South Korean products in order to decrease the U.S. trade deficit with South Korea and
satisfy American demands for more protections against imports, bilateral trade relations
led to “conflicts reminiscent of the 1980s.”** The major contentious trade issues
between the two countries involved such important sectors as telecommunications, the
automotive industry, steel, and semiconductors—the very sectors the South Koreans
have regarded as the main force for their economic growth.*®
With trade conflicts increasing, the number of South Korean complaints about

punitive U.S. measures against South Korean imports also rose, worsening the already

mounting anti-Americanism in South Korea after 2002. According to the annual

118 Marcus Noland, “The Origins of U.S.-Korea Trade Frictions,” Shaping a New Economic Relationship,
pp. 13-39.

17 Bark, op. cit., p. 63.

18 Eor brief descriptions of the bilateral disputes between the United States and South Korea in such
sectors, see Mark E. Manyin, “South Korea-U.S. Economic Relations: Cooperation, Friction, and Future
Prospects,” CRS Report for Congress, updated July 1, 2004, pp. 9-17.
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Foreign Trade Environment Report in 2000, issued by the Ministry of Foreign Affairs
and Trade, which reviews major trading partners’ policies and practices that are
considered detrimental to Korea’s exports, South Koreans were concerned about “U.S.
import restrictions, customs clearance delays, standards and technical barriers, barriers
related to protecting the environment and intellectual property rights (IPRS),
discrimination in taxation and government procurement, and U.S. competition
policy.” *® South Korea’s main concerns were with U.S. antidumping and
countervailing duties, as well as apparel quotas under the Multi-Fiber Arrangement.*?
In retrospect, given the economic losses that these American protectionist measures

inflicted on South Korea,'%

it appears only natural that South Korea tilted more toward
China on the economic front since South Korean firms were seeking advantages in
China to offset the economic losses caused by this protectionism along with the

economic downturn in the developed countries—mainly the United States and Japan.'??

119 |hbom Choi and Jeffrey J. Schott, Free Trade between Korea and the United States? (Washington,
D.C.: Institute for International Economics, 2001), p. 34.

120 3un-sok Yang, Korea’s Trade Relations: Conflict or Opportunity? Joint U.S.-Korea Academic Studies
10 (Washington: Institute for International Economics, 2000), pp. 105-38.

121 According to one estimate by the Korea International Trade Association in 1999, “the value of Korean
exports to the United States restricted by these penalty tariffs and quotas is about $5 billion, or about 25
percent of total Korean exports to the United States.” Korea International Trade Association (KITA), 1999
Import Restriction Report (Seoul: Korean International Trade Association).

122 1n a similar vein, Snyder states, “Given the strong negative influence of the downturn of the U.S.
economy on Korean economic growth prospects, it is not surprising that circumstances might draw the
Korean business sector to pay even stronger attention to China as an engine for profits and economic
growth estimated to continue at about 8 percent annually for the foreseeable future.” Scott Snyder, “China-
Korea Relations: Economic Interests Uber Alles: Hitting the Jackpot through Sino-Korean Partnership”;
and “China-Korea Relations: The Winds of Change: Fresh Air or Pollution?” Comparative Connections,
Vol. 3, No. 1 (2001).
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This trend was most apparent in the IT industry. The bursting of the IT bubble in
South Korea and the United States in 2000-2001, which resulted in sluggish growth of
the IT markets in both countries, drove South Korean IT firms to invest more heavily in
China, mostly in the form of joint ventures. Along with its convenient geographic
location, China had IT markets that were growing rapidly and had the potential
capacity to absorb South Korean IT products, in vivid contrast with American IT
markets that were already suffering from excessive supply.'?® Therefore, in an effort to
minimize the ripple effects of the IT bubble’s bursting and enhance their share of the
world’s IT markets, South Korean IT firms rushed to China and formed alliances with
Chinese IT companies—two examples are the agreement between Dacom and
Shanghai Telecom in 2000 to build a high-speed 45M broadband network connecting
China and South Korea, and an agreement between Korea Telecom and China’s third-
largest telecommunications firm, China Netcom, to cooperate on telecom projects.'?*
The telecom sector later became the superglue of Sino-South Korean economic
relations, with South Korean firms such as Samsung Electronics and LG Electronics
winning bids in the opening of the Chinese CDMA (code-division multiple access)

mobile phone market, partly thanks to the South Korean government’s considerable

lobbying of the PRC government on their behalf.®® The “China fever” among South

123 | nterview with a manager in the Global Marketing Office of LG Electronics, August 2012.
124 asian Technology Newsletter, Business Development Asia, Issue 25, June 2001, p. 3.

125 Eor more discussions on the joint ventures between South Korean and Chinese IT firms, see Xiaohong
Zhan, “Analysis of South Korea’s Direct Investment in China,” Journal of International Logistics and
Trade, Vol. 2, No. 2 (2004), pp. 125-32; Scott Snyder, “China-Korea Relations: The Winds of Change:
Fresh Air or Pollution?” and Snyder, “China-Korea Relations: Economic Interests Uber Alles: Hitting the
Jackpot through Sino-Korean Partnership.”
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Korean firms was manifested in other sectors as well, in the form of joint ventures with
Chinese companies that were mainly intended to expand the Korean firms’ share of the
Chinese markets. In the face of the slowdown of the major economies that reduced
overall demand for South Korean products, China appeared to offer the only possibility
for South Korean firms to maintain their profits. Indeed, despite decreased demand
from the United States, South Korea achieved double-digit export growth in the early
2000s, mainly owing to South Korean firms’ aggressive march into the Chinese
126

markets.

Increasing trade dependence, rising trade tensions and more accommodations

Consequently, the changing nature of the bilateral economic relations between China
and South Korea, which was manifested in the fast-increasing level of trade
dependence of South Korea on China (Table 16),"?” had a considerable impact on how
the two countries resolved bilateral trade disputes. “China’s enhanced capacity to

manage bilateral trade disputes”128

as well as the rising economic dependence of South
Korea on China led the South Korean government to more frequently accommodate

China’s demands in the process of settling disputes.

126 geott Snyder, “China-Korea Relations: Economic Interests Uber Alles: Hitting the Jackpot through
Sino-Korean Partnership.”

127 As Table 15 indicates, from 1998 to 2004 South Korea’s trade dependence on China in terms of the
ratio of South Korea’s exports to China to South Korea’s total exports (column 4) increased from 9 percent
to 19.6 percent, whereas China’s trade dependence on South Korea only increased from 3.5 percent to 5
percent.

128 Seott Snyder and See-Won Byun, “China-ROK Trade Disputes and Implications for Managing Security
Relations,” Korea Economic Institute (KEI) Academic Paper Series, Vol. 5, No. 8 (September 2010), p. 2.
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For instance, the eruption of the “Garlic War” in 2000 signaled the possibility of an
end to the honeymoon phase in the Sino-South Korean bilateral economic
relationship. *® This was the first Sino-South Korean bilateral trade dispute that
escalated to a level that required active political management. The dispute started with
accusations of Chinese dumping by the Korean National Agricultural Cooperative
Federation that led to findings that Chinese garlic exports to South Korea had risen
from less than 10,000 tons in 1996 to over 36,000 tons in 1998 at a price of one-third to
one-fourth that of Korean garlic.*® Although the Ministry of Finance and Economy
initially extended a provisional punitive duty on garlic imports from China from 30

percent to 315 percent in June 2000,

the decision lasted for only six weeks, since the
South Korean side had to bear unexpected damages as a result of the Chinese ban on
mobile phone and polyethylene imports from South Korea, which the Chinese

government imposed in response to Seoul’s punitive measures against Chinese garlic

imports. The Chinese selection of mobile handsets and polyethylene as the objects of a

129 J2e Ho Chung, “From a Special Relationship to a Normal Partnership? Interpreting the “Garlic Battle”
in Sino-South Korean Relations,” Pacific Affairs, Vol. 76, No. 4 (Winter 2003/2004), pp. 549-68.

130 “Time for the Government to Do Something about Garlic’s Plummeting Prices,” Chosun llbo, May 8,

1999. Although the official South Korean assessment found that the main cause of the sharp drop in garlic
prices in 1999 was indeed the surge in Chinese imports, Chung suspects that “the price drop (of garlic)
might have been caused by something else, since garlic prices dropped only in 1999, when the garlic
imports from China recorded significantly slower growth compared to the 1996-98 period. The more
crucial reason for the price drop lay in the fact that South Korea’s domestic garlic production increased
rapidly between 1998-99.... The sudden drop in garlic prices in 1999 can thus be attributed not just to the
rise in imports from China but also to the increase in domestic garlic production. Yet politically, South
Korean farmers had to locate a reason for their falling income and the National Agricultural Cooperative
Federation was quick to put the blame on imported garlic.” Chung, op. cit., pp. 555-6.

131 Scott Snyder, “China-Korea relations: Beijing at Center Stage or Upgraded by the Two Kims,”
Comparative Connections, Vol. 2, No. 2 (2000).
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ban showed the country’s intent to immediately gain the upper hand in the dispute by
attacking the South Korean sectors that were most vulnerable to Chinese imports bans.
As Chung notes, given that “the total value of the two industrial products (mobile
handsets and polyethylene) far surpassed (57-fold) that of the garlic imports (Table
22),” Beijing’s response to Seoul’s trade barrier against Chinese garlic imports was a

case of “using a missile launcher to respond to gun fire.”

Table 22
Value of Trade in 1999 (US$ 10,000)
Frozen and pickled garlic 898
Mobile handsets 4140
Polyethylene 47130

Source: Donga Ilbo, June 8, 2000.
Cited in Jae Ho Chung, “From a Special Relationship to a Normal Partnership?
Interpreting the “Garlic Battle” in Sino-South Korean Relations,” p. 564.

As the production rate of polyethylene dropped by 10-15 percent as a result of
increasing inventories and South Korean industrial interest groups and business
associations began to experience the adverse impact of China’s import ban in a major
way, the South Korean government made a crucial concession by allowing up to
20,000 tons of frozen and pickled garlic to be imported with tariffs as low as 30
percent.*® Furthermore, South Korea also secretly agreed to end the punitive tariff and
lift import restrictions on Chinese garlic after 2003, a decision that came under heavy

criticism at the National Assembly when it was disclosed in 2002."** In response to the

132 Jae Ho Chung, op. cit., p. 564.
133 “Calling for a Rapid Resolution of Garlic Disputes,” Donga lIbo, July 13, 2000.
134 < Garlic War’ Escalating Ahead of By-Election,” Korea Times, July 20, 2002.
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criticism, the Ministry of Foreign Affairs and Trade maintained that “we should honor
the bilateral agreement with China so as to avoid another round of trade conflict with
Beijing.” In a similar vein, lead negotiator Han Duck Soo, emphasizing the
vulnerability of the South Korean economy to the recent Chinese punitive actions,

stated, “The choice was obvious: our exports of mobile phones to China were worth

95135

$500 million, while garlic imports amounted to $15 million,”” which indicates the

2,136

fact that “Chinese demands clearly prevailed over South Korean preferences” * as the

trade dependence of South Korea on China deepened. Therefore, as Kim writes, China
clearly beat South Korea in the Garlic War, demonstrating its growing influence over

South Korea’s economy.

The garlic dispute was a failure for Korea in terms of both procedure and outcome. In terms of
procedure, Korea made serious mistakes by invoking the safeguard measure based on weak
grounds, and by failing to predict and prepare for the Chinese response to the measure. In terms
of outcome, Korea retreated from its policy decision when China threatened to retaliate, losing
both face and the domestic market it tried to protect. China’s strong hand toward its smaller
neighbor could only partly be to blame, however. Rather, Korea failed in its trade policy vis-a-
vis China, which was soon to emerge as its number-one trade partner and ultimately as a global

power.*¥’

Other trade disputes were related to food safety—for instance, the case involving
Chinese crabs and blowfish within which scarps of iron metal were found, and another
incident involving Korean imports of Chinese sesame seeds coated with toxic tar-based

dyes. However, in these cases the dispute resolution process was smoother and faster

135 «Garlic Spooks Korean Bureaucrats,” Korea Times, July 24, 2002. Cited in Scott Snyder and See-Won
Byun, “China-ROK Trade Disputes and Implications for Managing Security Relations,” pp. 2-3.

136 Chung, op. cit., p. 565.

187 Si Joong Kim, “Economic and Trade Relations as an Arena of Korea-China Contention,” Asian
Perspective, Vol. 36, No. 2 (June 2012), p. 247. For more discussion, see Joo Jang Hwan, “From Garlic to
Automobiles—Friction in the Economic/Trade Area” (in Korean), in Agony on China: Dilemmas and
Solutions in Korea-China Relations, Jae Ho Chung, ed. (Seoul: Samsung Economic Research Institute,
2011), pp. 73-116.
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than in the garlic dispute. Although the Chinese leaders’ attempts to avoid full
responsibility for the export of contaminated food to South Korea instigated protests
among the Korean public about the customs and quarantine processes and triggered
concern regarding the country’s growing dependency on Chinese food imports, the
South Korean government, having tasted the bitterness of China’s retaliation and felt
the ripple effects on the economy of the punitive measures China imposed in the garlic
dispute, chose a rather mild approach to settle the food safety disputes, such as
requesting joint investigations with the Chinese government. As one official in the
Ministry of Foreign Affairs and Trade said, “Since the future of the South Korean
economy is largely dependent on the growing China market, after we were shaken by
the 1997 financial crisis and began losing our competitiveness in the manufacturing
sector as a result of rising production costs, we (the South Korean government) had to
give China what it wanted in order for us to harvest more later. The countries that once
provided their markets to our exports are busy closing up their markets and furthermore
increasingly pressuring us to open up for their products. We are not ready yet. To
nurture our economic strength in the meantime, we need to figure out how the South
Korean products can capture as much market share in China as possible. Therefore,
sacrificing today does not necessarily mean we are losing in the battle with China.”**®
To sum up, facing such barriers in fulfilling South Korea’s goals in security and
economics as Washington’s hard-line policy toward Pyongyang and the downturn of

South Korea’s major markets, the South Korean government tilted toward China, the

138 Interview with an official in the China Division in the Northeast Asian Affairs Bureau in November
2010.
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country that supported Seoul’s engagement policy with Pyongyang even in the face of
growing U.S. suspicion about its effectiveness of it, and that provided cheap labor and
production sites for South Korean companies to re-export to developed countries as
well as growing markets for South Korean products. In retrospect, considering the
increasing conflicts with South Korea’s long-time ally the United States on security as
well as economic issues, which stood in stark contrast to the growing convergence of
interests between South Korea and China, it appears only natural that the South Korean
government was more inclined to accommodate China’s growing demands to pursue
policies that Seoul could not have pushed forward without Beijing’s support. Indeed,
during the six years from 1998 through 2004, China was the only supporter of Seoul’s
engagement policy with North Korea and the biggest source of the trade surplus that
contributed to South Korea’s economic growth. However, once China’s image among
the South Koreans became more negative and they came to see it as more of an
obstacle than an ally in resolving North Korean issues, and as the growth of bilateral
trade slowed down and more trade tensions appeared on the horizon, the South Korean
government began to distance itself from accommodating with the rise of China.
Phase I1: South Korea Shifting toward Hedging, 2005-2010

During this period South Korea moved from accommodation and toward hedging in
coping with a China that was becoming more threatening. Seoul maintained congruent
positions with Beijing on how to deal with Pyongyang’s nuclear weapons and missile
programs; however, these viewpoints started to diverge at the beginning of the Lee
Myung Bak administration. With Beijing continuously embracing Pyongyang despite

the latter’s growing adventurism and continuously ratcheting up disputes with Seoul in
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various areas, the Roh Moo Hyun government brought more hedging components into
its strategy toward the PRC. Seoul felt less restrained by economics due to the ROK’s
declining level of economic dependence on China because of a combination of several
conditions (such as increasing trade frictions between Beijing and Seoul, decreasing
outward investment from the ROK in the PRC, food safety concerns and Beijing’s
attempts to rein in its overheated economy). At the same time, Seoul was feeling more
threatened as issues arose that placed it at odds with Beijing in various areas ranging
from economic to history. Thus, the South Korean government under the leadership of
President Ro Moo Hyun began to hedge against a China that was becoming more
aggressive. That is, as the effect of the ROK’s economic dependence on the PRC,
which had been moderating the effect of the threat posed by the latter, began gradually
to decrease, the Roh administration—which was regarded as representing a new and
progressive generation that was replacing the old factions that had controlled the
country for decades, and was therefore expected to bring a new perspective to
formulating foreign policy instead of relying heavily on Washington as its predecessors
had done—put an end to the ROK’s decades-long policy of accommodating the PRC
and moved to hedge against a China that was becoming more threatening. Accordingly,
contradicting his earlier speech on “Korea becoming a balancer” in the region,
President Roh made several important yet controversial agreements allegedly
strengthening the alliance with the U.S., such as dispatching the third-largest number of
foreign troops on the ground in Irag, opening negotiations regarding the ROK-U.S.

Free Trade Agreement, and allowing the import of American beef.
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Despite its conservative inclinations, the Lee Myung Bak administration failed to
move further on balancing against a rising China that was siding with Pyongyang and
stalling Seoul’s efforts to condemn the Kim Jong-1l regime in the U.N. for the two
tragic incidents instigated by the North in 2010. With the eruption of the global
financial crisis in 2008 and China’s re-emergence as a primary source of South Korea’s
V-shaped recovery from the crisis, the Lee government postponed tackling some of the
concerns it had about China (such as trade disputes over tainted food imports) and
pushed forward on negotiations over an FTA with China, even as public views on
China hit a nadir following the two incidents in 2010. Furthermore, despite its
announcement of “Vision 3000,” the Lee administration hesitated to join U.S.-led
regional initiatives, except for the PSI, in spite of growing pressure from Washington
with the Obama Administration’s launch of its “Pivot to Asia.” President Lee Myung
Bak, who pursued an “anything but Roh” approach in foreign policy as well as
domestic policy, nevertheless maintained the hedging strategy toward China adopted
by President Roh, instead of moving toward balancing and despite the ever-increasing
threat posed by China. The renewed growth of Korean dependence on China for
sustaining the pace of the country’s economic recovery following the 2008 global
financial crisis led to a rising chorus of voices inside the government calling for
postponing addressing bilateral issues with Beijing for the sake of the country’s
economy. This has helped stop Seoul from moving toward balancing against a China

that is becoming more threatening than ever.
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Part 1. The Roh Moo Hyun Administration

Moving Away from Accommodation, 2005-2007

Under President Roh Moo Hyun’s leadership the fear that South Korea was
increasingly distancing itself from the American security umbrella and drawing closer
to China became widespread, peaking right after President Roh’s “Korea as balancer”
speech delivered on March 22, 2005. Regarding this fear as an established fact, many
analyses of Roh’s foreign policy seem to have failed to notice subtle yet critical
changes in Seoul’s approach toward China, which occurred while President Roh was
still in office. Discernible shifts in Seoul’s China strategy began as early as 2004, when
Seoul and Beijing clashed over Koguryo historiography—changes that were significant
enough to become the foundation of the Lee Myung Bak administration’s hedging
strategy toward China.

Indeed, the Koguryo history controversy was a wake-up call for the South Koreans
who had relatively mild security concerns regarding China’s rise, unlike Japan that
officially listed China as a potential threat during the 1990s, and thus “induced the
change of atmosphere in South Korea.”'*® In addition, with the increase in trade
conflicts between the two countries, which was partly due to the decrease in the degree
of complementarity between the two economies, the growth rate of the bilateral
economic relationship between the two countries began to slow down. As we will see,
in reaction to these subtle yet cumulative changes in Sino-South Korean bilateral
relations, beginning as early as 2005 the Roh government started to move away from

Seoul’s longstanding accommodationist approach toward China and began shifting

139 Jae Ho Chung, “China’s ‘Soft” Clash with South Korea: The History War and Beyond,” p. 469.
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toward hedging, albeit subtly and gradually. These behavioral changes in the South
Korean government’s responses toward China’s ascent reflected escalating concerns in
the country regarding China’s ever-increasing material capabilities as well as its
increasingly assertive behaviors toward its neighbors. These concerns were not
necessarily confined to political-security matters; China’s swiftly developing economic
competitiveness vis-a-vis South Korea and the latter’s deepening economic dependence
on China, along with Beijing’s economic dominance of North Korea at the expense of
Seoul, were also huge concerns for the South Koreans.

China emerging as a source of security concerns:

China’s Northeast History Project, the territorial dispute over leodo,

and China’s widening sphere of economic influence in the two Koreas

South Korea as a balancer?

As noted above, two statements delivered by President Roh in March 2005 led many
observers and commentators on South Korea’s foreign policy to believe that Seoul was
distancing itself from the United States and moving closer to China. The two
statements were: (1) the speech on March 8, 2005 at the Air Force Academy
commencement ceremony that clarified that South Korea would not allow U.S. troops
in Korea to become involved in any regional disputes in Northeast Asia without the
consent of the South Korean government; and (2) the declaration on March 22, 2005
that South Korea would play a balancing role to help ensure peace and prosperity in

Northeast Asia and on the Korean peninsula. **° In retrospect, given the Roh

140 g oot Snyder, “China-Korea Relations: All Eyes on Beijing: Raising the Stakes,” Comparative
Connections, Vol. 7, No. 1 (April 2005).
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administration’s gradual changes following the speeches in its mode of responses
toward China’s ascent, these two statements might have been part of Seoul’s hedging
strategy so that it would not be drawn into any regional military confrontations
involving China vs. Japan or China vs. the United States, which might have reflected
South Korea’s survival instincts that were based on pragmatism as a secondary state.**
In fact, after President Roh’s “Balancer Initiative,” South Korea’s National Security
Council released explanatory material stating, “South Korea envisages mediating
relations between Japan and China, not between the United States and China, hence its
role as a balancer is consistent with the U.S.-ROK alliance... and South Korea supports
U.S. policy aimed at building a cooperative relationship with China, and will promote
2142

such a relationship.

Bilateral issue 1: history disputes

Unlike the North Korean matter, regarding which South Korea and China showed

143

continuously converging perspectives, ™ there was a growing number of political-

security issues over which the two countries found themselves at odds—for instance,

141 As President Roh stressed after his “Korea as a balancer” speech that his balancing policy was designed
to counter Japan’s recent efforts to boost its regional military capabilities, the speech also reflected the Roh
government’s “concern and dissatisfaction with Japan’s increasing military capability and nationalistic
posture.” Thus, it may be wrong to interpret Roh’s balancer speech at face value and regard it as evidence
of Seoul’s tilt toward China at the expense of the United States. For further discussion, see Gilbert Rozman
and Shin-wha Lee, “Unraveling the Japan-South Korea ‘Virtual Alliance’: Populism and Historical
Revisionism in the Face of Conflicting Regional Strategies,” Asian Survey, Vol. 46, No. 5

(September/October 2006), p. 779.

142 “Chapter 3: The Korean Peninsula—Balancing Relations with the United States and China,” East Asian
Strategic Review 2006, ed. Shigetsu Kondo (The National Institute for Defense Studies, Japan Times,
2006), p. 80.

% Zhao Lin, “Strategic Cooperation between China and South Korea and Strategic Structure of Northeast
Asia,” East-West Center Working Papers, International Graduate Student Conference Series, No. 31, 2006.
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China’s Northeast History Project, China’s growing clout over the North, and
unresolved territorial and maritime disputes, which prompted Seoul to move away from
its long-held accommodationist approach toward Beijing.

First, a dispute over history erupted in July 2004, when several Chinese historians
claimed that the ancient kingdom of Koguryo (37 B.C.-A.D. 668) was China’s vassal
state. This issue instantly became a critical turning point in Sino-South Korean
relations. Although the dispute did not have a dramatic ending, to the disappointment
of many South Koreans, since the South Korean government agreed with the Chinese
government that the issue was purely academic in nature and should not affect
beneficial relations between South Korea and China, the history dispute over Koguryo
not only provoked acute public anger in South Korea; it also had a considerable and
long-lasting negative impact on South Korean views of China, which plummeted right
after the summer of 2004 (Table 23). The South Korean media, not subscribing entirely
to the government’s view of the dispute and calling for a more assertive posture by the
government toward the Chinese leadership, began to intensively cover China’s so-
called “Northeast History Project.” These media reports asserted that this apparently
obscure Chinese take on ancient history actually revealed China’s true intentions to not
only incorporate Koguryo into Chinese local history but also to revive the ancient

China-centered era in today’s world.
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Table 23
The Impact of the Koguryo Controversy (%)

Chose China Chose the U.S.
20021 41 30
20032 48 33
20043 61 26
2005* 29 55
2005° 11 46
2006° 12 50
2006’ 24 47
20088 15 45

Sources: Jae Ho Chung, “China’s “Soft” Clash with South Korea: The History War and Beyond,” p. 473

!Sisa Journal, March 2002. Question: “Which of the four major powers do you feel most favorably toward?”
2Joong-ang llbo, February 12, 2003. Question: “Where should South Korea’s foreign policy focus be placed?”
®Dong-a Ilbo, May 4, 2004. Question: “Which country should South Korea regard as most important?”

“Dong-a Ilbo, November 7, 2005. Question: “On which country should South Korea’s foreign policy focus be placed?”
%Joong-ang l1bo, December 22, 2005. Question: “Where should South Korea’s foreign policy focus be placed?”
®Joong-ang Ilbo, May 18, 2006. Question: “Where should South Korea’s foreign policy focus be placed?”
"Moonhwa llbo, September 16, 2006. Question: “Which country should South Korea regard as most important?”
8Kyunghyang sinmun, August 15, 2008. Question: “Which country do you feel most favorably toward?”

There are two schools of thought in South Korea regarding China’s intentions in
initiating the Northeast Asia Project: a defensive school and an offensive school.
According to the defensive school, the Northeast Project does not necessarily reflect
the Chinese government’s effort to incorporate Koguryo solely into Chinese local
history; instead the Project should be seen as primarily “reactive and domestic” in the
sense that “China has been deeply concerned about the possibility that a unified Korea
might reassert its territorial right to the portion of Southern Manchuria known as
Gando in Korean and Jiandao in Chinese that holds a sizeable Korean community.”**

On the other hand, the offensive school views the project as a manifestation of China’s

grand strategy to revive the ancient China-centered tributary regional system in East

144 Chung, op. cit, pp. 477-8. For an overview of the recent attempt by several South Korean national

assemblymen to nullify the Gando agreement signed by Japan and China in September 1909, see Daniel
Goma, “The Chinese-Korean Border Issue: An Analysis of a Contested Frontier,” Asian Survey, Vol. 46,
No. 6 (November/December 2006), pp. 867-80.
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Asia. Although the two conflicting views each have some merit, it appears that the
offensive school has received more currency than the defensive one in the eyes of the
South Korean public. According to Gries, “Chinese claims that Koguryo is Chinese or
was a Chinese vassal state strike at the very heart of what it means to be Korean
today.”**® Indeed, South Koreans strongly feel that the Chinese attempt to deny that
Koguryo is part of Korean history is not only a breach of Korean sovereignty but also
tantamount to “an act of aggression that threatens the very existence of Korea as a
human collectivity.”**® And these nationalist views on the Northeast History project in
South Korea began to gain a much greater hearing in South Korea in 2006 when South
Koreans found out that the Chinese, breaching a 2004 agreement with South Korea,
had recently taken a series of steps to bolster their historical claim over Korea’s ancient
kingdoms, such as Balhae and Gojosun. With the continuation of the Chinese attempt
to “reinterpret” ancient history after a brief pause, the “offensive” view among the
South Korean public that China’s efforts to incorporate Korea’s ancient history will
continue with higher intensity as China becomes stronger became widespread. In
accordance with the greater alarm regarding China’s growing assertiveness at both the
public and elite levels, the Roh Moo Hyun administration began to slowly change its
cautious approach toward the history dispute with China.

For instance, in 2006 when another history dispute erupted, the Roh Moo Hyun

government publicly affirmed that “The government has resolutely and firmly

195 peter H. Gries, “The Koguryo Controversy, National Identity, and Sino-Korean Relations Today,” East
Asia, Vol. 22, No. 4 (Winter 2005), p. 8.

146 Chi-dong Lee, “Korean, Chinese Academics Debate Claims To Koguryo Kingdom,” Yonhap,
September 16, 2004.
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responded to any issue distorting our history and infringing upon our territorial
sovereignty without linking any other issues...and the history issue with China is no
exception”, which was in stark contrast to its low-key attitude in 2004, when it took an
accommodationist approach in order not to agitate its largest trading partner. '
Moreover, in preparation for future history disputes with China, Seoul upgraded the
chairperson of the task force on the history issue to a vice-ministerial level and placed
the Northeast Asia Division Il of the Ministry of Foreign Affairs and Trade, which
includes the China Division, back in charge of handling the history controversy instead
of the weaker Cultural Corporation Division. This signaled the South Korean
government’s firmer resolve to more proactively deal with disputes over history in the
future. Supporting the government’s move to more firmly respond to the Chinese
attempt to incorporate the Korean ancient history into the Chinese history, an
increasing number of experts on regional politics in South Korea have expressed their
own opinions on the Chinese recent moves regarding the Korean peninsula. For

example, Taeho Kim stated:

While the South Koreans have so far been willing to go along with China’s position that an
academic issue should be resolved in academic terms only, the dawning reality is that the
“Northeast Project” is nothing but a Chinese government project, aided and abetted by the
media, the academic and policy units, and regional governments. The project and the lessons
thereof should awaken the Korean people to the dangers of the self-fulfilling prophecy about
China. Additionally, the recent “China-bashing” in South Korea—should be harnessed into a
new opportunity not only to rethink China’s strategic intentions towards the Korean peninsula
but also to dispel the self-centered “China fantasy” many of us have nurtured until now
[emphasis added].*?

147 The Hankyorye, “News Focus: S. Korea-China History Dispute over Ancient Kingdoms,” September 6,

2006.

148 Tacho Kim, “Sino-ROK Relations at a Crossroads: Looming Tensions amid Growing
Interdependence,” The Korean Journal of Defense Analysis, Vol. XVII, No. 1 (Spring 2005), p. 143.

337



The second issue that induced South Korea to slowly but surely distance itself from
accommodating with China’s rise was territorial disputes with China, which were
closely related to the history disputes over Korea’s ancient kingdoms. First, it was a
dispute over the region called Gando. On September 3, 2004, a group of 59 lawmakers
from both the ruling and opposition parties of the South Korean National Assembly
submitted a bill calling for nullification of the 1909 Gando (Yanbian) Agreement
signed by Japan and China—the agreement that was made on behalf of the Japanese
Empire to recognize Chinese control of the region known as Gando in Korean, where
the majority of China’s Korean minority live in an autonomous prefecture.'* The
Korean legislators’ action in fact was a reaction to Chinese attempts to incorporate
Koguryo solely into Chinese local history. According to Representative Kim Won Ung,
“the Gando Agreement is null and void in terms of international law and the historical
situation” since the 1909 Gando Agreement was signed at a time when Korea was
deprived of its sovereignty.*° Although it would be difficult for Seoul to prove that the
disputed area had been under Korean control in the past since the area had been “within

»151 this series

China’s sphere’s influence since the Yuan Dynasty (12"-13" centuries)
of actions taken by Korean legislators not only signaled Seoul’s shift away from

accommodating with China’s rise but also revealed the anger among the South Korean

public toward an ever more assertive China. But Seoul refused to raise the Gando issue

% Daniel Goma, “The Chinese-Korean Border Issue: An Analysis of a Contested Frontier,” p. 867.
150 :
Korea Times, September 8, 2004.

151 Daniel Goma, “The Chinese-Korean Border Issue: An Analysis of a Contested Frontier,” p. 869.
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at a governmental level, partly out of fear that this particular territorial dispute could

hurt beneficial bilateral economic relations between the two countries.

Bilateral issue 2: maritime disputes

The maritime disputes between South Korea and China took on increasing importance
starting in the mid-2000s. Although the maritime issues remained “submerged” until
the mid-2000s and in a sense appeared to “pose little threat to the bilateral

»152 they became a source of confrontation between China and South

relationship,
Korea while President Roh was in office. There are four core issues in the Sino-South
Korean maritime disputes: “(1) the demarcation of the EEZ in the West (Yellow) Sea,
(2) ownership over the submerged rock known as leodo, (3) fishing rights in the waters
between South Korea and China, and (4) Chinese attempts to define what kinds of
military activities South Korea can carry out in its territorial waters.”*>* Of these four
issues, the disputes over leodo provided the most fuel for tensions in Sino-South
Korean relations in the mid-2000s. During this period, China protested South Korea’s
occupation of leodo, specifically its building of a research platform on the rock in 2001

that stands above the water. >

Beijing’s increasing aggressiveness in the maritime
disputes raised security concerns among South Korean government officials and

security planners, and also created stronger momentum for the government to push for

132 geott W Harold, “Ieodo as Metaphor? The Growing Importance of Sovereignty Disputes in South
Korea-China Relations and the Role of the United States,” Asian Perspective, Vol. 36, No. 2 (2012), p. 287.

153 1hid., p. 299.

194 Seott Snyder, “China-Korea Relations: Teenage Angst: 15" Anniversary of Diplomatic Relations,”
Comparative Connections, Vol. 9, No. 3 (2007).
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building naval bases at Jeju and Busan.'®® Although the disputes were not serious
enough to endanger bilateral relations, not only did they contribute to aggravating
negative South Korean public perceptions of China, they also took center stage in
bilateral relations during the Lee Myong Bak administration, providing Seoul more
reasons to hedge against potential threats posed by a more assertive China.

Bilateral issue 3: China’s economic dominance of North Korea

Although the disputes over history and territory between China and South Korea
proved to have the potential to destabilize the bilateral relationship in the future, the
main concern the Roh administration had over a more powerful China was the latter’s
growing dominance over North Korea. Despite the fact that Seoul wanted to normalize
and enhance bilateral relations with China in part to harness China’s leverage over
North Korea, which was rapidly increasing following the demise of the Soviet Union in
the early 1990s, beginning as early as 2005 Beijing’s economic dominance over North
Korea became a source of serious concern to the Roh administration.

Since the very beginning of the Six-Party Talks in August 2003, the administration
had an uneasy feeling about China taking over South Korea’s role as a host, a role it

6

had held since the beginning.™® And as trade between China and North Korea

13 Jae Ho Chung, “Korean Views of Korea-China Relations: Evolving Perceptions and Upcoming
Challenges,” Asian Perspective, Vol. 36, No. 2 (2012), p. 222. Indeed, many proponents of construction of
a naval base in Jeju used such security concerns as China’s rise in the vicinity and its growing ambitions
toward leodo to gain more support from the South Korean public. Another issue they often cited was the
territorial dispute with Japan over Dokdo.

138 Unlike the Kim Dae Jung administration’s inter-Korean reconciliation efforts with the North in the

bilateral framework, the Roh Moo Hyun administration had to use a multilateral approach (the Six Party

Talks), in part due to Washington’s insistence on it, to resolve the second nuclear crisis on the Korean

peninsula. Although Seoul welcomed China’s active involvement in the SPT as a host and a mediator

between Washington and Pyongyang, President Roh sought to find a way to pursue reconciliation with the
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dramatically increased, to the point where the volume of Sino-North Korean bilateral
trade took 44 percent of North Korea’s total trade volume while North Korea’s trade
with South Korea declined, Seoul’s suspicions and strategic distrust of China’s recent
moves toward North Korea grew even more.™’” Seoul’s mounting concerns regarding
the intentions behind China’s persistent economic support for North Korea were not
without reasonable grounds, given the fact that China had begun to improve its
economic ties with the North in 1996 in an attempt to check the growing influence of
South Korea and the United States, which had become major providers of humanitarian

aid to the North as a result of the 1994 Geneva Agreed Framework (Table 24).™®

North in a bilateral setting. The Roh-Kim summit in 2007 was a manifestation of Seoul’s consistent efforts
to bring control over North Korean matters back to Seoul and take it away from Beijing. Source: September
2012 interview with a security advisor during the Roh Moo Hyun administration.

17 scott Snyder, “China-Korea Relations: All Eyes on Beijing: Raising the Stakes.”

158 Regarding the motives of the Chinese government in expanding economic ties with China in the mid-
1990s, Choo writes, “In reaction to this new development (the 1994 Geneva Agreed Framework), China
manipulated the occasion of the visit by North Korean Premier Hong Seong-Nam to its own advantage by
concluding an ‘Agreement on Economic and Technology Cooperation’ in May 1996... As a follow-up
measure, China announced the resumption of ‘friendship prices’ in the bilateral trade relationship. China
decided to re-extend the ‘friendship price’ system not only for strategic considerations but also in
recognition of the North’s shortage of hard currency and consequent payment difficulties that would be
further worsened by the 1997 Asian financial crisis... The announcement of ‘normalization’ of the
relationship in the wake of a visit by a 50-member delegation by the North’s Supreme People’s Assembly
President Kim Yong Nam in May 1999 brought a dramatic rise in bilateral trade beginning in 2000.”
Jaewoo Choo, “Mirroring North Korea’s Growing Economic Dependence on China: Political
Ramifications,” Asian Survey, Vol. 48, No. 2 (March/April 2008), p. 348.
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Table 24
China in North Korea’s Trade in Selected Years, 1990-2004 ($hillion; %)

1990 1992 1994 1996 1997 1998 1999 2000 2001 2002 2003 2004

North

Korea's

total trade

volume 417 255 21 198 218 144 148 197 227 226 239 286

Bilateral
volume 048 069 062 056 065 041 037 048 073 073 102 1.38

Portion 115 255 272 254 301 248 204 204 276 254 328 39.0

Growthrate 14.1 143 307 290 159 370 104 318 511 01 385 354

Sources: Cited in Jaewoo Choo, “Mirroring North Korea’s Growing Economic Dependence on China: Political Ramifications.”
Korea International Trade Association (KITA); Korea Trade-Investment Promotion Agency (KOTRA); Chinese Customs Office,
2005.

The Roh administration had two increasing fears with regard to China’s unrelenting
economic support for North Korea. First, rising Chinese investment in North Korea’s
strategic industries, including natural resources extraction, begot fears in Seoul that
“Chinese investment in North Korea aims at buying up resources that could pave the
way for Chinese colonization of the northern half of the peninsula should the DPRK

159 For instance, China’s investment in North Korea rose 50-fold in 2001-

collapse.
2005. Further developments buttressing Chinese investment in North Korea included
the signing of an accord between the two governments in March 2005, known as the
“Agreement on Investment Promotion and Protection,” and the conclusion of an
agreement to open a “mutual trade zone” on the North Korean side of the border in
Unseong, Hanpyongbukdo, where “daily goods and investment products are expected

to be readily available for trade.”*% Eyeing China’s increasing investments in North

Korea’s natural resources sector, where South Korean investments are prohibited, and

159 Scott W. Harold, “leodo as Metaphor? The Growing Importance of Sovereignty Disputes in South
Korea-China Relations and the Role of the United States,” p. 291.

180y ewoo Choo, “Mirroring North Korea’s Growing Economic Dependence on China: Political
Ramifications,” pp. 365-6.
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fearing that a Sineuiju Economic Zone, once completed, would be a fierce competitor
of the Kaesong Industrial complex, Seoul began to view Sino-North Korean economic
relations as being in a zero-sum relationship with inter-Korean economic relations.
Since China seemed to refrain from utilizing its ever-increasing leverage over the
North despite Seoul’s repeated request that China help it bring the North back to the
negotiating table using whatever means it possessed'®!, suspicions began to grow in the
Roh government that China’s expanding influence over North Korea was actually
thwarting inter-Korean reconciliation and reunification. In a similar vein, the South
Korean media began to increasingly report that “China planned to take control of North
Korea by pursuing reciprocal investment in a give and take mode and that Chinese
negotiations to invest in North Korean copper, coal, gold, and zinc mines were
underway, heightening South Korean concerns that China stood to block Korean
unification and exploit North Korean resources for its own use.”'®? Indeed, the view
that the seeming convergence of interests between China and South Korea in
preventing the North’s sudden collapse does not necessarily coincide with Seoul’s
ultimate policy goal of achieving reunification with North Korea began to gain ground

in South Korea as China’s economic dominance over the North became more apparent.

181 on February 17, 2005, South Korean ambassador to China Kim Ha Joong said in Seoul that “China has
bigger influence than others might expect on North Korea, if it is willing to use that influence to settle the
North Korean nuclear issue.” Scott Snyder, “China-Korea Relations: All Eyes on Beijing: Raising the
Stakes.”

162 Scott Snyder, “China-Korea Relations: A Quarter of False Starts,” Comparative Connections, Vol. 8,
No. 2 (2006). For a similar view, see Scott Snyder, “South Korea’s Squeeze Play,” The Washington
Quarterly, Vol. 28, No. 4 (Autumn 2005), pp. 93-106.
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Moving on from accommodating with the rise of China

Confronting the fear of China’s expansion of its sphere of influence in North Korea at
the expense of South Korea, the Roh administration, despite growing public opposition
to Seoul’s generous “giveaway” approach toward the North, put tremendous effort into
convincing Pyongyang to strengthen its economic relations with the South, which
Seoul also considered a shortcut to expedite the second inter-Korean summit.
Furthermore, in contradiction to President Roh’s 2005 announcement of his desire to be
a “balancer” in regional politics and Seoul’s ambiguous stance between the United
States and China until early 2005, South Korea’s envoy to Beijing, Kim Ha Joong,
publicly stated in February 2006 that “South Korea continues to sustain and rely on the
U.S.-ROK alliance, strongly hinting that his experience did not lead him to support
enhanced China-ROK strategic cooperation.”*®® However, such measures as Seoul took
to deal with a more powerful and assertive China were far from being a total strategic
makeover; instead, they constituted baby steps by the Ron Moo Hyun administration to
move away from its policy of accommodation with a China that was becoming more
aggressive toward South Korea, as seen in the disputes over history and territory and in
China’s expansion of its sphere of influence in North Korea. Yet, Seoul moved on from
its long-held approach of accommodating with the rise of China during the last three
years of President Roh’s term. Similar baby steps were also seen in Sino-South Korean
bilateral economic relations as the growth rate of bilateral trade slowed and China

almost caught up to South Korea in the field of technology.

183 g ot Snyder, “China-Korea Relations: Kim Jong Il Pays Tribute to Beijing — In His Own Way,”
Comparative Connections, Vol. 8, No. 1 (2006).
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South Korea’s growing economic concerns regarding China:
decelerating bilateral trade growth, growing trade disputes,
South Korea’s increasing divestment from China,

and China undercutting South Korea’s comparative advantage
in high technology sectors

Slowdown of bilateral trade growth

In a change from the booming bilateral economic relations between South Korea and
China during the first half of the Roh Moo Hyun administration, the growth rate of
Sino-South Korean bilateral trade began to decelerate during the latter half of the
administration (Table 25 and Figure 19). This development was accompanied by an
increase in South Korea’s disinvestment from China mainly due to China’s imposition
of a stricter investment policy for foreign investors. There are a number of reasons for
the slowdown of bilateral trade growth: increasing trade frictions (i.e. import
restrictions and antidumping tariffs), decreasing outward investment from South Korea
to China, food safety concerns, the maturation of China’s market, and the Chinese
government’s attempt to restrain its booming economy to prevent it from becoming
overheated. Accordingly, South Korea’s trade dependence on China, measured by the
ratio of South Korean export market share in China to South Korean total world export
market share, declined from 4.3 percent in 2005 (the peak of South Korea’s
dependence on China since 1992) to 3.8 percent in 2008 (Table 26 and Figure 20). As
the figures below indicate, the relatively moderate change in South Korea’s trade
dependence on China despite the slowdown of bilateral trade growth can be partly

ascribed to the slowdown of the world economy. However, Seoul’s concerns regarding
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the country’s increasing dependence on China for its economic growth, which were
being aggravated by China’s increasing application of punitive measures against South
Korean imports and its policies that were hostile to foreign investment in China, further
intensified during the Roh administration to a point where Seoul began to aggressively
push for a FTA with the United States (KORUS). The aim was both to lessen the
degree of South Korean dependence on China and to hedge against possible fallout

from this dependency in the future.

Table 25
South Korea’s Trade, 2000-2008
Growth rate of Growth rate of Growth rate of Growth rate of
South Korea's South Korea's South Korea's South Korea's
total exports exports to China total imports imports from China
2000 19.9 34.8 34.0 443
2001 -12.7 -1.4 -12.1 3.9
2002 8.0 30.6 7.8 30.8
2003 19.3 47.8 17.6 25.9
2004 31.0 41.7 25.5 35.0
2005 12.0 24.4 16.4 30.6
2006 144 12.2 18.4 25.6
2007 5.8 18.0 15.3 29.8
2008 13.6 115 22.0 22.1

Source: Compiled by the author
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Figure 19
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Table 26
South Korea’s Trade Dependence on China, 2002-2008
Year  China's China's South World's South Korean  South Korean South Korean
imports total Korea's total export market  export market export
from South imports total exports share in share in the dependence on
Korea exports China (A) world (B) the China market
(A/B)
2002  28.6 295.2 162.5 6494 0.097 0.025 3.88
2003 431 412.7 193.8 7587 0.104 0.026 4.00
2004  62.2 561.2 253.8 9219 0.111 0.028 3.96
2005 76.8 659.9 284.4 10503 0.116 0.027 4.30
2006  89.7 791.5 325.5 12125 0.113 0.027 4.19
2007 103.7 956.1 3715 14017 0.108 0.027 4.00
2008 112.1 1132.5 422.0 16154 0.099 0.026 3.81
Source: Compiled by the author.
Table 26-1

South Korea’s Trade Dependence on the United States, 2002-2008

Year U.S. imports U.S. total South World's South Korean ~ South Korean South Korean
from South imports Korea's total export market  export market export
Korea total exports share in the share dependence on
exports u.s. (A) in the world (B) the U.S. market
(A/B)
2002 35.6 1200.2 162.5 6496 0.03 0.025 1.2
2003 37.2 1303 193.8 7587 0.029 0.026 112
2004 46.2 1525.7 253.8 9219 0.03 0.028 1.07
2005 4338 1732.7 284.4 10503 0.025 0.027 0.93
2006 45.8 1918.1 3255 12125 0.024 0.027 0.89
2007 47.6 20204 3715 14017 0.024 0.027 0.89
2008 48.1 2196.5 422 16154 0.022 0.026 0.85

Source: Compiled by the author.

347




Figure 20
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Source of anxiety 1: rising trade disputes

As mentioned above, there was a series of developments in the Sino-South Korean
bilateral economic relationship that exacerbated South Koreans’ anxieties with regard
to their country’s economic growth becoming tied to China’s economy. First,
increasing trade disputes between the two countries led Seoul to believe that the
honeymoon between South Korea and China that began in the early 1990s was about to
end, and thus it needed to search for potential partners able and willing to absorb South
Korean products. Moreover, the increasing competitiveness of Chinese exports with
Korean products led to new trade frictions between South Korea and China, as
indicated in an increasing number of product safety issues.*®*

With regard to bilateral trade frictions due to China’s exports of tainted food

products to South Korea, the best known incident was the “kimchi war” that erupted

184 Zhou Shengqi, “Sino-South Korean Trade Relations: From Boom to Recession,” EAl Background Brief
No. 508 (March 2010), p. 8.
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when South Korea’s food-safety watchdog announced in October 2005 that parasite
eggs had been found in kimchi imported from China. This incident is often compared
to the “garlic war” during the Kim Dae Jung administration. After the Korean Food and
Drug Administration (KFDA) ordered the recall and destruction of nine kimchi
products from China found to contain the eggs of parasites, “the resulting public
revulsion was tinged with indignation at the insult to a national icon (kimchi),” which
threatened to intensify the skirmish over the imported kimchi to a full-blown trade
war.'®® China retaliated with an import ban on 10 South Korean food products,
including kimchi that it claimed was also contaminated with parasite eggs, and warned
of further retaliation against Korean products (i.e. South Korean cosmetics). But South
Korean Foreign Minister Ban Ki Moon said, “I hope the issue will not escalate into a
trade conflict between South Korea and China,” and the kimchi dispute was resolved
relatively swiftly as both sides enhanced cooperation to not only improve safety
inspections at Chinese factories but also strengthen oversight by the KFDA.®® While
product safety issues have remained manageable, they have still been a source of
tension between Seoul and Beijing since negative public sentiments were growing in
both countries as more tainted Chinese imports to South Korea were reported (e.g.
Chinese ginseng sprayed with insecticide that was mislabeled as Korean ginseng,

cancer-causing malachite green and the melamine scandal).

165 “The Kimchi Wars: South Korea and China Duel over Pickled Cabbage,” The Economist, November
17, 2005.

186 5eott Snyder and See-won Byun, “China-ROK Trade Disputes and Implications for Managing Security
Relations,” Korea Economic Institute Academic Paper Series, Vol. 5, No. 8 (September 2010), p. 3.
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Source of anxiety 2: Bilateral export competition

Further increasing trade tensions were the facts that “China’s increasing
competitiveness as a low-cost producer has already begun to challenge the leading
position of South Korean exports in key markets and sectors™*®’ (Table 27) and South
Korean imports from China dramatically accelerated after 2002 as the technological
gap between the two countries narrowed (i.e. export share by industry and revealed
comparative advantage; Table 28). This made both parties more prone to resort to anti-
dumping measures to protect domestic industries from fierce competition.'®®
Table 27

Growth Rate of China’s and South Korea’s
Exports to Selected Markets (%)

China's exports South Korea's exports

U.S. Japan EU U.S. Japan EU
2005 30.4 14.3 34.1 -3.5 10.7 15.3
2006 24.9 9.1 26.6 4.5 10.4 5.0
2007 14.4 114 29.2 5.9 -0.6 13.7
2008 8.4 13.8 19.5 1.3 7.1 4.3

Source: Cited in Zhou Shengqi, “Sino-South Korean Trade Relations: From Boom to Recession,”
Ministry of Commerce, China: Import and Export Statistics and Country Report.

7 Zhou Shengqi, “Sino-South Korean Trade Relations: From Boom to Recession,” EAl Background Brief
No. 508 (March 2010), p. 7.

188 Kim notes that, “An overall picture of China-Korea bilateral trade frictions can be drawn using the
numbers of trade remedy measures taken toward each other, although de facto conflict can arise without
any trade remedy measure. Both Korea and China have often imposed trade remedial measures against
each other. In fact, China has been the number-one target of Korea’s trade remedy measures. Korea
initiated investigation of sixty-six cases against China (fifty antidumping cases and sixteen safeguard cases)
between 1991 and 2010, accounting for 23 percent of Korea’s total trade remedy measures for that
period... On the other hand, China initiated thirty-three remedy measures (all antidumping) against Korea
between 1997 and 2010. These amounted to 18 percent of the total of 183 trade remedy measures (178 for
antidumping, one safeguard, four countervailing duty) initiated by China during the period. There was at
least one case of trade remedy measures against Korea each year except 1998. Cumulatively, Korea is the
second-largest target of China’s trade remedial measures, following Japan.” Si Joong Kim, “Economic and
Trade Relations as an Arena of Korea-China Contention,” pp. 244-5.
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Table 28
Export Share by Industry and Revealed Comparative Advantage, 2004

China South Korea
Share (%) RCA Share (%) RCA
Manufacturing products
High-technology and ICT products 34.2 1.46 39.2 1.63
Aircraft and spacecraft 0.1 0.07 0.2 0.11
Pharmaceuticals 0.8 0.25 0.3 0.11
Computers and office products 14.9 2.85 9 1.73
Semiconductors, electronic valves 3.7 0.78 11 2.3
Radio, TV, communication equipment 11.7 244 15.3 3.19
Precision, medical, optical instruments 2.9 0.81 2.4 0.65
Medium-high technology 19.6 0.62 35.2 11
Electrical machinery 5.6 1.35 3.2 0.77
Chemical products 3.9 0.49 10.2 1.26
Motor vehicle and trailer 2 0.2 13.6 1.33
Other transport equipment 1 1.87 0.2 0.29
Home appliance and machinery equipment 7.1 0.8 8 0.91
Med-low technology 12.4 1.03 17.3 1.43
Shipbuilding and repairing 0.5 0.71 6.4 8.45
Coke, petroleum products 0.8 1.24 0.1 0.2
Rubber and plastic products 2.6 1.04 2.4 0.96
Non-metallic mineral products 1.7 1.36 0.6 0.44
Basic and fabricated metal products 6.7 0.98 1.7 1.12
Low technology 31 1.74 8.8 0.49
Textile, apparel, footwear 20.6 3.13 6.1 0.92
Food, beverage, tobacco 2.6 0.49 1.1 0.2
Wood and paper products 1.6 0.51 0.6 0.19
Other misc. manufacturing products 6.3 211 1 0.35
Non-manufacturing products 2.6 0.22 0.4 0.03

Source: Koon-kyung Kim et al., “Trade, Investment and Economic Interdependence between South Korea and China,” p. 381.

Source of anxiety 3: disinvestment from China

Changes in the Sino-South Korean economic relationship were also noticeable in the
investment relationship between the two countries. First, South Korean
businesses—whether small or big, labor- or capital-intensive—that had been attracted
to China’s low labor costs and huge potential markets and that had rushed to invest in
the country now began to disinvest from it, mainly due to the Chinese government’s
application of much stricter criteria for overseas investment in China. These criteria not

only restricted foreign investments focused on exploiting cheap Chinese labor to re-
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export to third countries, but also aimed to encourage “projects involving transfer of
high technology and promoting effective management of environmental issues.”**
Beginning as early as 2005, the Chinese government adopted new policy initiatives for
foreign investments in China, “such as higher tax rebate for capital- and technology-
intensive exports, subsidy for research and development of high-tech and new products,
implementation of ‘boosting trade with science and technology’ strategy” aimed at
“encouraging industrial upgrading and the adoption of more advanced technologies.”*"

In fact, the Chinese government’s new policy initiatives for foreign investment have
attracted South Korean companies in such sectors as energy and telecommunications,
so much so that a group of South Korean ministers and CEOs intensified their lobbying
for expansion of economic cooperation between South Korea and China in these
sectors. As a result, strategic cooperation between the two parties in the
telecommunications and energy sectors increased. South Korean firms in these sectors
(i.e. Korea Electric Power Corporation and SK Telecom) created successful joint
venture opportunities in China. However, China’s new investment rules have also
prompted a surge in South Korean firms disinvesting from China. Moreover, there is
fear among South Korean businesses that China’s ability to quickly absorb high
technologies by attracting foreign companies to its best advantage would not only cut
into South Korea’s technology advantage faster than expected but would also further

erode South Korea’s market share in third countries. This fear has contributed to

cooling down “China fever” among South Korean businesses. Moreover, a rapidly

189 g eott Snyder, “China-Korea Relations: Teenage Angst: 15" Anniversary of Diplomatic Relations.”

170 Zhou Shenggqi, “Sino-South Korean Trade Relations: From Boom to Recession,” pp. 6-7.
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increasing rate of Chinese industrial espionage has driven South Korean firms to search
for other investment destinations (e.g. Chile and Vietnam). Consequently, South
Korea’s overall investment in China began to cool starting in the first half of 2006

(Table 29).*"™

Table 29

South Korea’s Investment in China, 1993-2009
Year Number of Growth rate of Amount Growth rate of

projects invested in  projects invested in  invested amount invested
1993 382 2.6
1994 842 120.42% 6.4 146.15%
1995 751 -10.81% 8.4 31.25%
1996 738 -1.73% 9.3 10.71%
1997 632 -14.36% 7.4 -20.43%
1998 266 -57.91% 7 -5.41%
1999 458 72.18% 3.7 -47.14%
2000 778 69.87% 7.2 94.59%
2001 1048 34.70% 6.5 -9.72%
2002 1386 32.25% 104 60.00%
2003 1679 21.14% 16.9 62.50%
2004 2142 27.58% 23.1 36.69%
2005 2243 4.72% 26.6 15.15%
2006 2300 2.54% 334 25.56%
2007 2119 -7.87% 52.5 57.19%
2008 1285 -39.36% 37.4 -28.76%
2009 739 -42.49% 20.8 -44.39%

Source: Korea Export-lmport Bank.
Note: Growth rates of projects invested in and amount invested were compiled by the author.

Seoul’s increasing concerns and an FTA with the United States

As trade frictions between China and South Korea grew and the Chinese government
initiated new policies for foreign investment in China, Seoul’s concerns with regard to

South Korea’s economic dependence on China grew accordingly. There were several

e Scott Snyder, “China-Korea Relations: Unrestrained Defiance,” Comparative Connections, Vol. 8, No.
3 (2006).

353



important incidents that further alarmed the South Korean government about the
dangers inherent in letting the country’s economic growth strategy remain tightly tied
to a booming Chinese economy. A few examples are China’s 2004 moves to restrain its
overheating economy, which hit hard shares of South Korean firms in sectors such as

mining, steel, and transport,*’

and the 2006 fiscal measures adopted by the Chinese
government to control China’s domestic growth that in turn slowed down South Korean
exports by around 12 percent.'”® Furthermore, as its trade surplus with China began to
steadily shrink starting in 2006, Seoul stepped up its attempts to lessen its over-
dependence on China for its economic growth. The most significant of these steps is
the FTA with the United States (KORUS). Seoul regarded the KORUS FTA not only
as a counterforce to China’s increasing economic influence over South Korea’s
economy, but also, more importantly, the Roh administration apparently employed it as

a hedge against a China that was becoming more powerful and more assertive.

Somewhere between accommodation and hedging

Adding up all those subtle changes, we would come to the conclusion that contrary to
the conventional view that the Roh administration’s strategic approach toward China
can be defined as the continuation of accommodation at the expense of South Korea’s
longtime ally, the United States, the Roh Moo Hyun administration in 2005-2007 began

. . . . 174
to move away from accommodating China’s rise and come closer to hedging.

172 e Lo, Phantom of the China Economic Threat: Shadow of the Next Asian Crisis, p. xviii.
173 Scott Snyder, “China-Korea Relations: Unrestrained Defiance.”

174 | will elaborate on other instances that show the change in the Roh administration’s approach to a rising
China in the section below on the Lee Myong Bak administration’s rather “passive” hedging strategy.
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The Korean trumpeting of the FTA as a hedge against China’s economic dominance was one of
the motivations of the Roh Moo Hyun administration that was less publicized when the decision
was made in early 2006 to move forward with a KORUS FTA,; nonetheless, the decision was
coincides with high-level recognition in Seoul that China’s economic rise constituted a source
of anxiety and potential threat to South Korea in several key industries. It also marked the
completion of a dramatic shift in South Korean views of FTAs. Only a few years ago they were
seen as a primarily economic tool; now they are viewed as ways to achieve strategic objectives
in South Korea’s foreign policy [emphasis added]."

The ratification of the KORUS FTA in South Korea became one of the major issues

during the Lee Myung Bak administration, which | now turn to.

Part 11. The Lee Myung Bak administration’s

hedging against China’s Rise, 2008-2010

President Lee’s China strategy: the opposite of President Roh’s?

Another widely shared view about South Korea’s China policy in the post-Cold War
era is that Seoul’s strategic shift toward China from accommodation to hedging and
later to occasional balancing started under President Lee Myung Bak’s leadership,
mainly due to allegedly widely diverging views between South Korea and China on
North Korea as Pyongyang stepped up its provocations toward the South to the highest
level since the end of the Cold War. But this view does not exactly match reality. The
first correction to be made to this conventional perspective is that Seoul began to move
from its long-held accommaodationist approach and tilt closer to hedging not during the
Lee administration but during the Roh administration, as we have seen. Therefore, the
Lee administration’s hedging strategy toward an ascending China should be traced

back to the Roh administration’s move away from accommodating with China’s rise,

175 Scott Snyder, “China-Korea Relations: Strategic Maneuvers for the “Sandwich Economy,”
Comparative Connections, Vol. 9, No. 2 (2007).
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which started as early as 2005. A growing number of scholars hold the view that
Seoul’s hedging strategy, albeit in the very incipient stage, began as early as 2005 when
President Roh was still in office. For instance, casting greater doubt on the view that
Seoul was prepared to alienate Washington so it could draw closer to Beijing, Wang
and Xin have argued that South Korea’s China policy during the Roh administration
was not as accommodating as many have claimed. Their analysis of the process of the
country’s redefining its alliance with the United States during the Roh Moo Hyun

administration is as follows:

Roh Moo-hyun had appeared to be relatively more alienated from the United States on his inauguration,
but then he made more and more compromises. He not only sent ROK troops to Iraq, but also reached
final agreement with the United States on the issue of strategic flexibility of the USFK'"® and during his
term in office reached the FTA with the United States as well. Secondly, the ROK will take a relatively
leading position on issues related to the security of the Korean peninsula, and even the possible
reunification process in the future. In addition, the ROK shakes off the so-called “dilemma of alliance”
between abandonment and entrapment. At first Roh Moo-hyun did not accept the notion of strategic
flexibility of USFK, in fear of its negative influence on China-ROK relations, and the possibility that the
ROK might get unexpectedly involved in Sino-U.S. strife if conflicts across the Taiwan Strait should
break out. However, after very prudent and scrupulous contemplation, he admitted that the “ROK shall
not neglect U.S. demands with indifference,” and that the “ROK cannot guarantee its true security even if
it maintains neutrality on Sino-U.S. conflict in the future” [emphasis added]*"”

178 \Weimin and Hua provide samples of Seoul’s changing statements on the U.S.’s strategic flexibility plan
and conclude that Seoul’s alienation from China began during the Roh administration. According to them,
“In February 2005, the United States and ROK initiated the first SPI conference for an overall negotiation
on the task and role of USFK, with a focus on ‘strategic flexibility;’ in other words, the possibility [of]
USFK maneuvers as a ‘regional contingency force’ in and out of the Korean peninsula to participate in
anti-terrorist wars and actions for handling security-related regional disputes. At the second SPI (Security
Policy Initiative) conference in April 2005, the ROK agreed that the responsibility of USFK should be
expanded to the events relevant to the Korean peninsula, while the United States guaranteed that its
adjustments would not harm the joint defense capability of the two parties and that ROK’s force would not
be involved in any event irrelevant to ROK’s defense. U.S. further promised that U.S. would fully consult
the ROK before it sends any dispatch of USFK out of the Korean peninsula.” Wang Weimin and Xin Hua,
“Redefinition of the ROK-U.S. Alliance and Implications for Sino-ROK Relations: A Chinese
Perspective,” The Korean Journal of Defense Analysis, Vol. 24, No. 3 (September 2012), pp. 288-9.

T Jun, “Connotation and Influence on the Notion of Strategic Flexibility of USFK,” Modern
International Relations [in Chinese], No. 4 (2006), p. 52. Cited in Wang Weimin and Xin Hua,
“Redefinition of the ROK-U.S. Alliance and Implications for Sino-ROK Relations: A Chinese
Perspective,” p. 291.

356



In a similar vein, Suh argues that the South Korea-U.S. alliance was not only
reaffirmed but also upgraded during the Roh administration, contrary to the widespread
observation that the alliance relationship between the U.S. and South Korea hit its nadir
at that time mainly because of diverging views on how to deal with North Korea and
what to prioritize in resolving the second nuclear crisis on the Korean peninsula. His

argument is as follows:

Events following the (presidential) election (in December 2007), however, proved that the
situation was not as it seemed. Anti-American demonstrations quickly died down, even though
none of the protesters’ main demands were met. The acquittal stood, no official apology was
offered, and no tangible change was made in the Status of the Forces Agreement, on the basis of
which the acquittal was granted and which many Koreans considered an institutional expression
of the unequal relationship between the two countries... Roh, elected as a president who could
say no to the United States, no sooner took office than he caved in to the alliance’s pressure,
pleading for a continued U.S. military presence and weakening, if not abandoning, his
opposition to military strikes against the North, while making a direct appeal to the public to
stop the demonstrations. Taking a cue from the president’s wavering, the Korean Ministry of
National Defense in its 2003 guide to military education singled out North Korea as “the most
significant enemy that constantly threatens our survival and well-being” — a designation much
stronger than chujok, which had been used before the adoption of the sunshine policy. Hence
the perception of the North as the threat was restored with a vengeance, thus sustaining the
discursive foundation of the alliance, on which it found a renewed life. What remained striking
about the U.S.-Korea alliance in recent years (before 2007) was not that there were differences
of opinion about how to realign U.S. bases in South Korea or how to adapt the allies’ militaries
to new circumstances, but that there was a continuing agreement on the need to keep the
alliance despite many changes... In the beginning of the twenty-first century, when such a
rationale (keeping a power balance on the Korean peninsula) began to lose its persuasiveness,
the alliance still remained more cohesive than in the 1970s [emphasis added].'"®

The second fallacy in the conventional perspective in assessing South Korea’s
modes of response toward a more powerful China is that Seoul under President Lee’s
leadership has occasionally attempted to balance against China’s rise by broadening the

scope of the US-ROK alliance. Although this view does have some merit in

178 Jae-Jung Suh, Power, Interest, and Identity in Military Alliances (New York: Pal Grave Macmillan,
2007), p. 198. In this book Suh presents a different view from the conventional one regarding the Roh
administration’s policy toward the alliance with the United States and North Korea, arguing that South
Korea’s alliance with the United States was upgraded and strengthened during the Roh administration,
mainly due to Seoul’s perceptional convergence with the U.S. with regard to the North Korean threat.
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interpreting Seoul’s strategic position between its biggest economic partner and its
strongest strategic ally, President Lee’s ambitious plan to strengthen the alliance with
the U.S. did not drive South Korea to shift away from hedging and toward balancing
until the end of President Lee’s term, due to several factors that will be illustrated
below.'”® Among other things, the fact that the extent to which South Korea depends on
China for its economic growth has begun to rapidly increase again since plateauing in
2005-2007 tends to shed light on why South Korea was not able to balance against a
China that was becoming more assertive and tilting more toward North Korea at the
expense of the South. Indeed, the economic ties between South Korea and China have
bound them together so quickly since the 1992 diplomatic normalization that South
Korea has not been able to prepare for the true implications. Matters have reached such
a pass that the strategic choices the country has are a lot more limited than they would
otherwise be.

The Lee Myung Bak administration hedging against China’s assertiveness,

yet not balancing it:

North Korea’s provocations, China’s ambiguous posture between the two Koreas,

and South Korea balancing between a “strategic” cooperative partnership with China

and strategic alliance with the United States

179 When forecasting the Lee government’s diplomatic moves toward China in the second quarter of 2008,
Snyder said, “President Lee will pursue more active relations with Beijing on the basis of a close US-ROK
relationship, rather than with the intent of playing a balancing role in Northeast Asia. This may pose a
challenge to Beijing if viewed through the lens of regional geostrategic competition with the U.S.” Scott
Snyder, “China-Korea Relations: Lee Myong-bak Era: Mixed Picture for China Relations,” Comparative
Connections, Vol. 10, No. 1 (2008).
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“Anything but Roh”?

In assessing President Lee’s foreign policy, his “Anything but Roh” (ABR) approach
has often been mentioned. Although the Lee Myung Bak administration’s domestic
policies (i.e. tax cuts and an economic policy oriented away from distribution-first and
toward growth-first) were pursued in the broad context of his ABR policy, President
Lee’s foreign policy, except for his North Korea policy, was not as strongly affected by
the “ABR” mood prevalent among the South Korean public as much as his domestic
policies were. Leaving aside Lee’s North Korea policy, which emphasized

“reciprocity” ¥

and caused a rift with Beijing, Seoul’s balancing act between the
United States and China was the most noticeable feature of President Lee’s foreign
policy. The Lee administration’s balancing acts between the two great powers
throughout President Lee’s term were usually seen as a hedging strategy toward China
or as balancing with the United States against China’s rise, and has often been
contrasted with the Roh administration’s alleged “tilt toward China.” Nonetheless, in
retrospect, President Lee Myung Bak’s stance on South Korea’s largest trading partner,

China, in many respects resembled President Roh Moo Hyun’s approach toward China

during the last three years of his term.

180 or a full understanding of what reciprocity means in South Korea’s North Korea policy, see Young-
Geun Kim, “Reciprocity in South Korean Security Policy Vis-a-vis North Korea and the United States,”
Asian Perspective, Vol. 37, No. 2 (2013), pp. 183-208. Kim defines “reciprocity” as “a fundamental rule
under which the parties maintain a balance of treatment by granting the same or equivalent rights and
benefits or undertaking obligations to each other... South Korea’s security policy toward the North can be
categorized by Type I, the unconditioned strategy, a dovish policy based on passive or diffuse reciprocity;
and Type 11, the conditioned strategy, a hawkish policy based on restrictive, aggressive, or specific
reciprocity.” p. 187.
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At least three reasons can be found for the Lee administration’s decision to shift
further toward hedging against China, whose sphere of influence has become much
wider and deeper in recent years, especially in the Korean peninsula: (1) Seoul’s
realization that China’s role in the SPT and thus China’s utility to Seoul have been
decreasing, partly owing to Washington’s reorientation toward a moderate approach to
Pyongyang including resuming direct talks with the latter since 2007, as well as due to
diverging views on North Korean issues between South Korea and China; (2) Seoul’s
mounting anxieties regarding the Chinese leadership’s never-ending support for North
Korea even after the two serious attacks by North Korea on the South—namely, the
Cheoan sinking incident and the Yeonpyong artillery attack in 2010; and (3) the
intensification of disputes between South Korea and China over history and territory
(i.e. the EEZ, leodo, Baekdusan, and Dano). Below | will elaborate on these three
reasons, and examine how South Korea has responded and how the modes of response
to each incident have been evolved in comparison to those adopted before 2008.

Source of hedqging 1:

China’s increasing economic dominance of North Korea

vet little leverage over the latter

As we have already seen, China’s economic sphere of influence in North Korea has
become deeper and wider since the end of the Cold War. China’s economic dominance
in North Korea has been growing so much that in September 2007 former South
Korean President Kim Dae Jung, who gave birth to the Sunshine policy and embraced
China’s rise more enthusiastically than any other leader in East Asia for the sake of

inter-Korean reconciliation, appealed to the U.S. and international financial institutions
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to “provide investment and economic help to North Korea to balance Chinese influence
on the Korean peninsula.”*®" Contrary to Seoul’s wishful thinking that China’s growing
economic control in North Korea would give China diplomatic leverage to bring the
North back to the SPT and rein in Pyongyang’s adventurism, Beijing has refrained
from utilizing its mounting economic dominance over the North in order to control
Pyongyang’s provocative behaviors. As a result, Pyongyang, which appears to be well
aware of China’s reluctance to exert its influence over the North due to Beijing’s fear
that any attempt to control the North could backfire, has intensified its provocations
toward the South. Contrary to Seoul’s prior expectations, China’s economic dominance
in North Korea has rarely been utilized to suppress Pyongyang’s aggressive
adventurism, and has instead become a chronic headache for the South Korean
government.

In addition, a series of provocative North Korean acts in 2006 (i.e. the launch of
Taepodong 2, the July 5 missile test, and the test of a nuclear device on October 9)
provided Seoul a chance to reevaluate China’s role in the SPT. In particular, the nuclear
test in October 2006 proved “the limits of Beijing’s capacity to restrain North Korea,”
given that Pyongyang went ahead with its plans even after “the Chinese government
secretly solicited analyst opinion regarding the impact of a North Korean test on

59182

China’s regional security environment.” " In addition to Seoul’s dawning realization

that Beijing lacked the capability and willingness to exert its economic influence over

181 geott Snyder, “China-Korea Relations: Teenage Angst: 15" Anniversary of Diplomatic Relations.”

182 Scott Snyder, “China-Korea Relations: Political Fallout from North Korea’s Nuclear Test,”
Comparative Connections, Vol. 8, No. 4 (2006).
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North Korea to put a stop to further aggressive acts by Pyongyang, the Bush
administration’s resumption of bilateral talks with the North and the holding of an
inter-Korean summit on October 4, 2007 drove Seoul to rely less on China in
approaching Pyongyang, thereby lessening China’s utility in the SPT. Indeed, President
Roh’s tacit agreement with Kim Jong II to include a “three or four party” formula (or
“odd man out” formula) in the inter-Korean joint statement—which revealed
Pyongyang’s intention to drop Beijing from the inter-Korean peace process and drive a
wedge between Seoul and Beijing—'*demonstrated not only China’s decreasing role
in the SPT but also Seoul’s attempt to check Beijing’s greater influence in the Korean
peninsula by reducing its reliance on the latter for inter-Korean reunification.

Source of hedqging 2:

divergent approach toward North Korea

and President Lee’s “Vision 3000”

But even when President Roh attempted to retake the leading role in the SPT from
China by staging the inter-Korean summit, Seoul and Beijing maintained parallel
positions based on their shared view of how to resolve the North Korean nuclear
conundrum. But this shared vision with regard to the North became history with the
inauguration of President Lee Myung Bak in February 2008. Rejecting the belief that
“continuing positive efforts from the South would bring positive changes of attitude in

the North”*®**—the notion that President Kim’s Sunshine Policy and President Roh’s

183 Scott Snyder, “China-Korea Relations: Underhanded Tactics and Stolen Secrets,” Comparative
Connections, Vol. 9, No. 4 (2007).

184 Seong-ho Sheen, “U.S. Strategy of Engagement During the Cold War and Its Implication for Sunshine
Policy, ““ Korean Journal of Defense Analysis, Vol. 14, No. 1 (Spring 2002), p. 213.
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“Engagement Policy for Peace and Prosperity” were based on—and instead adopting
the view that engagement with the North over the past decade had accomplished
nothing, President Lee announced three principles of “strict reciprocity, transparency,
and verification” that would guide Seoul’s North Korea policy. The Lee government’s
main North Korea policy statement, “Denuclearization, Openness, 3000” (the so-called
“Vision 30007), vividly showed Seoul’s shift from “flexible reciprocity” to “strict
reciprocity” in dealing with North Korea. “Vision 3000” clearly stated that “Seoul
would pursue policies of reconciliation and cooperation with North Korea only after
North Korea destroyed its nuclear weapons and abandoned all nuclear weapons.”'®®
From the Chinese perspective, Seoul’s swift shift toward a North Korea policy based
on strict reciprocity and its effort to contain the North Korean threat by strengthening
the alliance with the United States—which I will examine below—threatened stability
on the Korean peninsula, which in turn threatened to undermine China’s strategy of
prioritizing the stability of the North Korean regime at any cost in order to sustain
stability in the region for the sake of China’s economic growth. In short, President

Lee’s announcement of “Vision 3000 revealed a growing perceptional gap between

China and South Korea on how to resolve North Korean issues.

185 Young-Geun Kim, “Reciprocity in South Korean Security Policy Vis-a-vis North Korea and the United
States,” p. 193. Kim notes that “Vision 3000 aimed to help North Korea raise its annual per capita income
to $3,000 within a decade, but only if North Korea denuclearized, reformed its political system, and opened
itself to the outside world. This clearly was a policy of conditional as well as strict reciprocity. In inter-
Korean negotiations, President Lee proposed a ‘Policy of Mutual Benefits and Common Prosperity’ that
aimed to address North Korean reform and opening in coordination with the nuclear issue. Its tasks were to
be realized in three stages. The first was to smoothly manage the interim period of policy change in the
South and to establish mutually beneficial inter-Korean relations. The second was to fulfill the vision of
increasing the North’s personal income to about $3,000 within ten years. The third was the anticipation of
achieving unification through the inter-Korean communities of peace and economy.” pp. 193-4.
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In contrast to the growing estrangement in Sino-South Korean political-security
relations, the Lee government’s conditional “engagement” policy with North Korea
based on strict reciprocity expanded the amount of common grounds South Korea
enjoyed with the United States as far as North Korean problems were concerned.'®
Indeed, both the Bush administration’s CVID approach (“comprehensive, verifiable,
and irreversible dismantlement”) toward the North’s nuclear weapons programs, which
was relaxed after 2007, and the Obama administration’s conditional North Korea policy
of “giving economic aid only after North Korea’s denuclearization” were based on
strict reciprocity.’®” Observing Seoul’s adoption of an engagement policy based on the
concept of strict reciprocity, many observers tended to conclude that with the
inauguration of President Lee, the two allies were finally back on track and in
agreement on how to approach North Korean issues as they had been during the Cold
War era.

In fact, watching Lee’s campaign, many observers inside and outside South Korea
predicted that Lee’s winning of the presidential election in December 2007 would mean

the “normalization” of the South Korean-U.S. alliance. Taking heed of the growing

opposition at home to South Korea’s decade-old unconditional engagement with North

186 gee Jong-Yun Bae, “South Korean Strategic Thinking toward North Korea: The Evolution of the
Engagement Policy and Its Impact upon U.S.-ROK Relations,” Asian Survey, Vol. 50, No. 2 (March/April
2010), pp. 335-355.

87 fact, when it comes to North Korea policy, no huge differences can be found between the Bush
administration and the Obama administration. For instance, Bae states that the Obama administration has
not strayed far from the framework established by the second-term Bush administration’s security policy
team, which carried out direct negotiations within the boundaries of the Six Party Talks. Geung-chan Bae,
“Prospects for International Relations 2009 IFANS Brief (Seoul: Institute of Foreign Affairs and National
Security, 2009).
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Korea and noticing the increasingly favorable perceptions of the United States by the
South Korean public, as opposed to the public’s deteriorating perceptions of China
(Table 30),"® Lee as a presidential candidate publicly discussed his plan to restore the
U.S.-ROK alliance relationship to help recover the security that had “vanished” over
the last decade.’® Reflecting his personal belief in the indispensability of the U.S.-
ROK alliance for the country’s security, President Lee and U.S. President Bush during
their April 19, 2008 summit at Camp David agreed to upgrade the ROK-U.S. alliance

from a “comprehensive alliance” to a “21% century strategic alliance.”*

188 Eor more discussion of South Korea’s changing perceptions of the United States and China, see Jae Ho
Chung, “Korean Views of Korea-China relations: Evolving Perceptions and Upcoming Challenges”; Heon
Joo Jung, “The Rise and Fall of Anti-American Sentiment in South Korea: Destructing Hegemonic Ideas
and Threat Perception,” Asian Survey, VVol. 50, No. 5 (September/October 2010), pp. 946-964; and Gi-
Wook Shiin and Hilary Jan Izatt, “Anti-American and Anti-Alliance Sentiments in South Korea,” Asian
Survey, Vol. 51, No. 6 (November/December 2011), pp. 1113-1133.

189 A private conversation with two lawmakers of the Grand National Party in December 2011. According
to them, Lee Myong Bak personally believed that Kim’s Sunshine Policy and Roh’s Engagement policy
ruined the country’s security by creating south-south conflict within the Korean society over North Korean
problems.

190 The U.S.-South Korean strategic alliance has three components: (1) a values-oriented partnership based

on the principles of democracy and the free market; (2) an alliance that cultivates deeper trust through
political, social, and economic interchanges; and (3) teamwork to promote both regional and global peace.
Sang-Hyun Lee, “ROK-U.S. Relations in Lee Myung-Bak Government: Toward a Vision of a ‘21% Century
Strategic Alliance’” The Journal of East Asian Affairs, Vol. 22, No. 1 (Spring/Summer 2008), p. 8. At the
summit meeting on April 19, 2008, Bush and Lee agreed to several important points regarded as necessary
to upgrade the SK-US alliance into a 21 century strategic alliance. First, during the summit meeting at
Camp David, both presidents agreed to maintain “the current level of U.S. troops at 28,500, which was
supposed to be reduced to 25,000 by the end of 2008.” Secondly, Bush promised to ask “the U.S. Congress
to upgrade Korea’s status in terms of U.S. foreign military sales so that Korea has the same access to U.S.
military technologies as NATO and other key allies.” Last, “the signing of a Memorandum of
Understanding on security improvements necessary for Korea to enter the visa waiver program is also a
good sign of improved ROK-U.S. relations.” p. 4.
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Table 30
South Korean Views of China and the U.S., 2006-2010

Chose China Chose U.S.
2006 12 50
20062 56 51
2006>" 24 47
2006*" 57 58
2007%" 32 35
2007% 10 53
2007" 20 79
20085 52 30
2008%" 40 49
2008 18 52
2008 8 61
2008 23 50
20082 15 45
2009 32 51
2009 6 68
2010 6 71
2010 4 4

Notes: "Question: With which country should South Korea maintain close relations? = Question: Toward which country do you feel
more favorable? ““Question: Which country should South Koreans regard as more important?

Sources: Quoted from Jae Ho Chung, “Leadership Changes and South Korea’s China Policy,” In Asia at a Tipping Point: Korea,
The Rise of China, and the Impact of Leadership Transition, ed., Gilbert Rozman, Joint U.S.-Korea Academic Studies, Vol. 23
(Korea Economic Institute), pp. 14-15.

Joongang Ilbo, May 18, 2006; *Hankook Ilbo, August 7, 2006; *Munhwa llbo, September 16, 2006; “Joongang llbo, December 23,
2006; *EAI Opening Brief, No. 9-2 (March 6, 2007); ®Christian Science Monitor, August 13, 2007; ‘Donga Ilbo, April 1, 2008;
8EAI Opinion Briefing, No. 25-1 (April 2, 2008); °SBS Sisa Toron (RealMeter: February 21, 2009); *°Chosun llbo, August 12,
2010; 2010 tongil euisik josa balpyo (Survey Report on the Consciousness of Unification) (Seoul: Institute for Peace and
Unification Studies, Seoul National University, 7 September 2010), p. 90.

Source of hedqging 3:

different approaches to North Korea’s provocations

As Table 30 indicates, while South Korean opinion of China has plummeted since
2009, views on the United States have dramatically improved. Sino-South Korean
bilateral relations were negatively affected by a series of developments between the
two countries in 2008-2009 —including the Olympic torch incident, a dispute over the
traditional festival “Dan-0,” violent clashes between Chinese and South Korean boats
and the revelation of secret intelligence deals between Beijing and Pyongyang. Worse,

North Korea’s two provocations in 2010— the March Cheonan sinking and the
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November Yeonpyong artillery attack—not only introduced an unprecedented level of
frustration into the Sino-South Korean bilateral relationship since Seoul failed to gain
support from China; it also provided an opportunity to air South Korea’s long-held
suspicions regarding Beijing’s bizarre comradeship with Pyongyang.**!

In the aftermath of the incidents, the Lee administration, which had taken a fairly
balanced approach between the United States and China by upgrading the Sino-South
Korea relationship to a “strategic partnership” and upgrading the U.S.-South Korean

59192

relationship to a “strategic alliance™**? at the same time,* began to move away from

191ACCOI’ding to a national security advisor to President Lee Myong Bak, the Lee administration’s
frustration with Beijing began to strengthen when the two parties met for discussions on how to respond to
the North Korean plan to launch a multi-stage rocket. First, contrary to Seoul’s hopes that China could
exert more pressure on Pyongyang to stop the latter’s missile launch, Beijing, in an attempt to save face in
case Pyongyang went ahead with the missile launch, wanted to take a cautious approach to persuade North
Korea not to launch, repeating the North’s claim that North Korea has a right to use space for peaceful
purposes. Secondly, although on June 12, 2009 China voted in favor of UN Security Council Resolution
1874 condemning North Korea’s nuclear test and authorizing financial sanctions against companies
involved with North Korea’s missile and nuclear programs, when Wi Sunglac and Wu Dawei met in late
March, China showed its strong opposition to pursuing a UN resolution for sanctions against North Korea.
Interview with a security advisor to President Lee conducted in June 2012.

192 £ instance, by the end of his visit to Beijing in May 2008, Lee stated that “It is not desirable for Korea
to lean toward a South Korea-U.S. alliance, particularly from the perspective of a power balance in
Northeast Asia. South Korea-U.S. relations and South Korea-China relations should be complementary to
each other.” What makes Lee’s comment more striking is that it came right after the statement on the eve of
Lee’s meeting with President Hu Jintao in Beijing made by the PRC Foreign Ministry spokesman that “The
Korea-U.S. alliance is a historical relic. The times have changed and Northeast countries are going through
many changes and transformations. We should not approach current security issues with military alliances
left over from the post Cold War era.” Indeed, contrary to the heated public debate over whether South
Korea should issue a formal protest against the statement, the Lee government’s response was moderate as
seen in the statement that “China should know how South Koreans feel about the incident, but the point is
that the issue should not develop into an unnecessary diplomatic dispute.” According to an official in the
Ministry of Foreign Affairs and Trade, the Lee government had no plan to protest to the Chinese statement
from the beginning. What Seoul was most concerned about was what Washington’s response would be to
the statement and how to calm public anger over it. Scott Snyder, “China-Korea Relations: Establishing a
“Strategic Cooperative Partnership” Comparative Connections, VVol. 10, No. 2 (2008) and an interview
conducted in June 2012.
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its balanced approach and tilt closer to the United States—the strategic shift that some
identified as balancing and others as hedging.** China’s ambiguous stance toward the
North’s provocations and lukewarm support for Seoul in condemning Pyongyang for
the aggressive acts have to a great extent contributed to Seoul’s strategic alteration to
hedging.

First, to the disappointment of South, which originally sought a direct condemnation
of North Korea for the sinking of South Korea’s warship Cheonan on July 9, 2010, the
U.N. Security Council issued a rather ambiguous unanimous statement that said the 15-
nation council “condemns that attack,” which killed 46 sailors, and “expresses its deep

concern” over the findings of the South Korean-led investigation that concluded North

193 Watching Seoul’s attempts to upgrade both relationships at the same time, Kang has described Lee’s
first-year approach toward China as “continued accommodation to China, not increased distance and
nascent balancing behavior.” David C. Kang, “Between Balancing and Bandwagoning: South Korea’s
Response to China,” p. 16.

19% There is a voluminous literature defining the Lee administration’s China policy as hedging. For details

on how they define hedging and how they divide hedging into several different categories, see Katz Katrin
and Victor Cha, “South Korea in 2011: Holding Ground as the Region’s Linchpin,”; David Hundt, “South
Korea Confronts the Rise of China,” Global Korea: old and new: proceedings of the Sixth Biennial
Conference Korean Studies Association of Australasia. The Association, 2012; Sook-Jong Lee, “South
Korea as New Middle Power Seeking Complex Diplomacy,” EAI Asia Security Initiative Working Paper
25, September 2012; Jae-Jeok Park, “A Comparative Case Study of the U.S.-Philippines Alliance in the
1990s and the U.S.-South Korea Alliance between 1998 and 2008,” Asian Survey, Vol. 51, No. 2
(March/April 2011), pp. 268-289; Jae Jeok Park, “The U.S.-led Alliance in the Asia-Pacific: Hedge Against
Potential Threats or an Undeniable Multilateral Security Order?” The Pacific Review, Vol. 24, No. 2 (May
2011), pp. 137-58; Hyon Joo Yoo, “The Korea-US Alliance as a Source of Creeping Tension: A Korean
Perspective,” Asian Perspective, Vol. 36, No. 2 (April-June 2012), pp. 331-51; Jae Ho Chung, “East Asia
Responds to the Rise of China: Patterns and Variations,” Pacific Affairs, Vol. 82, No. 4 (Winter
2009/2010), “South Korea’s Reactions to China’s ‘Peaceful Development’’; Sukhee Han, “The Rise of
China, Power Transition and South Korea’s Soft Hedging,” in Towards Pax Sinica?: China’s Rise and
Transformation: Impacts and Implications, ed., Emile Kok-Kheng Yeoh (Kuala Lumpur, Malaysia:
Institute of China Studies, University of Malaysia, 2009), pp. 48-67; and Jeongsuk Lee, “Hedging against
Uncertain Future: The Response of East Asian Secondary Powers to Rising China,” Paper Presented for
the International Political Science Association XXII World Congress of Political Science, Madrid, Spain,
July 8-12, 2012.
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Korea was responsible for the sinking. Mainly due to China’s opposition to directly
pointing the finger at North Korea for the act and its effort to dilute the statement in the
name of “maintaining regional stability,” Seoul had no choice but to accept the
statement, which stopped short of directly blaming North Korea for the act, expressing
its “satisfaction” with the draft statement circulated one day before the
announcement.'*® But Seoul’s “satisfaction” with how the incident was handled in the
multilateral setting turned to anger toward China when it found out that days after the
incident Beijing hosted Kim Jong Il without prior notice to Seoul, which the South
Korean media viewed as a slap in the country’s face and vehemently criticized as
China’s “double play” between the two Koreas. '®® And Seoul’s deteriorating
perceptions of China did not seem to be recovering even after China’s comparatively
prompt response to another North Korean provocation toward the South on November
23, 2010—the bombardment of Yeonpyong Island, which led China to return to the role
of mediator in calling for “emergency consultations” among chief representatives to the
SPT. This response is often contrasted with China’s delayed response to the Cheonan

incident.

%N Security Council Condemns Sinking of South Korean Warship,” The Washington Post, July 10,
2010.

196 Snyder notes, “A more disappointing reality check for South Koreans who expected more from the
‘strategic partnership’ was that Hu did not see the need to provide even an informal ‘heads up’ to Lee that
he would be hosting Kim Jong-I1 days later... As Kim began his trip, Unification Minister Hyun In-taek
called for a ‘responsible role’ by China in a meeting with Ambassador Zhang Xinsen in Seoul on May 4.
South Korean TV broadcaster SBS warned that China was engaging in a ‘double play’ between the two
Koreas...” Scott Snyder and See-won Byun, “China-Korea Relations: The Cheonan and China’s ‘Double
Play.”” Comparative Connections, Vol. 12, No. 2 (2010).
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Deeply disappointed over China’s failure to support Seoul’s international
investigation of the Cheonan incident, Seoul carefully followed a series of
developments between China and North Korea that showed the world their traditional
comradeship was still in as good, or even better, shape than ever. As a result, Seoul
intensified its suspicion of the Chinese leadership with regard to whether China really
is an “honest” broker between the two Koreas, and if so what China’s hidden intentions
are in playing its role in the SPT. With growing apprehension and doubt about a more
assertive China, Seoul began to show its willingness and readiness to join the U.S.-led
security initiatives that it originally avoided participating in partly in consideration of
China’s reaction.

Seoul’s strategic shift toward the United States was noticeable even before the two
tragic incidents in 2010 in (1) the request to delay the OPCON transfer; and (2)
participation in the U.S.-led PSI on WMD. First, since mid-2009 there had been
growing voices among South Korean lawmakers—both conservatives and
progressives—arguing that the OPCON transfer, which was scheduled for April 2012,
should be delayed since the ROK military was not ready to effectively respond to North
Korea’s growing unconventional weapons threat. Furthermore, in January 2010, the
South Korean defense minister stated that “the proposed transfer of OPCON to South

59197

Korea was scheduled for the worst possible time, insinuating the necessity of the

Lo7 Yonhap News, January 20, 2010. After the sinking of the Cheonan, in an attempt to show solidarity

between the U.S. and South Korea, Presidents Lee and Obama held a bilateral meeting on June 26, 2010

before the G20 Summit in Toronto and there stated their decision to delay Seoul’s scheduled takeover of

OPCON until December 1, 2015. And again, on July 17, 2013, the South Korean government proposed to

the United States that “the two allies reassess North Korean threats and the South Korean military’s

readiness posture ahead of the planned transfer of OPCON of the South Korean military to Seoul which is
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delay of the OPCON transfer. A series of acts by the North (i.e. the April 5 missile test
and the May 25 nuclear test) disillusioned the South Korean government about the
effectiveness of the SPT as a regional multilateral setting to rein in North Korea and the
role of China as an “honest” broker promoting inter-Korean reconciliation. One
consequence of the disenchantment was that Seoul turned back to the alliance with the
U.S. for the resolution of its mounting North Korean problems.

On April 14, 2009, the South Korean government announced its decision to become
a full participant in the U.S.-led PSI on WMD—which could potentially raise the level

19%8__and to host a multilateral

of already heightened tensions on the Korean peninsula
PSI maritime exercise off of the coast of Pusan on October 13-14, 2010, which North

Korea strongly criticized as expected.'*® Given the fact that Seoul resisted invitations to

scheduled for December 2015.” “National Security Is Key in Determining Delay in OPCON Transfer,”
Donga llbo, July 18, 2013.

198 1ha private conversation in the summer of 2012 with three Korean experts on Northeast Asian politics,
one scholar pointed to the Lee administration’s decision to join PSI as the most immediate cause of North
Korea’s two provocations in 2010.

199 Another regional security initiative led by the United States is a U.S.-led ballistic missile defense
system, which the predecessors of President Lee Myong Bak refused to join for a “Korean-specific” reason.
But on February 4, 2010, a U.S. Defense Department report claimed that South Korea was showing interest
in participating in a U.S.-led ballistic missile defense system, although Seoul denied this. In fact, on May 9,
2013, South Korea reaffirmed that “it has no intention of joining a regional missile framework headed by
the United States,” while establishing its own Korea Air and Missile Defense System that involves Patriot
missiles and advanced alert radar technology, on which South Korea has been closely working with the
United States. Contrary to South Korea’s official stance that it won’t join the U.S.-led missile defense
system, it has been closely collaborating with the United States in three areas: (1) technology sharing; (2)
exchanges of information; and (3) joint military exercises that include aircraft carriers and destroyers armed
with a missile defense system, such as the USS Decatur and the USS John S. McCain. Nonetheless, South
Korea denies its involvement in the U.S. missile defense system for two reasons: (1) not to anger China,
which objects to growing U.S. antimissile activities in the Asia-Pacific; and (2) to avoid domestic criticism
that the country is participating in a regional antimissile framework that involves Japan. Victor Cha and
Ross Martzkin-Bridger, “U.S.-Korea Relations: Nuclear South of the Border,” Comparative Connections,
Vol. 12, No. 1 (2010); “South Korea Still Not Joining U.S. Missile Defense System,” Yonhap News
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fully participate in the PSI while the major allies of the U.S. agreed to join, partly
because of its fear that participating in the PSI which China publicly opposed could
irritate China and thereby hurt beneficial bilateral relations, Seoul’s decision to join the
PSI after all in 2009 is a good example of the South Korean government’s increased
willingness to strengthen the alliance with the U.S. despite Beijing’s expected
protests.?”’ The Lee administration, when publicly stating its decision to join the PSI,
not only predicted a negative response from Beijing but said it was fully aware that “In
the long term, (with the government’s decision to take part in the PSI) chances will
likely grow that a military clash and some diplomatic friction with China could take

55201

place.””"" In addition to the PSI, the South Korean government’s other strategic moves

to fortify the alliance with the U.S. also had an unstated purpose, as Chung notes:

...with the inauguration of the Lee Myung-bak administration in 2008, the priority of Seoul’s
external relations has been readjusted to augment the Korea-U.S. alliance relationship above
everything else. While Seoul and Washington have repeatedly stated that the alliance was not
directed against China or its rise, some in the Korean military have developed an unstated
purpose of the alliance—constraining China if it were to become a source of instability by
challenging the U.S.-dominant order in East Asia. China’s unconditional defense of North
Korea in spite of the Yeonpyeong shelling—which caused civilian casualties—is adding weight
to this view. Some even point to the development of Hyunmoo-3C cruise missiles, with a range

Agency, May 9, 2013; and “U.S. Missile Defense Shield to Counter N. Korea Threat,” AP News, April 3,
2013.

200 With regard to the decision on the PSI, one could argue that Seoul’s moves toward strengthening the
alliance with the U.S., as exemplified in this decision, “did not appear to be motivated by China but rather
by fundamental changes in the approach to North Korea.” Though this view conveys some truth, it also
commits the fallacy of taking the South Korean government’s public statements as its only evidence, and
thereby fails to account for Seoul’s hidden intentions in joining the U.S. security initiatives in the region.
When making the decision to join the PSI, President Lee was fully aware of China’s probable reaction to it,
just as his predecessors were. David C. Kang, “Between Balancing and Bandwagoning: South Korea’s
Response to China,” p. 16. In his discussion of Seoul’s effort to strengthen strategic ties with the United
States, however, Kang does not mention the decision of the South Korean government as an example of the
effort.

201 <5 Korea Announces Full Participation in PSI,” Hankyoreh Shinmun, April 15, 2009.
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of 1,500 kilometers, as a sign of South Korea’s growing concern with China [emphasis
added].?

Building on these actions to restore the alliance relationship with the United States
even before the eruption of the two incidents in 2010, South Korea pursued more active
measures after the Cheonan tragedy to prove to the North and China its renewed
solidarity with the U.S.—for example, the “Two-plus-Two” meeting first held in Seoul
on July 21, 2010%%, U.S. financial sanctions on North Korea that targeted the country’s
illicit activities such as arms sales, money laundering, and narcotics trafficking, and
joint military exercises. Of these actions, joint U.S.-ROK military exercises appeared to
be most “effective” in terms of drawing attention, albeit negative, from three
countries—China, North Korea and Russia to some extent. The vociferous voices of
opposition from these three countries led some commentators to predict the emergence
of a new cold war divide pitting South Korea, the U.S. and Japan against China, Russia,

and North Korea.®®® For instance, China’s opposition to the joint naval and air exercise

202 12¢ Ho Chung, “Korean Views of Korea-China Relations: Evolving Perceptions and Upcoming
Challenges,” pp. 222-3.

203 Cha and Kim write, “The Cheonan’s sinking brought together two already close allies to become united
against North Korea and stage a ‘show of force.” The first ‘Two-plus-Two’ meeting held in Seoul between
U.S. Secretaries Clinton and Robert Gates and ROK Ministers Yu Myung-hwan and Kim Tae-young
exemplified an ‘upgrade’ of the U.S.-ROK alliance from a traditional military alliance forged in the wake
of the Cold War to a more comprehensive one. In a joint statement, Clinton said that the alliance ‘has
evolved into a strong, successful and enduring alliance’ and announced the decision to complete Strategic
Alliance 2015 by the next Security Consultative Meeting.” Victor Cha and Ellen Kim, “U.S.-Korea
Relations: Smooth Sailing in the Wake of Cheonan,” Comparative Connections, VVol. 12, No. 3 (2010).
South Korea’s role-playing as the linchpin of the region continued through 2011. For details, see Katz
Katrin and Victor Cha, “South Korea in 2011: Holding Ground as the Region’s Linchpin,” Asian Survey,
Vol. 52, No. 1 (January/February 2012), pp. 52-64.

20% Victor Cha and Ellen Kim, “U.S.-Korea Relations: The Sinking of the Cheonan,” Comparative
Connections, Vol. 12, No. 2 (2010)
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in the East Sea for four days from July 25, 2010%

ramped up as “political pressures
from the military community forced the central government to change the text of its
official statements several times to harden its tone over the U.S.-South Korean joint
naval drill near its territorial waters.”?*® Indeed, “From calling on involved parties to
‘maintain calm and constraint’, to expressing ‘concern’ and ‘serious concern,’ then
morphing into words such as ‘oppose’ and ‘strongly oppose,” the rhetoric of the

Foreign Ministry in Beijing over the drills evolved from neutral to shrill.”?’

In spite of the fierce and growing protests from China and North Korea, not only did
the naval exercises take place in the Yellow Sea/West Sea after the bombardment of
Yeonpyong; South Korea and the U.S. also elevated the intensity of military exercises
with the participation of the USS George Washington. First, unlike the “Invincible
Spirit” exercises conducted in the East Sea/Sea of Japan, joint naval exercises after the
Yeonpyong bombardment were conducted in the Yellow Sea. The response was
“effective and reassuring to South Korea, especially following the decision to exercise
the USS George Washington in the East Sea/Sea of Japan rather than the West

Sea/Yellow Sea following the Cheonan incident.”?® In fact, the primary and only

205 The large-scale naval exercise code-named “Invincible Spirit” in the East Sea included the aircraft

carrier USS George Washington and 20 other ships and submarines, 100 aircraft, and 8,000 personnel from
the U.S. and ROK armed services. “U.S.-SK Finally Embarking on the Joint Naval Exercises Four Months
after the Cheonan Sinking,” Chosun Ilbo, July 25, 2010.

206 «pp A Ramped up China’s Stand on U.S.-Korea Drill,” South China Morning Post, August 6, 2010.
27 Ibid.

208 geott Snyder and See-won Byun, “Cheonan and Yeonpyong: The Northeast Asian Response to North
Korea’s Provocations,” The RUSI Journal, Vol. 156, No. 2 (April/May 2011), p. 78.

374



reason why the United States changed the location of the exercises in July 2010 from
the Yellow Sea to the East Sea/Sea of Japan was Beijing’s strong opposition to it. After
Seoul’s announcement of the joint military exercises in May, the Chinese government
stated that “The drill area selected by the United States and South Korea is only 500
kilometers away from Beijing. China will be aware of the security pressure from
military exercises conducted by any country in an area that is so close to China’s
heartland,” and claimed that “Whatever the explanations the U.S. and South Korea
offered, the military drills surrounding China’s offshore sea obviously have the
intention of targeting China.”?*® In addition, the Chinese government announced
possible military responses to the scheduled military exercises in the Yellow Sea,
saying that “Today’s China is no longer the China of a century ago that had no choice
but to bend to imperialist aggression. After decades of development, especially since
the adoption of the reform and opening-up policies, China has become the world’s third
largest economy and possesses a modern military capable of any self-defense
missions.”?!® Washington’s decision to change the location right before the exercise,
which appeared to be a concession to China while failing to support Seoul in the
aftermath of the Cheonan incident, raised concerns among South Koreans regarding

. . . . . 211
“U.S. accommodation of an increasingly assertive China.”

299 Cited in Scott Snyder and See-won Byun, “China-Korea relations: Consolidating Ties with New DPRK
Leadership,” Comparative Connections, Vol. 12, No. 3 (2010).

210 China Daily, July 12, 2010.

21 |bid,
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But joint military exercises in the Yellow Sea went ahead in November 2010 despite
China’s protest, with the participation of the aircraft carrier USS George Washington, a
potent symbol of U.S. military might.* Furthermore, not only did President Lee reject
Beijing’s proposal for convening an emergency meeting in his first address to the
nation after the Yeonpyong Island artillery attack on December 20, 2010; South Korea
also conducted a live-fire drill near Yeonpyong Island despite Russia and China’s
opposition and amid the North’s threat of retaliation. “Backed by the U.S. and Japan,
South Korea flatly rejected their (Chinese and Russian) call, saying that conducting

drills in its own territory is a matter of national sovereignty.”?*?

Source of hedqging 4:

disputes over history and territory

The last source of South Korean concern with regard to an ascendant China, which has
driven South Korea to hedge against China’s rise, was growing disputes with China
over history and territory. However, in contrast to its active participation in the joint
military exercises, the Lee government appeared to be cautious and lenient in history

disputes with China despite growing requests among the South Korean public for the

212 This time China’s Foreign Ministry suggested “it wouldn’t escalate its protests against the naval

exercises as long as they took place outside China’s ‘exclusive economic zone,’...We hold a consistent and
clear-cut stance on the issue...We oppose any party to take any military actions in our exclusive economic
zone without permission.” With regard to China’s softened stance on Yellow Sea exercises, one observer
says, “China’s apparently softened stance on Yellow Sea exercises appears to demonstrate a concern that
the North Korean crisis will overshadow a planned trip to Washington in January by President Hu Jintao. It
may also reflect an acknowledgement that China would be unlikely to prevent the U.S. and South Korea
from staging their drills following the week’s attack, requiring a compromise to avoid appearing weak
before an increasingly nationalist and demanding Chinese public.” “China Warns U.S. as Korea Tensions
Rise,” The Wall Street Journal, November 26, 2010.

213 Viictor Cha and Ellen Kim, “U.S.-Korea Relations: A Tumultuous Ending of Year 2010,” Comparative
Connections, Vol. 12, No. 4 (2010).
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adoption of an offensive approach to the history disputes with China. As noted in the
subsection on the subtle change in the Roh administration’s China policy, the history
disputes over claims to “ownership” of an ancient kingdom (Koguryo in Korean and
Galguri in Chinese) angered many in South Korea and put the brakes on an expanding
bilateral relationship between China and South Korea, causing South Korean public
opinion on China to take a sharply negative turn. For South Koreans, the disputes over
history— Koguryo, Dan-0 and Balhae—have been a serious matter that threatens the

. . . . . 214
very core of Korean identity and is “a near declaration of war, only without guns.”

Despite the Chinese government’s official stance that “Research on the history of
ethnic or territorial changes or movements should be based on the principle of
separating academia from politics and reality from history, should have a correct
approach, should be properly handled, and should not affect relations between [the] two

213 the more these disputes arose between the two countries (Table 31), the

countries,
more South Koreans tilted toward the offensive view that China intends to claim the

region by constantly staging disputes over history.

For instance, another history dispute arose over Balhae, which instantly became a
source of tension between Seoul and Beijing. This reaffirmed for many South Koreans

their belief that the Chinese have been attempting to alter Korean history for their own

214 Terence Roehrig, “History as a Strategic Weapon: The Korean and Chinese Struggle over Koguryo,”
Journal of Asian and African Studies, Vol. 45, No. 1 (January 2010), p. 6; and “The Launch of the
Northeast Asia History Foundation,” Korea Times, August 25, 2004.

215 “PRC: Full Text of Interview with Wen Jiabao by South Korean Reporters on 5 April 2005,” Xinhua
Domestic Service as listed in Open Source Center, April 5, 2007. Cited in Terence Roehrig, “History as a
Strategic Weapon: The Korean and Chinese Struggle over Koguryo,” p. 14.
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strategic purposes by hiding their offensive intentions toward the Korean peninsula—a

view that is widespread in the South Korean media.

The Chinese authorities insist that any printed material regarding the project only reflects the
writer’s personal views and that he or she is responsible for it. They also claim that it is merely
academic research, not an official position. But the claim is merely an excuse, as the Academy
of Social Science is controlled by the government.**®

In a similar vein, Chung elaborates on South Korea’s changing mood as a result of the

recurrent disputes with China over history:

Even if the Northeast Project, as is often argued, began as a purely scholarly effort, the
possibility of the Chinese state exploiting this new window of opportunity cannot be totally
precluded. In that respect, the Souti Korean government’s agreement to regard it as a scholarly
project might have been premature and naive. While there are still Chinese scholars, both
historians and international relations experts, who argue that Korea was a “tributary state” but
never a “local government” under China’s control, it is not clear at all how long they can
continue to be so vocal. Particularly given that China does not allow the existence of non-
governmental organizations that may contest government policies, in the long run, South
Korea’s concern can only get deeper. What further reinforces the pessimism is the widely
shared perception in South Korea that despite the completion of the Northeast Project in
January 2007, China’s efforts to incorporate Korea’s ancient history will not stop but only
expand. In fact, many South Koreans seem to feel that China’s strategic focus will now go
beyond Koguryo to include other ancient dynasties, Balhae and Old Chosun (Gochosun).
Institutionally, the Jilin Academy of Social Sciences reportedly took over the task from CASS
and is said to be planning continued publication of the journal Dongbei Shizhi (Journal of
Northeast History), founded in 2004 [emphasis adeed].?*’

216 “The Launch of the Northeast Asia History Foundation,” Korea Times.
27 Jae Ho Chung, “China’s ‘Soft” Clash with South Korea: The History War and Beyond,” pp. 480-1.
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Table 31

Timeline of History Disputes between South Korea and China, 2002-2010

Year Chronology of Sino-South Korean Cooperation and Conflict over History, Territorial and Maritime Issues

2002 The Chinese-sponsored five-year "Northeast Asia History Project" is launched in February

2003 .
Goguryo
Controversy .

China's challenge to a bid by North Korea to have Goguryo tomb murals placed on the UN World
Heritage List at the International Council of Monuments and Sites, a UNESCO subcommittee
The South Korean government plans to launch an international study group on the historical
origins and role of the Goguryo Dynasty in response to the Chinese claims. Also, South Korean
civic groups demand that the South Korean government support North Korea's bid to include
Goguryo tomb murals on UNESCO's list of world heritage sites

2004 .
History
War

Comments in January by Culture Minister Lee Chang-dong that the Koguryo debate between the
two countries should be handled through private means ignite strong criticisms from Korean civil
societies that the South Korean government is failing to defend Korea's position and history.
South Korea's state-funded Research Center for Koguryo History is established with an annual
budget of $9 million.

The Annual Congress of Korean History Societies discusses "historical disputes in an era of
globalization," featuring the confrontation between China and Korea over the historical origins of
the Koguryo Kingdom.

South Korean Director General for Asia-Pacific Affairs Park Joon-woo is dispatched to Beijing to
discuss the PRC Ministry of Foreign Affairs' decision to delete pre-1948 references to Korean
history from its official website, among other issues.

In August South Korean government officials and lawmakers agree to form an inter-agency
committee to respond to China's historical claims regarding Koguryo.

In August Vice Foreign Minister Wu Dawei visits Seoul and negotiates a five-point verbal accord
with South Korean counterparts to bring under control the dispute over historical interpretations of
the significance of the Koguryo Kingdom as part of China's and Korea's respective national
histories.

Koguryo Research Foundation meets to discuss China's motives in pressing its claims to the
historical origins of Koguryo Kingdom.

In December South Korean officials criticize PRC decision to issue commemorative postage
stamps featuring historic relics from the Koguryo Dynasty.

2005 .

Middle school history text book "History to Open the Future" is published by a team of scholars
and civic organizations from China, Japan, and South Korea.

Following Japanese Prime Minister Koizumi Junichiro's Oct. 17 visit to the Yasukuni Shrine, ROK
Ministry of Education announces that it seeks a three-way meeting among education ministers
from China and Japan to address alleged distortions in history textbooks in the three countries.

2006 .
Baekdu
Mountain

China challenges South Korean claims to a maritime feature located within an area where China’s
and South Korea’s EEZ overlap known in Korean as Ieodo and identified by Chinese as Suyan
Rock.

In November PRC Ambassador to South Korea Ning Fukui says his country will consult with
North Korea before seeking UNESCO World Heritage status for Mount Baekdu, on its border with
the North.
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2007 e OnJanuary 31 five female South Korean short-track silver medalists raise signs reading "Mount

leodo Baekdu is our territory" at a medal awards ceremony during the Winter Asian Games in
Chuncheon, South Korea, triggering Chinese demands for an apology from South Korean Foreign
Ministry counterparts.

. In March South Korean Ministry of Education and Human Resources Development announces that
from 2012 South Korean high school textbooks will include information on South Korea's
historical and territorial disputes with China and Japan.

e  China's State Oceanic Administration affirms its claim to leodo Island, known in China as Suyan
Rock, on which South Korean authorities have erected a maritime observation facility and a
helicopter landing site.

2008 . In March, South Korea announces that China has agreed to cooperate to recover the remains of An
leodo Jung-Geun, the Korean independence fighter who assassinated Japan's first Resident General Ito
Dan-o Hirobumi in China in 1909. An was executed in China by Japanese military officials at Ryojun
Acupuncture Prison.

Traditional e On August 14 the Chinese Oceanic Information Network claims that a disputed rock (leodon in
herbal Korea and Suranjiao in Chinese) is Chinese territory.

medicine e On August 15 the Chinese Oceanic Information Network deletes its territorial claim over the
cures disputed rock that lies between South Korea and China to show that it is contested territory.

e China protests the South Korean government's decision to bid to register a traditional festival (Dan-
0 in Korean and duanwujie in Chinese) with UNESCO as a tradition that originated in Korea.

e  Adispute erupts over the origins and marketing of acupuncture and traditional herbal medicine
cures as originally "Korean" or "Chinese."

As the table above indicates, when it comes to the disputes with China over history
and territory, the South Korean government’s modes of response have not changed as
much as they have on other matters, such as the Chinese handling of North Korean
refugee issues and China’s ambiguous stance on North Korean provocations and
nuclear weapons programs. In spite of the leadership change from Roh to Lee, who
prioritized the reaffirmation of the alliance with the United States over everything else,
Seoul has maintained its cautious approach in an effort to “avoid a larger rift with its
most important trading partner.”**® That is, even the Lee Myung Bak government took
a very careful approach just like its predecessors, so as not to overplay the issue and
potentially jeopardize the Sino-South Korean bilateral economic relationship, which
has been deemed more crucial than any other matter in the bilateral relationship. The

statement below by the Director General of the Cultural Affairs Bureau at the Ministry

218 Terence Roehrig, “History as a Strategic Weapon: The Korean and Chinese Struggle over Koguryo,” p.
16.
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of Foreign Affairs and Trade well reflects the South Korean government’s view with
regard to the series of tensions with China over history, which contrasts with the views
widespread among the South Korean public and media. The South Korean
government’s view tends to reflect a defensive school of thought, whereas the South

Korean public tends to attract to an offensive perspective.

It is our understanding that in undertaking the project, it was not the Chinese government’s
intention to systematically distort the ancient history of northeast Asia. Chinese officials have
conveyed their worry that this issue could have a negative impact on our bilateral relations. It is
our view that the project...is a civil, academic endeavor and not something that should be put
on a par with government initiatives.?*

In sum, a series of developments have shown the South Korean government’s shift
toward hedging in dealing with a more assertive China—the Lee administration’s
prioritization of enhancing the alliance with the United States right after President
Lee’s inauguration and the pursuit of measures that showed China and North Korea not
only the country’s resolve to contain Pyongyang’s future provocations but also its
increased resistance to Beijing’s unacceptable protests. Nonetheless, Seoul took a “wait
and see” stance on other disputes with China, including disputes over economic

matters.

South Korea's resurgent trade dependence on China

since the 2008 global financial crisis

The United States as the epicenter of economic troubles

versus China as the remedy for the South Korean economy

219 ost Kingdom, Modern Spat,” Joongang llIbo, January 12, 2004. Cited in Ibid, p. 16.
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Just a few months after his February inauguration, President Lee Myung Bak had to
confront two huge obstacles, one from inside and the other propelled by an outside
force. First, the U.S. beef protest against South Korea shook the whole country after the
Lee government announced its decision, even prior to the summit with President Bush,
to reopen the South Korean market to U.S. beef. South Korea had closed its market to
U.S. beef since December 2003, when the prion responsible for BSE or “mad cow
disease” was detected in U.S. beef cattle. A series of demonstrations against this
decision from May 2008 through July 2008 involved tens of thousands of people. After
MBC (Munhwa Broadcasting Corporation) aired a program titled “Is American Beef
Really Safe from Mad Cow Disease?” the unrest intensified throughout the country.??°
President Lee’s calculation that lifting the import ban on U.S. beef would not only
precipitate the ratification of the KORUS FTA in the U.S. Congress but also help

1

solidify the U.S.-South Korean alliance backfired at home, ! resulting in the

plummeting of President Lee’s approval rating to well below 20%.

Just a month after the candlelight demonstrations tailed off, more bad luck hit newly
elected President Lee, this time in news from the United States—namely, the financial
crisis of 2008. As Reinhart and Rogoff’s study shows based on two centuries of
financial data, the recent financial crisis resembles the 1929 onset of the Great

Depression in several respects. Both are global crises, and the 2008 financial crisis,

220 “Editorial: MBC PD Note Wearing an Innocent Look after Spreading the Fire All over the Country,”
Chosun Ilbo, May 21, 2008.

221 Victor Cha, “U.S.-Korea Relations: What’s the Beef About?” Comparative Connections, Vol. 10, No. 2
(2008).

382



which was triggered in the world’s largest economy, left no country unscathed.??? As a
result of South Korea’s adoption of open capital account liberalization and its heavy
dependence on exports, a drastic economic contraction followed soon after the
bankruptcy filing of Lehman Brothers. % Despite the country’s relatively strong
economic fundamentals compared to those right before the eruption of the 1997

financial crisis (Table 32),%* “the Korean economy contracted by 5.1 percent in the last

222 carmen and Reinhart and Kenneth S. Rogoff, This Time is Different: Eight Centuries of Financial Folly
(Princeton and Oxford: Princeton University Press, 2009).

223 ps many experts on the South Korean economy note, South Korea had somehow maintained its stable
pace of economic growth until the 3" quarter of 2008—that is, right before the collapse of Lehman
Brothers. In fact, despite the slowdown of domestic demand, mainly due to rising oil prices and the
resulting loss of purchasing power, “(South Korean) exports had maintained a solid expansion. In fact, the
3" quarter’s export increased by 27% compared to that in the same quarter of the previous year.” Until the
fall of Lehman Brothers in September and the widespread panic in the global financial market that
followed, the South Korean economy appeared to be more than fine. For a brief sketch of the South Korean
economy right before the crisis, see Dongchul Cho, “Responses of the Korean Economy to the Global
Crisis: Another Currency Crisis?”” Paper No. 2 prepared for the Conference on Global Economic Crisis:
Impacts, Transmission, and Recovery, Honolulu, Hawaii, August 19-20, 2010.

224 | many discussions of the South Korean economy’s strong fundamentals, particularly compared to
those on the eve of the 1997 financial crisis, four elements are often mentioned: (1) a healthy current
account balance; (2) large foreign reserves; (3) the robust corporate sector measured by debt-to-equity
ratio; and (4) the low ratio of Korean banks’ aggregate non-performing loans. For instance, Sharma, writing
about how South Korea’s weak economic fundamentals mainly due to crony capitalism were a cause of the
financial crisis in 1997-1998, states that: “South Korea’s strong economic fundamentals left it well
positioned to cope with the global economic turmoil that erupted in 2008. During the period 2005-2007,
real GDP grew at 4.75 percent a year on average and the unemployment rate was at 3.5 percent. The
current account was healthy and foreign reserves large enough to provide ‘self-insurance’ against sudden
stops and panicky de-leveraging... Korean banks’ aggregate non-performing loan ratio was 0.8 percent,
compared to 6.0 percent before the Asian financial crisis... The highly leveraged chaebols of the past were
in much stronger financial shape. In 1997, the debt-to-equity ratio of the corporate sector was 426 percent,
but in 2008, it stood at 131 percent...” Shalendra D. Sharma, “From Meltdown to Bounceback: How South
Korea Weathered the 2008 Financial Crisis,” Global Asia, Vol. 8, No. 1 (Spring 2013). Available at
http://www.globalasia.org/V8N1_Spring_2013/From_Meltdown_to_Bounceback How_South Korea_Wea
thered_tth_2008_Financial_Crisis.html. For more discussions of the improved fundamentals of the South
Korean economy, see Dongchul Cho, “The Republic of Korea’s Economy in the Swirl of Global Crisis,”
ADBI Working Paper, No. 147 (2009), Tokyo: Asian Development Bank Institute; Jong-Wha Lee and
Changyong Rhee, “Crisis and Recovery: What We Have Learned from the South Korean Experience?”
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quarter of 2008 from the previous three months. The capital account recorded a deficit
of $42.6 billion in the fourth quarter of 2008, equivalent to 20 percent of GDP.”?%
Given the country’s heavy dependence on exports for economic growth, the collapse of
South Korea’s export growth and the resulting rapid loss of hard currency, which
agitated investors in the currency market, were the biggest concern for the Lee
government. A series of developments adverse to Seoul’s effort to sustain the stable
pace of economic growth in the country led international forecasting institutions to
make dismal predictions about the future of the South Korean economy. For example,
the IMF “revised its forecast on South Korea’s 2009 growth from +2.5% in November

2008 to -4.0% in January 2009, which is a 6.5% drop within just 2 months.”??®

Table 32
Changes in South Korea’s Economic Fundamentals
1997 2008
Korean banks' 6% 0.80%
aggregate non-performing loan ratio
Korean banks' Basal capital ratios 7% 11%
Korean corporate sector 426% 131%

debt-to-equity ratio

Source: Shalendra D. Sharma, “From Meltdown to Bounceback: How South Korea Weathered the 2008 Financial Crisis”.

To the surprise of many commentators, however, the South Korean economy made

a remarkable V-shaped recovery by the second half of 2010, achieving 6.2 percent

Asian Economic Policy Review, Vol. 2, Issue 1 (June 2007), pp. 146-164; and Jun-kyu Lee, “Korea’s
Economic Stability and Resilience in Time of Crisis,” Korea’s Economy 2010, Vol. 26, Washington, D.C.:
Korea Institute for International Economic Policy.

225 |bid., p.3.

226 “Korea, Navigating through the Global Headwinds,” Yonhap News Agency, February 2, 2009. Cited in
Dongchul Cho, “Responses of the Korean Economy to the Global Crisis: Another Currency Crisis?” p. 4.
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growth in 2010. Observing the unexpected revitalization of the South Korean economy,
the IMF, which had drawn a dire picture of the South Korean economy less than two
years before, announced that “Korea’s rapid recovery from the global downturn has
transitioned into a full-fledged expansion.”?” A bunch of factors—both internal and
external®® —have been brought in to explain this phenomenal bounce-back by the
South Korean economy. One such explanation is South Korea’s export structure, which
is concentrated on the China market. Since the outbreak of the crisis American
consumer demand, which has powered the East Asian countries’ economic growth in
recent decades, began to drastically dwindle while the U.S.’s chronic trade deficit
continued to grow, but lifting domestic consumption in East Asian countries would

take considerable time.?”® Thus, some commentators in their analysis of the South

221 “Republic of Korea: 2011 Article IV Consultation — Staff Report and Public Information Notice on the
Executive Board Discussion,” IMF Country Report No. 11/246 (August 2011), Washington, D.C.

228 The factors are divided into two categories, internal and external. With regard to internal factors, first of

all, the Kim Dae Jung administration’s wide-ranging structural and financial-sector reforms after the 1997
financial crisis aimed at propping up South Korea’s economic fundamentals are most often mentioned.
These reforms included “more effective regulation and supervision of financial institutions and better
management of foreign exchange reserves, enhanced the Korean banking and financial sector’s ability to
absorb these shocks and recover quickly.” Abother internal factor was the Lee Myong Bak government’s
aggressive expansionary policies to contain the crisis. The expansionary policies included a fiscal stimulus
package equivalent to 1.2 percent of South Korea’s GDP, totaling some $11 billion, and a supplementary
budget, equivalent to about 3 percent of GDP, to boost the domestic economy. In addition, Korean officials
created a 20 trillion won Bank Recapitalization Fund to help banks to shore up their capital base. These
expansionary fiscal measures helped limit the impact of the financial crisis on the South Korean economy.
For further discussions of South Korea’s stimulus packages during the period 2008-2009, see Salendra D.
Sharma, “From Meltdown to Bounceback: How South Korea Weathered the 2008 Financial Crisis,”;
Dongchul Cho, “Responses of the Korean Economy to the Global Crisis: Another Currency Crisis?”’; Jae-
ha Park and Sangche Lee, “Global Financial Crisis: Background, Prospects, and Its Impacts on Korea,”
Seoul Journal of Economics, Vol. 22, No. 1 (2009), pp. 77-94; and In-june Kim and Youngseop Lee,
“Global Financial Crisis and the Korean Economy,” Seoul Journal of Economics, Vol. 22, No. 2 (2009),
pp. 145-79.

229 “Troubled Tigers: Asia Needs a New Engine of Growth,” The Economist, January 29, 2009.
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Korean economy’s quick recovery from the current crisis said that events had shown
that the South Korean government’s decades-old efforts to diversify the destination of
South Korean exports in order to lessen the country’s trade dependence on the United
States had worked at last. The result has been enhanced intra-regional trade ties,
although in some sense these policies had only created another, bigger source of

dependence: China.

...although the South Korean economy remains fundamentally export-dependent, its rapidly
expanding intra-regional trade linkages with Asia provided it much greater protection. By
diversifying its export markets over the course of a decade, its dependence on trade with the
U.S. and Europe declined. Clearly, by all key measures, the economic fundamentals of the
Korean economy seemed sound in 2008.%%

On this view, many regional experts have called for accelerating intraregional trade and

231

investment, strengthening regional financial markets=>" and boosting domestic demand

to shield regional economies from future crises.

Over the past seven years, trade within Asia has risen 75 percent faster than its trade with
Europe and the United States. In fact, trade with the West is now half that of intra-Asian trade.
Much of the growth has come from the regional expansion of global supply chains in Western
markets. Asia’s economies, with their burgeoning middle-class populations, must begin to see
each other as end markets rather than only primarily as links in the global supply chain... Asia’s
progress in liberalizing regional trade has been too slow, and it is imperative to rebuild
momentum for a multilateral solution. The region’s huge infrastructure needs and growing
consumer class offer ample investment opportunities for Asian capital. More should be done to
tap, for use within the region, the Asian savings and reserve funds allocated to sovereign
wealth-style investments.?*

230 Salendra D. Sharma, “From Meltdown to Bounceback: How South Korea Weathered the 2008 Financial
Crisis.”

281 Grimes nicely shows how the global financial crisis affected East Asian financial regionalism and
where the region should go forward so as not to lose the momentum of enhanced regional integration in the
area of finance. Willian W. Grimes, “The Global Financial Crisis and East Asia: Testing the Regional
Financial Architecture,” EAl Fellows Program Working Paper Series No. 20 (June 2009).

232 Dominic Barton, “Asia’s Future and the Financial Crisis,” The McKinsey Quarterly (December 2008),
p. 3. Available at http://relooney.fatcow.com/SI_FAO-Asia/McKinsey-Asia_1.pdf.
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In South Korea as well, as the impact of the recent crisis swept through the entire
country, the significance of maintaining the country’s economic ties to China began to
receive more attention than ever before, in spite of the heightened anxieties regarding
China’s rapidly increasing economic dominance over both Koreas. In fact, some of the
apprehensions the South Korean government had with regard to its bilateral economic
ties with China, which began to crop up in the mid-2000s, seemed to be simmering
down as South Korea’s exports to China became a primary source of the country’s
recovery from the global financial crisis. For instance, South Korea’s shrinking trade
surplus with China was gone by 2009, even after China replaced Japan as the largest
exporter of goods to South Korea in the second quarter of 2008. China’s reemergence
as an engine for the country’s economic growth seemed to lead Seoul to postpone
tackling some of the economic concerns it has had toward China. Some of these issues
are the narrowing of the technological gap between the two countries as a result of
China’s rapid catch-up with South Korea, China’s growing industrial espionage,
increasing disinvestment from China (the so-called “Fly-by-night”), and trade disputes
over tainted food imports from China. As will be discussed in more detail below, the
global financial crisis that erupted in the United States, which South Korea did not
anticipate, left the Lee government with less capacity to address the above concerns
than it would otherwise have had. Furthermore, the swift resurgence of the country’s
exports to China, which resulted in a record trade surplus with China in the second
quarter of 2009 (Table 33, Figure 21 and 21-1),® has further distracted the South

Korean government from dealing with other bilateral economic issues.

233 Indeed, increasing exports to China was an experience shared by many East Asian countries. “Asian
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Table 33
South Korea’s Trade with China, 2005-2010

Year Growth rate of  Growth rate of Growth rate of Growth rate of
South Korea’s South Korea’s South Korea’s South Korea’s
total exports exports to China  total imports imports from

China

2005 12.0 24.4 16.4 30.6

2006 144 12.2 18.4 25.6

2007 5.8 18.0 15.3 29.8

2008 13.6 115 22.0 22.1

2009 -13.9 -5.1 -25.8 -29.5

2010 2.8 34.8 31.6 31.9

Source: Compiled by the author
Data on South Korea’s total exports, total imports, exports to and imports from China:
The Korea International Trade Association (KITA.org)

Figure 21
South Korea’s Trade with China, 2005-2010
40.0
30.0
20.0 S~ -
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0.0
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-20.0
-30.0
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== Growth rate of South Korea's exports to China
Growth rate of South Korea's total imports
= Growth rate of South Korea's imports from China

Source: Compiled by the author

exports have also recovered, lifted in part by a sharp increase in shipments to China—Asia’s exports to
China (up to 37 percent since touching a trough in January 2009) have grown more rapidly than China’s
own exports (up to 12 percent since its trough in February)”. As Keat writes, given that Asian exports here
exclude China, Japan, and India, “the recent revival in Asia’s shipments to China could have been driven
more by the rise in domestic demand in China than by demand from China’s export processing industries
[emphasis added].” Heng Swee Keat, “The Global Financial Crisis: Impact on Asia and Policy Challenges
Ahead,” Working Paper presented at Asia Economic Policy Conference 2009, available at
http://www.frbsf.org/economic-research/files/Panel_Heng.pdf.
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Figure 21-1
The Ratio of South Korea’s Exports to
China and the U.S. to Its GDP

===The Ratio of South Korea's Exports to the US to South Korea's GDP
—=The Ratio of South Korea's Exports to China to South Korea's GDP
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—tor
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Source: Compiled by the author.

The 2008 global financial crisis

moving the South Korean economy back into China’s arms

Although South Korean export dependence on the Chinese market has been gradually
decreasing even in the midst of the recent financial crisis (Table 33-1 and Figure 21-2),
partly thanks to various measures the country has undertaken (i.e. FTAs with various
countries and blocs) to diversify export destinations to reduce its export dependence on
a few countries (i.e. China and the United States), the 2008 financial crisis made South
Koreans realize again how much the country relies on China for its economic growth.
Below | will expand on the impact of the global financial crisis on the asymmetric
bilateral economic relations between South Korea and China, changes in South Korea’s

investment in China, and trade disputes between the two countries.
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Table 33-1
South Korea’s Trade Dependence on China, 2007-2010

Year China’s China South World’s  South South Korean  South Korean
imports total Korea’s Total Korean exports’ exports’
from imports  total exports  exports’ market share  dependence on
South exports market share  inthe world  the China
Korea in China (A) (B) market (A/B)

2007 103.7 956.1 3715 14017  0.108 0.027 4.00

2008 112.1 11325  422.0 16154  0.099 0.026 3.81

2009 1025 10059 3635 12545  0.102 0.029 3.52

2010 138.3 1396.2  466.4 15289  0.099 0.031 3.19

Source: (1) World’s total exports and U.S. total imports: WTO; (2) U.S.’s imports from South Korea:
U.S. Department of Commerce, United States Census Bureau; and (3) South Korea’s total exports:
The Korea International Trade Association (KITA.net).

Figure 21-2
South Korea’s Trade Dependence on China and the U.S., 2007-2010
- South Korean exports' dependence on China
== South Korean exports' dependence on the U.S.
- 3.81
209
= 3.19
8-89 9:85 0-83 0.81
2007 2008 2009 2010

Source: Compiled by the author.

As we have seen in this chapter, South Korea’s rapidly increasing trade surplus with
China in 2001-2005 was the major engine for the country’s economic growth, which in
turn led South Korea to depend heavily on China in the economic realm. However,
from late 2005 until 2008 South Korea’s balance of trade with China shrank 37.5%
from U.S.$23.2 billion to U.S.$14.5 billion (Table 34). Two of the causes of this

decline were the Chinese government’s implementation of austerity measures aimed at
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cooling the country’s overheated economy and the outbreak of the global financial
crisis. The falling trade surplus with China has led the South Korean government to be
more cautious about the implications of the country’s heavy economic dependence on
China; indeed, the recent volatile movements of the South Korean stock market in
tandem with Beijing’s decisions on interest rates and the country’s serious dependence
on China for export growth have elevated the level of alarm among South Korean

officials, especially in the Ministry of Strategy and Finance.

Table 34
South Korea’s Trade Surplus with China, 2002-2010 (USD in billions)
Year Balance of trade with China
2002 6.35
2003 13.20
2004 20.18
2005 23.27
2006 20.90
2007 18.96
2008 14.46
2009 32.46
2010 45.26

Source: Korea Economic Institute of America (keia.org)

However, in 2009 South Korea recorded the highest trade surplus with China since
diplomatic normalization in 1992, chiefly due to the country’s imports from China
falling a lot faster than its exports to China. Indeed, as oil prices moved upward,
leading to decreased domestic demand, South Korean imports from China nosedived.?**
In 2008-2010 South Korea’s exports to China surged 27.8% from U.S.$91,389 million
to U.S.$116,383 million, whereas its imports from China declined by 6.9% from

$U.S.76,930 million to U.S.$71,574 million. With the rapid recovery of South Korea’s

234 «§ Korea Posts Record-High Trade Surplus in 2009,” People’s Daily Online, January 14, 2010.
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exports to China and the falling of imports from the economic giant, twin trends that
have had a considerable impact on South Korea’s current account balance, China has
reemerged as a critical source of South Korea’s positive total trade balance. In short,
China is regaining importance in South Korea’s economic growth. As Figure 19
indicates, the country’s V-shaped recovery in terms of its current account balance
might have resembled a U-shape instead without the rapid recovery of Chinese demand
for South Korean goods (Figure 22). Thus, South Korean concerns over the prospect of
losing the biggest source of its trade surplus seemed to disappear by mid-20009.

Figure 22
South Korea’s Balance of Trade with China and Total Trade Balance, 1998-2010
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Source: Korea Economic Institute of America (www.keia.org)

One critical factor that contributed to the rapid recovery of South Korean exports to
China was China’s adoption of a stimulus package aimed at containing the further

spread of negative effects from the global financial crisis, which succeeded in boosting
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Chinese demand for foreign imports, including Korean products.”® China’s transition
from a production base for South Korean companies to re-export to third countries to a
potentially huge market for South Korean products, which was emphasized in
numerous reports issued by South Korean government agencies and research
institutions associated with the government even before the eruption of the recent
crisis, was made manifest through the rapid recovery of South Korean exports to China.
Regarding the importance of the Chinese market for South Korea’s recovery from the

recent financial crisis, Cho says:

One of the reasons for the relatively fast recovery of Korea’s export was its structure
concentrating on [the] China market: the share of China in Korea’s export market was 24%
(almost 30% including Hong Kong) in 2008, while those of the U.S., EU, and Japan were 10%,
13%, and 6%, respectively. Therefore, Korea’s export was likely to recover faster, if China’s
import recovered faster than other regions, which in turn was a natural implication of the global
rebalancing: the unwinding of global imbalance should imply a relatively small correction of
final demand (domestic absorption, to be precise) in China compared to that in the U.S. As far
as Korea’s export to China did not entirely rely on final demand induced by the U.S., or to the
extent that it depend[ed] on China’s autonomous domestic absorption, a relatively small
correctiz(;g of Korea’s export was required in the process of global rebalancing [emphasis
added].

As China regained its reputation as the biggest source of South Korea’s trade
surplus, it appeared that the China-as-an-opportunity viewpoint was gaining more

weight than the China-as-a-ferocious-competitor viewpoint among South Korean

235 Reporting the positive impact of the Chinese stimulus package on foreign businesses, Snyder states that:
“...surveys showed a moderate expansion of China’s manufacturing sector in May (in 2009) with an
improvement in new export orders. Foreign businesses have noted the favorable impact of Beijing’s 4
trillion RMB ($585 billion) stimulus package, which has made the Chinese economy more stable than other
Asian economies and helped generate China’s first quarter growth of 6.1 percent (year-on-year). Meeting
Chinese Communist Party Propaganda Chief Li Changchun in Seoul, Federation of Korean Industries
Chairman Cho Suck-rai recognized China’s recovery as a key to global recovery.” Scott Snyder and See-
won Byun, “China-Korea Relations: Pyongyang Tests Beijing’s Patience,” Comparative Connections, Vol.
11, No. 2 (July 2009).

236 Dongchul Cho, “Responses of the Korean Economy to the Global Crisis: Another Currency Crisis?” p.
16
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officials in the Lee government. Two contrasting policies pursued by the South Korean
government in the aftermath of the global financial crisis offer a good example of how
the current global crisis has intensified conflicting perceptions of China in Seoul: the
adoption of an export promotion strategy aimed at expanding South Korean market
share in China (initiated by the Ministry of Knowledge and Economy) and the adoption
of a “preemptive external economic policy” (pushed by the Ministry of Strategy and

Finance).

A series of actions were taken in 2009 to further promote trade with China and
expand South Korean market share there. As domestic demand in China for South
Korean items ranging from cosmetics to electronic products was recovering faster than
demand in other regions, becoming a lifeline perceived as capable of rescuing the
South Korean economy from a feared double-dip recession, several government
agencies undertook efforts to expand South Korean market share before the Chinese
market became saturated. Some examples are a trade fair in Seoul hosted by the
KOTRA (Korea Trade-Investment Promotion Agency), a three-day “Korean Products
Show” in Beijing aimed at “securing as much as $200 million worth of export deals,”
the Ministry of Knowledge and Economy’s announcement of a new export support plan
for Korean companies targeting China’s high-end market, and a policy report to
President Lee Myung Bak in December 2009 by the Ministry of Knowledge and
Economy, whose main theme was that the ministry was targeting “large, emerging

markets including China, as part of a strategy to bring total foreign trade to $1.3 trillion
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and to make South Korea the world’s 8" largest trading nation by 2014.”%" The
Minister of Knowledge and Economy personally stressed “the importance of Beijing’s
stimulus programs for bringing more opportunities for partnerships in building
industrial plants and other construction projects.”**® Even before the crisis hurt the
country’s overall trade, efforts to promote economic ties with China were pursued even
at the provincial level. One example was the announcement by the governor of
Kyunggi-do, Kim Mun Soo, of a plan to create a “special economic zone” in his
province to facilitate bilateral trade with China.?*® In addition, some government
officials began to perceive a “Chiwan” threat—that closer trade cooperation between
Taiwan and China (following the China-Taiwan Economic Cooperation Framework
Agreement signed on June 29, 2010) would hurt South Korea’s bilateral trade with
China as Taiwan replaced South Korea as a top supplier of such items as LCD
monitors. This led government officials to put more emphasis on exploiting China as a

market for finished products rather than as a production base.?*°

237 Scott Snyder and See-won Byun, “China-Korea Relations: China Embraces South and North, but
Differently,” Comparative Connections, Vol. 11, No. 4 (January 2010). The view that South Korea should
implement policies at the governmental level to promote exports to China aimed at burgeoning Chinese
demand in order to fill the hole caused by the reemergence of protectionism in the developed countries,
particularly the United States, was also prevalent in the South Korean media. See “Kang Kyung Hee’s
Magnifying Glass for Economy: Solutions for Improving the South Korean Balance of Trade,” Chosun
I1bo, June 18, 2009; “Interview with the Minister of the Ministry of Knowledge and Economy, Lee Yoon
Ho,” Chosun 1lbo, March 12, 2009; and “Editorial: No Time for Postponing an FTA with China,” Chosun
Ilbo, April 9, 2011.

238 Scott Snyder and See-won Byun, “China-Korea Relations: Pyongyang Tests Beijing’s Patience,”
Comparative Connections, Vol. 11, No. 2 (July 2009).

289 «The West Sea as a Corridor to China,” Chosun I1bo, May 20, 2008.

249 5eott Snyder and See-won Byun, “China-Korea Relations: China’s Nuclear North Korea Fever,”
Comparative Connections, Vol. 11, No. 3 (October 2009). An official in the Ministry of Knowledge and
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However, on the cautionary side, the Ministry of Strategy and Finance issued an
eight-page “reference material” in April 2009 that warned that Korea was losing
competitiveness in major export items to China, as shown by shrinking market share in
recent years. Alongside the negative impact of China’s rapid rise as an exporter, the
report also emphasized the urgency of “energy diplomacy” to counter China’s recent
movements to undermine Seoul’s efforts to secure overseas energy deals—for example,
the competition between the Korea National Oil Corp (KNOC) and Sinopec Group

over the takeover of the Swiss-based oil and gas exporter Addax Petroleum.?**

The two opposing views and policies with regard to China co-existed and developed
in tandem until the end of the Lee administration. As China came to be seen as the most
critical “meritorious retainer” for a good defense of the South Korean economy, which
was faltering due to growing protectionism in developed countries,?*? and “Korea’s

trade surplus with China helped the fourth-largest economy in Asia quickly recover

Economy that | interviewed in July 2012 confirmed the wide-spread “Chiwan” threat in the government
and yet he was not positive about the impact of that threat on the government’s effort to push forward
export promotion strategy toward China. Yet, Snyder and Byun have briefly articulated on negative effects
of China-Taiwan cooperation as follows: “A new focus of South Korean concerns is the potentially
negative impact the China-Taiwan Economic Cooperation Framework Agreement (ECFA), which was
signed on June 29, will have on ROK exporters... According to KITA, 14 of the top 20 South Korean
export items to China overlap with those of Taiwan, including electronic circuits, semiconductor devices,
and liquid display devices, and account for 60 percent of total ROK exports to China. the implications of
the ECFA for South Korean exports have led analysts to urge Seoul to push its own FTA talks with China.’
Scott Snyder and See-won Byun, “China-Korea Relations: The Cheonan and China’s “Double Play””.

i

2 Seott Snyder and See-won Byun, “China-Korea Relations: Pyongyang Tests Beijing’s Patience.”

242 «Market Insight: ‘China Impact’ as the First Meritorious Retainer Defending South Korean Economy

from Protectionism in Western Countries,” Chosun Ilbo, July 15, 2009. Three factors, the appreciation of
the yuan, the Chinese stimulus package and the lively stock market in China, were deemed most important
in pulling the South Korean economy from the recent crisis.
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from the global financial crisis in 2008”%*, and “Beijing’s ongoing stimulus programs
have facilitated the recovery of South Korea’s exports to China,”?** the export
promotion policy appeared to receive more support and attention in the aftermath of the

recent financial crisis.?*

Plans to counter “the spreading Beijing Consensus” in the
country fell by the wayside. In addition, the fact that “Korea has increased, between
1992 and 2006, its world market shares in high and medium-high tech products from
2.6% and 1.2 % to 5.4% and 3.2%, respectively, partly due to an increase in Korean

9246

exports to China”“™ provided additional momentum for the government’s pursuit of

expanding ties with China.

243 < orea-China Economic Ties Face New Opportunities, Challenges,” The Korea Herald, August 13,
2012.

244 Seott Snyder and See-won Byun, “China-Korea Relations: China’s Nuclear North Korea Fever.”

245 An official in the Ministry of Knowledge and Economy said few in the South Korean government paid
attention to the reference material issued by the Ministry of Strategy and Finance. One reason he mentioned
for the lack of attention is that the government, fearing that the country could fall into a double-dip
recession as the U.S. seemed to already be in, did not want to lose momentum in its increasing trade surplus
with China, which in turn boosted the country’s total balance of payments in 2009. (Interview conducted in
July 2012.) The media coverage by major Korean dailies of South Korea’s deteriorating exports share in
third-country markets, particularly the U.S., became more infrequent as the growth rate of South Korea’s
trade surplus with China began to increase again. Back in 2006-2007 there was growing coverage of how
China was taking away South Korea’s market share in the U.S. and Japan; but by mid-2009, the major
dailies were reporting on how important China still was to the South Korean economy and how China had
“saved” South Korea from the global financial crisis. A relatively small amount of attention was devoted to
warnings about the growing competitiveness of China in third-country markets. Typical articles with regard
to South Korea’s loss of market share to China in third-country markets are “Diagnosis by Expert: Why
Crisis? China Narrowing Down Technological Gaps Faster than Expected Even in High-tech Industries
Where South Korea Has Been Putting In Tremendous Effort,” Chosun 1lbo, March 21, 2007; and “China
Making Inroads into the U.S. Markets While South Korea Is Losing Market Share,” Chosun 11bo, March
12, 2007.

246 Joon-Kyung Kim and Chung H. Lee, “Between Two Whales: Korea’s Choice in the Post-Crisis Era.” In
Strategic Asia 2009-2010: Economic Meltdown and Geopolitical Stability, eds., Ashley J. Tellis et al.
(Seattle and Washington D.C.: The National Bureau of Asian Research, 2009), pp. 156-7.
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However, China’s ambiguous positions on a range of North Korean issues, from the
2006 nuclear and missile tests to the two provocations in 2010, made the South
Koreans realize once again the dangerous implications of depending too much on
China for economic growth. Reflecting this reawakening in the Lee administration, the
South Korean media and specialists on East Asian politics have increasingly stressed
the importance of reducing the country’s economic vulnerability to China through
further diversification of export destinations. As one official put it, “This rising
apprehension about the Chinese mounting economic sphere of influence especially
after the two incidents (the Cheonan sinking and the Yeonpyong bombardment)
provided strong momentum to ratify an FTA with the United States in the National

Assembly.”?

Disinvestment from China by small- and mid-sized businesses

and investment in China by big conglomerates

South Korean investments in China in 2008-2010 present a rather different picture from
the favorable trade balance. According to a survey conducted by the Korea Trade-
Investment Promotion Agency in 2007, one in ten Korean companies with investments
in China was considering disinvestment due to the Chinese government’s
implementation of new policies adverse to these companies’ original purpose in
investing in China—that is, saving production costs to increase the competitiveness of

their products in third-country markets, mostly the United States. Those undesirable

247 Interview with an official in the Ministry of Strategy and Finance conducted in January 2012.
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conditions included rising labor costs, a new labor contract law making it harder to lay
off workers, the expiration of tax incentives in January 2008, the introduction of a
complex investment liquidation process as opposed to a simple “one-stop” investment
procedure, and the Chinese government’s change from preferring labor-intensive
investments to preferring capital-intensive investments, with a shift in tax incentives in
accordance. The changing investment environment in China put mounting pressure on
small and medium-sized South Korean businesses in labor-intensive sectors such as
toys, textiles, and shoes, half of which were in debt. According to a report by the
Export-Import Bank of South Korea, as of May 2007, 55% of small and medium-sized
companies and 46.7% of big conglomerates that had invested in China were suffering
from debt.*® As profits continuously fell with no sign of recovery mainly due to the
Chinese government’s implementation of itS new investment and labor laws, some
South Korean firms began to “pack up and leave in the dead of night, leaving Chinese
employees in the lurch and with little recourse in their efforts to receive back wages

»249__go-called “Fly-by-Night” operations (yabandoju in Korean).

owed by the firms
Consequently, not only did South Korea’s FDI in China decrease from 2006 on in
terms of the number of projects and amount invested (Table 35); the illegal withdrawal

of investments by some South Korean firms caused tension between Seoul and Beijing.

248 “Precipitous Decline in Net Profits for South Korean Companies Invested in China,” Chosun Ilbo, May
28, 2007.

289 Scott Snyder, “China-Korea Relations: Lee Myung-bak Era: Mixed Picture for China Relations,”
Comparative Connections, Vol. 10, No. 1 (April 2008).
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Table 35
Korean FDI in China, 2005-2009 (U.S.$100 million)

Korean Chinese statistics

Statistics

Number of Amount  Number of Amount Number of Projects ~ Amount Amount

projects reported  projects invested  invested contracted contracted  invested

reported
2005 2,320 35.2 2,243 26.6 6,115 197.6 51.7
2006 2,289 452 2,300 334 4,262 n/a 38.9
2007 4,578 71.2 2,119 52.5 3,452 nfa 36.8
2008 3,227 48.4 1,285 37.4 2,226 n/a 314
2009 2,089 26.2 739 20.8 n/a n/a 27

Source: Cited in Si Joong Kim, “Economic and Trade Relations as an Arena of Korea-China Contention,” p. 241
(1) Korean statistics: Korea Export-Import Bank; and (2) Chinese Statistics: CEIC
(based on the Ministry of Commerce of the  PRC).

In response to a significant number of abnormal investment withdrawals by
foreigners, four major Chinese government agencies—the Ministries of Commerce,
Foreign Affairs, Public Security and Justice—jointly promulgated “Working
Guidelines on the Cross-Border Pursuit of Liability and Initiation of Legal Action by
Relevant Interested Parties in Connection with the Abnormal Withdrawal of Foreign
Investment from China,” in an attempt to put an end to this development and protect
Chinese citizens negatively affected by it.*° There were growing concerns among
South Korean enterprises with investments in China that despite the fact that the
number of abnormal withdrawals of investments by Taiwan and Hong Kong-based
firms greatly exceeded the number carried out by South Korean firms, some Chinese
officials and media were specifically targeting South Korean firms by exaggerating the
number of illegal disinvestments being carried out by South Korean investors. The

South Korean government stepped in to smooth the process of disinvestment by South

250 “China’s Attempts to Crack Down on Abnormal Withdrawal of Investment in China,” Chosun Ilbo,
December 22, 2008.
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Korean businesses that wanted to pull out of China and minimize resulting trade
tensions.

Although there were increasing complaints among South Korean firms in China that
China’s “abrupt” policy changes about foreign investment were originally attributed to
the behavior of the “Fly-by-Night” South Korean firms, the South Korean government
as well as the major dailies in South Korea tended to acknowledge the illegal aspect of
these firms’ flight and suggested that in order to survive in the Chinese market, South
Korean businesses should look for ways to target the mushrooming demand among the
Chinese middle class that is becoming more affluent rather than viewing China as a
low-cost production base.”* Besides, the fact that the complementary nature of the two
economies has begun to fade as China climbs up the value chain®?has added more
weight to the argument that South Korean businesses should shift their strategy to

pursue China as a final destination for their products. As early as 2006, a growing

281 «The Minister of Knowledge and Economy Will Consult with the Chinese Counterpart for a Smoother
Process of Investment Withdrawal of South Korean Firms in China,” Chosun Ilbo, January 5, 2009;
“China’s New Labor Law as a General Trend,” Chosun Ilbo, January 22, 2008; “Market Insight: China
Depreciating the Yuan,” Chosun Ilbo, November 27, 2009; and “Three Big Keywords for South Korean
Firms That Represent China for the Next Ten Years,” Chosun Ilbo, October 30, 2010.

252 Regarding the complementarity of the two economies and how it contributed to the growth in bilateral
trade and investment, Kim states: “This circumstance (increase in bilateral economic interactions) reflects
the economic complementarities of the two countries, based on geographic proximity and an ‘optimal” gap
in the level of economic development... Korea-China economic relations have formed a key link in the
global production network, affected by market forces on a global scale. That is, a triangular trade structure
has formed, with China becoming a major manufacturer of final products, several East Asian economies
including Korea being major suppliers of intermediate goods, and the advanced economies such as the
United States being markets for the final products... That is, Korea’s exports to China are closely linked
with Korea’s FDI into China. It was estimated that in 2006, 75.3 percent of Korea’s exports to China
headed to foreign-invested enterprises in China, and 48.9 percent headed to Korean-invested enterprises in
China.” Si Joong Kim, “Economic and Trade Relations as an Arena of Korea-China Contention,” p. 242.
Also see Pyong Sup Yang et al., “Features of Korea-China Trade and Its Implications for a Korea-China
FTA (in Korean),” Research Report 07-08, Seoul: Korea Institute for International Economic Policy.
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number of South Korean firms—mostly big conglomerates—began to invest in China
not to maximize profits with China’s cheap labor but to expand market share in China.

But the growing disinvestment from China by small- and mid-sized South Korean
companies did not necessarily mean that the South Korean business sector as a whole
was completely losing interest in investing in China. On the contrary, the chaebols’
joint ventures in China with Chinese enterprises in the high-tech sector reaffirmed the
growing importance of China’s market for South Korea’s growth. For instance, the
chaebols’ investments in China, such as SK Telecom’s $1 billion investment in China
Unicom, Samsung Total Petrochemicals Co.’s opening of a $10.5 million
petrochemical plant, SK Energy’s joint venture with Sinopec Corp to construct an
ethylene plant in Wuhan, and Hyundai-Kia’s opening of its newest auto plant in Beijing
in the mid-2000s were all aimed at expanding market share in China, not at reducing
production costs for the purpose of boosting exports to developed countries.?*® The
chaebols’ continuing interest in the China market became apparent at the beginning of
the Lee administration when an entourage of top Korean business leaders looking for
ways to expand mutual investment and participate in Chinese inland infrastructure
development projects accompanied President Lee during his visit to Beijing in May
2008.

So although there was a growing number of investment withdrawals—“normal” and
“abnormal”—among South Korean small and medium-sized firms in labor-intensive
sectors, the chaebols’ investment in China in high-technology sectors kept growing,

canceling out some of the negative effects of some South Korean firms’ illegal

293 Scott Snyder, “China-Korea Relations: Establishing a “Strategic Cooperative Partnership’”.
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disinvestment from China. In addition, the South Korean government’s prompt
mediation (providing a leased industrial complex to those companies that withdrew
from China in return for their following legal procedures for disinvestment) also
prevented the South Korean firms’ illicit investment withdrawal from escalating into a
trade conflict. Partly due to these efforts by the South Korean government’s efforts to
make investment withdrawal from China as smooth as possible, the first wave of exits
was almost over by 2009 and no second wave of disinvestment has followed. The
South Korean government’s efforts to avert any potential trade dispute also extended to
the issue of tainted food imports from China.

Trade tensions not developing into trade disputes

From 2008-2010 there were few trade disputes that could be called “trade wars,” such
as the “garlic war” and the “kimchi war.” However, South Koreans’ anxieties over
Chinese food and product safety issues boiled over with the outbreak of the Chinese
milk scandal in 2008. Shortly after the international media reported on tainted milk and
infant formula adulterated with melamine in China, the KFDA conducted its own
inspection of imported foods from China, which led to the announcement that it had
detected melamine in ten Chinese dairy products.®* According to a report by the
Ministry of Food and Drug Safety in 2009, China ranked as the largest source of illegal

food imports to South Korea (Table 36).

254 “Growing Food Insecurity due to Tainted Food Imports from China,” Chosun Ilbo, September 26, 2008.
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Table 36

Ten Largest Exporters of Illegal Food Products to South Korea

Rank Proportion of illegal food imports (%)
1. China 341 (33%)
2. United States 152 (15%)
3. Thailand 54 (5%)
4. Japan 50 (5%)
5. Vietnam 50 (5%)
6. Indonesia 25 (3%)
7. Philippines 25 (3%)
8. ltaly 24 (2%)
9. Taiwan 23 (2%)
10. Germany 22 (2%)
Others 254 (25%)

Source: 2009 Report on Inspection of Food Imports, The Ministry of Food and Drug Safety (www.mfds.go.kr).

Even before the melamine scandal, South Koreans’ concerns regarding Chinese
food imports were growing since an unpleasant incident that involved a Korean
company, Nongshim. When a customer found rodent parts in one of the company’s
most popular snacks, called Saewooggang, great pressure was placed on the Korea
Food and Drug Administration since it was unaware of the fact that the South Korean
food company had failed to monitor food processing operations in the factories in
China that supplied it. Since the blame for the incident fell mostly on the KFDA, the
Saewooggang incident did not cause a trade dispute between Beijing and Seoul. When
melamine was detected, South Korean lawmakers again targeted the KFDA for their
delayed response to the serious health threat posed by tainted Chinese food imports.®*®

And as South Korea and China agreed in November 2008 to strengthen bilateral

cooperation on food safety, the melamine scandal was almost over by the winter of

295 “Food Safety Authority Faces Flake for Slow Response to Health Threat,” Yonhap News Agency,
October 10, 2008.
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2008. South Korea did not undergo any other serious trade conflicts with China in

2008-2010.

The aftermath of the 2008 global financial crisis:

pursuing FTAs with the U.S. and China concurrently

One important impact the recent global financial crisis had on bilateral economic
relations between China and South Korea was the former’s reemergence as a “savior”
of the latter’s economy. But as a consequence of the South Korean government’s recent
efforts to diversify its export destinations through the establishment of bilateral free
trade agreements with other countries and blocs (i.e. Chile, ASEAN, and the EU), the
country’s export dependence on the Chinese market has been decreasing since 2006.
Furthermore, despite the slow recovery of the U.S. economy, continued open access to
the U.S. market, albeit with some increasing protectionism in the U.S., hurt neither the
bilateral relations between South Korea and the U.S. nor the U.S. position in the region.
Gloomy speculations about the imminent demise of the dollar and neoclassical
liberalism have not come true yet.

Besides, China’s comeback as a good shield for South Korea against the recent
financial crisis did not completely silence the cautionary voices among South Korean
officials. Even in the midst of several government agencies’ efforts to promote exports
to China, a report to President Lee from the Ministry of Strategy and Finance expressed
alarm about rising competition between China and South Korea in third countries as
well as in energy markets. Co-habitation of the two contrasting views on China has
remained in the aftermath of the financial crisis, affecting the country’s China policy

throughout the term of President Lee Myung Bak. The government’s push for the
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ratification of an FTA with the United States as a counterweight to the growing
Chinese economic power in the country, which gained more momentum after the two
incidents provoked by North Korea in 2010, and the concerns shared by some
government officials with regard to delaying an FTA with China demonstrate the
effects of these two different views on China.

When it comes to investment and trade tensions over tainted food imports from
China during the first three years of the Lee administration, few incidents escalated into
trade disputes between South Korea and China, partly due to the two governments’
continuing efforts to cooperate over these issues. But the two 2010 incidents provoked
by North Korea (the Cheonan warship sinking and the Yeonpyong artillery attack) and
the ambiguous positions China took on them gave greater weight to the “China as a
threat” view in the South Korean government. The voices calling for the rapid
ratification of the KORUS FTA as a counterbalance to the increasing sphere of
economic influence China became louder in the South Korean media and academia
following the two 2010 incidents. Kim and Lee nicely laid out the growing sentiment in

the country regarding the FTA between the U.S. and South Korea as follows:

The current crisis (the 2008 global financial crisis) may further increase the interdependence
between the economies of Korea and China. If China is successful with its new policy of relying
on domestic demand for economic growth, Korea will be well poised to find markets for its
consumer durables in China. China may turn into a market of final destination for Korean
exports rather than merely a way station for parts and components made in Korea, thereby
making Korea more dependent on China for economic growth. This possible eventuality,
however, may not be what Korea would like to see as its future, as this would put the country in
a strategically subordinate position to China. To hedge against this possibility, Korea will want
to maintain strong economic and security ties with the United States. Ratification of the Korea-
U.S. FTA would have the symbolic effect of affirming such ties [emphasis added].?®

2% |bid., pp. 163-4.
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However, the South Korean government’s push for the ratification of the KORUS
FTA did not necessarily silence the voices in the government calling for an FTA with
China. Those who argued for the necessity of resuming China-South Korea FTA talks
pointed to the magnitude of China’s impact on South Korea’s recovery from the recent
financial crisis as a critical argument in favor of concluding an agreement. Potential
benefits resulting from an FTA between China and South Korea that proponents of the
FTA usually mentioned are: (1) expanded exports to China supporting sustainable
growth for the South Korean economy; (2) further inroads into the Chinese domestic
market offering the biggest potential after the global economic crisis of 2008; and (3)
the FTA serving as a counterweight to the potential increase for Taiwan in Chinese
market share.?>” The ten-year old issue of the South Korea-China FTA reignited, with a
growing number of seminars in research institutions associated with the government
since the second quarter of 2009. Based on the belief that the map of world trade has
already begun to change in favor of China, many experts on trade and international
relations have pushed for an immediate resumption of bilateral talks with the Chinese
over an FTA.%® Even Ha Joon Chang, an economist at the University of Cambridge in

the U.K. and a noted critic of free trade agreements, has said in an interview with the

287 Nakgyoon Choi, “Impacts and Main Issues of the Korea-China FTA.” In Korea’s Economy 2012: A
Publication of the Korea Economic Institute and the Korea Institute for International Economic Policy, ed.,
Troy Stangaron, The Korea Economic Institute of America, 2012, pp. 29-34.

258 «Chosun Desk: The Korea-China FTA Discussions Reignited,” Chosun Ilbo, June 11, 2009. Even
Chosun Ilbo, which is considered the most conservative daily newspaper in South Korea, began to
intensively deal with the urgency and necessity of an FTA between China and South Korea. For more
examples, see “Korea-China FTA Negotiations Will Resume Soon,” Chosun 1lbo, May 1, 2010; “China
FTA to Boost Korea’s Economy by Nearly 3%: SERI,” The Korea Herald, April 10, 2011; and “Seoul
Examines China FTA Benefits: Minister,” The Korea Herald, March 24, 2011.
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Korea Herald, “If you have a free trade agreement with a more advanced country and a
more backward country it’s more in the interest of the advanced country, so yes, if we
signed it with China we will be the main beneficiaries.”**°

Over the past three years | met with 16 interviewees who presented similar views to
Chang’s. When | asked what would be the most appropriate time for Seoul to resume
bilateral talks with China over an FTA, 9 out of the 16 said within 1-2 years while 7
said it should happen immediately (Table 37). When asked whether a trilateral FTA
with China and Japan or a bilateral FTA with China should be prioritized, the majority
chose the latter (Table 37-1).?°° Given that these interviews were conducted between
December 2011 and August 2012, it is hard to gauge how much the two 2010 incidents
affected these respondents’ opinions on the FTA with China. Nonetheless, the
interview results seem to show a general consensus among South Korean government
officials that an FTA with China, whether bilateral or three-way, should be concluded
within a few years. Indeed, FTA negotiations between China and South Korea began in

May 2012, and when Lee met Wen in Phnom Penh in November 2012 to attend a series

of meetings of East Asian leaders, he reaffirmed his “appreciation for China’s growth

2%9 “Herald Interview: Chang Sees Difference in FTA with China,” The Korea Herald, April 21, 2011.

260 S outh Korea’s Trade Minister, Park Tae Ho, appointed in December 2011, expressed his personal view
on a three-way FTA with Japan and China and a bilateral FTA with China in an interview with the Asahi
Shimbun in May 2012. Stating that his priority as Trade Minister was on laying the groundwork for a
(bilateral) FTA with China, he said, “it was no secret that South Korea wants to conclude an FTA with
China to get a head start on Japanese enterprises in China’s gigantic market.” Additionally, he indicated
that South Korea might want to join the TPP “if it has provisions of high levels (such as elimination of
tariffs).” Asahi Shimbun, May 9, 2012. Also, Fang Ying recently wrote about his bold views on a bilateral
FTA between China and South Korea in the China Daily, stating that “China and South Korea should aim
for a free trade agreement without Japan.” “Bilateral Rewards from New FTA,” China Daily, July 22,
2013.
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amid the slowdown of the global economy” and expressed his personal hope to

accelerate the FTA with China “to increase bilateral trade.” %%

Watching Seoul’s
renewed efforts to conclude the FTA with China only one and a half years after the
Cheonan and Yeonpyong incidents in 2010, many began to wonder whether South
Korea’s FTA with the United States would have any sort of hedging effect against

China’s increasing influence in South Korea and if so, how much.

Table 37
Question: When Should South Korea Start FTA Negotiations with China?
Immediately In1-2yrs  In3-5yrs
Ministry of
Foreign Affairs and Trade (5) 2 3
Ministry of
Knowledge and Economy (3) 2 1
Ministry of
Strategy and Finance (1) 1
Ministry of
National Defense (2) 2
GNP Lawmakers
in the Trade, Industry, and
Energy Committee (2) 1 1
GNP Lawmakers
in the Foreign Affairs and
Unification Committee (3) 1 2

261 “China, South Korea Pledge to Accelerate FTA Talks,” China Daily, November 19, 2011.
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Table 37-1
Question: Priority on a Bilateral FTA with China or
a Trilateral FTA with China and Japan?

Bilateral Three-Way
Ministry of
Foreign Affairs and Trade (5) 4 1
Ministry of
Knowledge and Economy (3) 3
Ministry of
Strategy and Finance (1) 1
Ministry of
National Defense (2) 1 1
GNP Lawmakers
in the Trade, Industry, and
Energy Committee (2) 1 1
GNP Lawmakers
in the Foreign Affairs and
Unification Committee (3) 2 1

A distinct line between President Roh’s China policy in 2005-2007

and President Lee’s China policy in 2008-20107?

South Korea’s strategic stance toward a rising China during the Ron Moo Hyun
administration has often been described with such words as “accommodating with the
rise of China,” “tilting toward China,” “bandwagoning on the back of China,”

29 ¢¢

“economic bandwagoning,” “drifting away from the United States,” “pulled away from
the United States by China’s rising centripetal power,” and even “returning to the
ancient Chinese tributary system.” On the other hand, the country’s China policy under

the leadership of President Lee Myung Bak is usually depicted as “turning back to the

United States,” “restoration of the alliance with the U.S. while alienating China,”
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“shifting toward balancing against an assertive China,” “soft balancing,” “soft
hedging,” “balancing between the U.S. and China,” and “dual hedging.” Although in
some respects these words represent South Korea’s changing modes of response toward
China in recent years, it is difficult to draw a clear-cut line between Roh’s and Lee’s
China policies, given the subtle, gradual changes in the Roh government’s China policy
after the history disputes over the ancient kingdom, Koguryo, which had a tremendous
impact on South Koreans’ views of China. To determine whether there really is a
distinct line that divides President Roh’s and Lee’s China policies, we need to answer
two questions: (1) when South Korea’s hedging strategy toward China began; and (2)
whether South Korea during the Lee administration shifted from hedging to balancing
against an ascending China. If we find that the Roh’s government’s China strategy
contained an element of hedging alongside accommodation with China, then we would
need to find that the Lee administration’s China policy shifted further toward balancing
in order for us to come to conclude that there exists a line between the two
administrations’ China policies.

With regard to when South Korea first adopted hedging in coping with the rise of
China, it is often said that the country’s strategic shift from accommodation to hedging
began with the inauguration of President Lee Myung Bak in 2008. The Lee
government’s accomplishments, such as the ratification of an FTA with the United
States and the consolidation of the alliance relationship with the U.S., are often cited as
evidence of the country’s external balancing. In other words, South Korea’s efforts to

upgrade its alliance with the U.S. to a “21% century strategic alliance” and to strengthen
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its economic ties with the U.S. are seen as major indications of Seoul’s “new” attempt
to join with the U.S. to balance against China’s rise.

However, the KORUS FTA was actually signed during President Roh’s term, and
the redefinition of the U.S.-ROK alliance in accordance with Washington’s plan for
strategic flexibility also began under his leadership. This was so even though his term
in office also saw several other developments in the U.S.-ROK relationship that
appeared to signal a deteriorating bilateral security relationship—for example,
increasingly divergent approaches to North Korea, different priorities in dealing with
the North’s nuclear programs, President Roh’s balancer speech and pursuit of security
autonomy, and decreasing bilateral trade volume between the two countries. These
developments led many observers to forecast the end of the U.S.-South Korean alliance
during the Roh government; however, as early as 2005 the Roh administration’s
approach to the U.S. and China began to shift bit by bit.

In addition, if the Lee government’s efforts to strengthen military ties with the U.S.,
especially after the two incidents in 2010, are important pieces of evidence that signal
South Korea’s hedging against China through external balancing, there were also some
signs that the Roh administration was undertaking internal balancing efforts against
regional developments that were mostly triggered by China’s ascendancy. For instance,
Defense Reform 2020, a plan made public in 2005, predicted an arms race between
China and Japan and that the two countries’ growing spheres of military influence
would pose a newly emerging threat to South Korea, while the threat posed by North
Korea would fade. The report put great emphasis on the need for balanced development

of all three branches of South Korea’s armed forces in preparation for the expected
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increase in tension between Japan and China. It suggested reducing army troop levels
and energizing the navy and the air force, and pinpointed the need to expand the air
force’s strike capability to the entire Korean peninsula and part of northeastern China
by establishing a North Combat Command and introducing F-15Ks.

With regard to the second question raised above, although the Lee government took
some decisions that were avoided by the previous administrations (e.g. to participate in
the PSI), and thereby shifted the country in the direction of hedging, this was a far cry
from signaling that South Korea was moving toward balancing against China. Several
significant decisions made by the Lee government tend to point to a different
conclusion than that South Korea was shifting toward balancing against China. For
example, South Korea insisted on developing its own missile defense system instead of
joining the U.S.-led missile defense system for fear that the latter choice would put a
strain on Sino-ROK relations. Also, the Lee government resumed its discussion about
an FTA with China a few months after the two incidents in 2010 that drew Seoul closer
to the U.S. Above all, the Lee administration promoted the bilateral relationship with
China to a “strategic partnership” while upgrading the alliance relationship with the

U.S. to a “21% century strategic alliance.”
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Table 38
South Korea’s Modes of Response toward China in the Post-Cold War Era

Issues of Cooperation and
Conflict

Year China's Military China's China's Role in Economic Alliance with ROK’s Response
(Administration) | Modernization Programs Assertive Behaviors North Korean Relationship the U.S. to China

Issues
1993-1997 - Not perceived as a threat - The 1992 Territorial Law, - China as a bystander | - Rising trade with - Rising Accommodation

(Kim Young Sam

(1997 Defense White Paper:

the 1994 nuclear test, and the

throughout the first

and investment in

abandonment fear

- Cream

Administration) China's military modernization 1996 Taiwan Strait crisis nuclear crisis China - Discomfort over diplomacy
- "Friendship and contributing to the creation of - A few maritime incidents - Rising export the strengthened

Cooperative a peaceful multilateral dependence on China | U.S.-JP alliance

Relationship" environment) market (96.4%

- Segyehwa plan - Mild security concerns increase)

1998-2002 - Not perceived as a threat - A few maritime incidents - China's support for - China fever - Different priorities | Peak of

(Kim Dae Jung
Administration)
- "Full-scale
Cooperative
Partnership"

- The Sunshine

(1999 and 2000 Defense White
Paper: the number of pages
devoted to the assessment of
China's military programs
shrank)

- Beijing's "Strike hard"
campaign against North
Korean refugees despite
Seoul's opposition

the Sunshine policy
- Beijing
downplaying

its influence over
Pyongyang

- China taking a

- China emerging as
"second internal
market" for chaebols
- China becoming an
engine for ROK's
recovery from the

over how to resolve
North Korea's
nuclear weapons
programs

- Seoul not joining
U.S.-led TMD plan

Accommodation
("Kowtowing" to
China)

- Quiet diplomacy
- Defense Minister
Cho's statement

policy balanced approach to | 1997 financial crisis - Tensions over about the USFK
- Restructuring 1998 Yeonpyong - "Garlic war": ROK's | Nogunn-ri deployment after
the economy after battle complete defeat - Conflicts over unification
the 1997 crisis Bush
administration's
comprehensive
approach to NK
2003-the first - Not identified as a threat - China's "Northeast History - Beijing hosting the - China emerging as - Increasing disputes | Peak of
quarter of 2005 (2004 Defense White Paper Project" first SPT in 2003 ROK's No. 1 trading over NK issues Accommodation
(Roh Moo Hyun notes growing tensions over - Beijing denying visas to - Seoul and Beijing partner - ROK's pursuit of - Quiet diplomacy

Administration)

- "Comprehensive
Cooperative
Partnership"

- The policy of
Peace and
Prosperity

- "Balancer
Initiative"

territory in Northeast Asia as a
threat)

- The Paper places emphasis on
the importance of security
cooperation with China for the
balanced development of
bilateral relations with China

- Briefly mentioning China's
cyber warfare capabilities

ROK national assemblymen
who traveled to Taiwan for
the inauguration of Chen
Shui-ban

- PLA's cyber attack on ROK
government

maintaining parallel
positions on NK
nuclear weapons
program (Both
opposing Bush's
CVID approach)

- China fever hitting
new heights

- SK's heavy
dependence on China
("China shock™ in
ROK's equity
markets)

- Dumpling incident
- Growing
competition

in third markets

- Beijing pressuring
Seoul to open ROK's

cooperative, self-
reliant defense
(2004 Defense
White Paper)

* Not joining U.S.-
led PSI and TMD

- "Future-oriented
development of the
ROK-U.S. alliance"
- Seoul not wanting
to join U.S. strategic
flexibility plan in
consideration of

- Not mentioning
territorial disputes
with China in
Defense White
Papers

- Cautious
approach to
Beijing's
Northeast History
Project




rice markets China
The second - Emphasis on rising strategic - China's Borderland and - Maintaining parallel | - "Kimchi war" - Strengthening Shifting away
quarter uncertainty with China History and Geography positions on NK - ROK's anxieties alliance with U.S. from

of 2005-2007
(Roh Moo Hyun
Administration)

- Plan to increase
ROK's role in SPT

(2006 Defense White Paper)

- Arms race between Japan and
China mentioned as a threat

- North Korean threat
perceived as fading

Research claiming that
Balhae and Koguryo are a
part of Chinese history

- China challenging ROK's
claims to leodo

- China's economic
dominance in NK

- China taking over a
leading role in the
inter-Korean

regarding its
narrowing
technological gap
with China

- Rising competition

- Agreement to build
naval bases in
Busan and Jeju

- The conclusion of
an FTA with U.S.

Accommodation
- Mentioning
disputes with
China in Defense
and Diplomatic

- The second - Defense Reform 2020: the reconciliation process | in third markets - Washington's White Papers
inter-Korean necessity of balanced - A series of NK - Second China shock | pursuit of bilateral - Roh-Kim
summit developments of the three provocations in ROK's stock contacts with summit viewed as
military services by increasing heightening ROK's market Pyongyang a counterbalance
the weight of the navy and the suspicions regarding - Ssangyong strikes to a rising China's
air force relative to the army Beijing's influence escalating Seoul's influence in NK
over NK concerns over China's issues
industrial espionage - ROK taking a
- ROK's export firmer position on
dependence on China history disputes
market decreasing with China
2008-2010 2008 Defense White Paper - The Olympic torch incident - Diverging approach | - ROK's export - Upgrading the Hedging
(Lee Myung Bak - Mentioning China's - China's cyber attacks against | toward NK issues dependence on China | U.S.- - Balancing
Administration) "Northeast History Project" as ROK government (e.g. NK's 2009 market decreasing ROK alliancetoa™ | "strategic
- "Strategic a potential threat - Beijing's strong opposition rocket launch, - ROK's trade surplus | 21st century alliance"
Cooperative - Regarding cross-strait to U.S.-ROK Team Spirit Cheonan incident, with China rising Strategic Alliance" and "strategic
Partnership" relations as a potential threat exercises in the Yellow Sea and the Yeonpyong again - "Vision 3000" partnership"
- "Asia Initiative" - Concerns about territorial - Beijing blocking Seoul's artillery attack) - The melamine converging on U.S. - Balancing
disputes between China and effort to denounce NK in UN | - Beijing prioritizing scandal approach to NK diplomacy
Japan - Dispute over a traditional the maintenance of - KOSPI jumping - Seoul joining PSI - The Korea
- Viewing military powers' festival, Dano friendship with NK after Beijing's - Seoul declining to Institute for
competition for influence as a - Rising dispute over leodo - Reaffirmation of announcement of join TMD in Defense Analysis

condition that causes more
unrest in the region

- Not mentioning China's
military capability per se as a
threat

- Rising dispute over EEZ

NK-PRC
comradeship
in 2010

a stimulus package

- Beijing's economic
stimulus program
helping ROK's V-
shaped recovery from
the 2008 global
financial crisis

- The expansion of
the Sino-ROK
currency swap deal

consideration of
China's protests
(instead developing
its own KMD)

issuing its first
public assessment
of the
implications

of China's rise
for ROK's long-
term security
policies
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Summary

In this chapter | have examined the changes in South Korea’s responses to China’s rise
in the post-Cold War era from 1993-2010. As seen in Chapter 5, the South Korean
government’s efforts to diversify its partners in security as well as economics to reduce
its overdependence on the United States for national security and economic growth
resulted in its developing new bilateral relations with countries that were perceived as
adversaries in the Cold War period. Following diplomatic normalization with China in
1992, South Korea’s trade with China has surged to the point where the former’s heavy
dependence on the latter for economic growth has become a source of concern with
regard to how Beijing might use its expanding sphere of economic influence in its
disputes with Seoul. Another source of concern is whether and how South Korea’s
overdependence on China in economics could force it toward a strategic posture of
balancing in case China becomes too aggressive. In fact, these concerns appear to be
arising too late, since South Korea is already too dependent on China especially in the
field of economics—for instance, in terms of the ratio of its trade surplus with China to
its total trade balance and the ratio of its exports to China to its GDP (Figures 23 and
24). As some of the interviewees I met said, China’s rise has been too fast for Seoul to
stop and consider its likely enormous effects on the country’s future. Moreover, they
added, the economic slumps caused by the financial crises that have broken in the
region and elsewhere (especially in the United States) and China’s transition from a
production base to a final destination for South Korean items have driven the country to

intensify its reliance on China more rapidly and deeply.



Figure 23
Changes in South Korea’s Exports to China and the United States, 1992-2010
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Figure 24
South Korean Export Dependence on China and the United States, 1992-2010
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Seoul’s growing accommodation with China during three administrations (those of
Kim Young Sam and Kim Dae Jung, and the first half of the Roh Moo Hyun
administration) has led many commentators and observers to speculate as to why South
Korea has tended to distance itself from joining balancing efforts initiated by the U.S.
in the region. Such factors as cultural affinity, strengthening economic ties, Seoul’s
hope that China will facilitate inter-Korean reconciliation and China’s “benign”
behavior based on its policy of “hiding your lights while nurturing yourself” are often
mentioned as possible explanations. The first factor—China’s “reassuring” behavior
toward its neighbors, based on the “peaceful rise” diplomacy it adopted to counter the
widespread “China threat” theory—has lost much of its power as an explanation of
Seoul’s inclination to not balance against a more powerful China since the eruption of
the history disputes between the two countries in 2003. Despite deteriorating South
Korean public opinion on China since 2004, Seoul has not opted to balance against an
increasingly assertive China. In addition, as Table 38 indicates, South Korean military
planners’ concerns about China’s military modernization program go back to the mid-
1990s, and China has ratcheted up its aggressiveness toward South Korea in

accordance with its increasing power.

As to the alleged cultural affinity between the two countries and South Korea’s
supposed feeling of comfort from taking part in a traditional regional hierarchical order
that has been allegedly restored by China’s reemergence, this idea would be inadequate
as an explanation of South Korea’s strategic position toward China in the post-Cold
War world. First, if there really is a shared identity between the two countries based on

the traditional tributary system, it should be treated as a constant instead of as a
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variable. But more important, South Korean outrage over the Chinese “Northeast
History Project” and the fact that South Korean public opinion on China turned sharply
negative as a result just goes to show that not only are South Koreans far from
enthusiastically welcoming their “return” to a China-centered regional system, but also
cultural or identity factors that some scholars deem critical may not be as significant as
they think in understanding South Korea’s stance toward an ascending China.

As we saw in Chapters 5 and 6, however, South Korea’s two needs— to facilitate
inter-Korean reconciliation and to sustain economic growth—have had a considerable
impact on the country’s China strategy throughout the post-Cold War period. First,
with regard to the country’s security motives, with the outbreak of the first nuclear
crisis in 1993, Seoul’s worked hard to bring Beijing to the negotiating table to induce
Pyongyang to abandon its alleged nuclear weapons program; as a result, China became
a member of four-party talks in 1996. Furthermore, the increasing agreement between
China and South Korea on the presumed effectiveness of engagement with North Korea
for maintaining stability on the peninsula, and their increasingly parallel positions on
the North Korean nuclear weapons program, have promoted China’s status in the
process of inter-Korean reconciliation from that of a bystander to a mediator and
further to a host of the Six-Party talks from 2003 onward.

However, the continuation of North Korean provocations toward the South even
after Beijing took on a larger role in solving North Korean problems, and Beijing’s
seeming reluctance to use its economic leverage to rein in Pyongyang’s behavior, have
raised concern in Seoul, not only about China’s economic dominance of North Korea

but also about its ability to control Pyongyang, as well as the intentions behind its
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relentlessly playing the role of protector for North Korea. Furthermore, the
deteriorating South Korean public perceptions of China since 2004, the decrease in
bilateral trade growth between South Korea and China since 2005, Washington’s shift
to a “softer” approach toward North Korea, and the achievement of the inter-Korean
summit in 2007, have combined to reduce China’s influence on the SPT. In addition,
the Lee administration’s adoption of a North Korea policy based on the concept of
“strict reciprocity” and efforts to restore the alliance with the U.S. alienated China from
South Korea. Under the leadership of President Lee Myung Bak, South Korea has
participated in regional strategic initiatives led by the U.S. such as the PSI and the
strategic flexibility plan that it had previously refrained from joining in deference to
China’s obvious opposition. These moves, alongside South Korea’s conclusion of an
FTA with the U.S. at the same time it was postponing talks with China over a bilateral
trade agreement, have been interpreted as signals that the country is undergoing a
strategic shift from accommodation to hedging.

Despite the accumulating change in South Korea’s modes of response toward a
rising China, the strategic shift has not gone all the way to balancing yet. However, the
country does have growing concerns regarding China’s military modernization
program, which interprets as being partly responsible for the arms race between China
and Japan (the latter is another potential threat that could destabilize the region,
according to Defense White Papers published since 2006), as well as China’s
aggressive behavior as seen in a series of disputes over history, bilateral trade issues,

and territory. Thus, some scholars and commentators have been predicting that the
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country would undertake balancing behaviors against China since the Lee Myung Bak
administration. But the prediction has not materialized. Why?

South Korea’s strengthening economic ties with China and heavy dependence on it
have deepened the asymmetric economic relationship between the two countries in
favor of the latter, a fact that helps answer this question. Seoul’s economic need to find
alternative markets and reduce economic overdependence on the U.S., where
protectionist pressure against South Korean products was growing, drove South Korea
to actively promote an economic relationship with China even during the Cold War.
Now, in the post-Cold War era, South Korea’s unforeseen heavy reliance on China for
economic growth appears to have limited the range of its possible strategic choices
regarding China.

The Roh Moo Hyun government, which had continued its accommodationist
behaviors toward China despite its uneasy feeling about losing a leading role to China
in the inter-Korean reconciliation process and China’s rising economic dominance in
the North, began to show some signs of a subtle strategic swing away from
accommodation starting in 2005. The sharply negative turn in public opinion on China
as a result of the Chinese claims to the ancient kingdoms of Koguryo and Balhae,
Seoul’s growing anxieties with regard to the country’s mounting economic
vulnerability to changes in the Chinese government’s economic policies, and the
increasingly punitive measures China actually took against South Korean imports in
response to trade disputes between the two countries all contributed to Seoul’s strategic

shift away from accommodating China in the mid-2000s.
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But the outbreak of the global financial crisis in the United States and the spread of
its negative effects to South Korea drove the latter to deepen its economic dependence
on China once again. As the Chinese government’s swift implementation of a stimulus
package restored Chinese domestic demand for imports in the middle of the global
demand contraction, the growth rate of South Korean exports to China turned up again
and South Korea’s trade surplus with China reemerged as an engine for the country’s
economic growth and contributed to turning the country’s overall trade deficit to a
surplus again. These developments reminded many officials in the Lee Myung Bak
government of the significance of China for sustaining the country’s economic growth,
which in turn led to the intensification of export promotion plans directed at China by
several government agencies.

Reflecting two seemingly contrasting prioritiess—expanding market share in China
and restoring the alliance with the U.S.—the Lee administration continuously
endeavored to maintain a delicate balance with the two great powers, even after the two
incidents in 2010 that further estranged Seoul from Beijing mainly due to the latter’s
failure to support the former in denouncing Pyongyang. As briefly noted above, Seoul’s
increasing level of agreement with Washington’s approach to Pyongyang’s nuclear
weapons programs, and its decision to participate in some of the U.S.’s regional
security initiatives that Beijing publicly opposed, have led some observers to conclude
that South Korea has finally joined the U.S. effort to counter China’s expanding sphere
of influence in East Asia. However, several other actions taken by the Lee government
present a rather different aspect. For instance, the government agencies’ plans to

promote exports to China and the growing voices insisting on the urgency of launching
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bilateral negotiations with China over a bilateral FTA even before the ratification of the
FTA with the United States exemplify Seoul’s unrelenting need to further expand
economic ties with China. Furthermore, the Lee government, just like the previous
ones, not only dragged its feet about joining the U.S.’s TMD programs in the region, it
also made a detour in pointing to a potential threat arising from China’s military
modernization program by including a rising “arms race” between China and Japan in
the category of potential threats. And before everything else, the Lee administration
upgraded the bilateral relationship with China to a “Strategic Cooperative Partnership”
while uplifting that with the U.S. to a “21*" century strategic alliance.” As the
government officials that | interviewed have said, Seoul’s perceived urgency to escape
from the global financial crisis and the continuously growing importance of China for
the country’s economic growth always played a critical factor in the Lee government’s
strategic decisions toward China and the United States. Thus, the rapidly expanding
economic relationship between South Korea and China in the post-Cold War world has
not only bound the two countries together, it has also tied the former’s hands in
selecting its strategic stance toward the latter. That is, the resultant asymmetric
economic relationship between China and South Korea in favor of the former has
bound South Korea’s economic growth and strategic choices to China, hindering it

from adopting a balancing stance toward China.
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CHAPTER 7
JAPAN’S CHINA STRATEGY, 1972-2010:
SHIFTING FROM ACCOMMODATION TO BALANCING

“It says much for the pragmatism of both the Chinese and the Japanese leaders that, even at the height of
the cold war in the 1950s and 1960s, the absence of formal diplomatic ties, precluded by cold war
alliances, did not prevent increasing economic interaction at an official level between the two
countries... For the Japanese part, as exports played a growing role in their economic growth, China
seemed a natural market for Japanese products.”

- Robert Taylor1

“After the crash of the stock market in the early 1990s, the Japanese economy experienced a prolonged
stagnation. The problems became especially serious in the late 1990s when several major financial
institutions became insolvent. Japan’s economy recovered from the crisis in the first half of the 2000s
and recorded sustained growth until October 2007... In particular, increases in Japanese exports to China
were substantial in the 2000s and supported the recovery of the Japanese economy on the demand side...
The starting point of these dramatic increases in exports nearly coincides with that of the sustained
recovery of the Japanese economy from prolonged recessions... These trends point to a link between
increased exports to China and the significant recovery of the Japanese economy after 2002.”

- Shin-ichi Fukuda®

“Japan’s long-term reform of its national military capabilities under successive National Defense
Program Guidelines (NDPG) has been driven by the two principal concerns of North Korea and
China... However, North Korea has arguably functioned more as a secondary driver, and indeed at
times a convenient legitimizing pretext, for an agenda of change in a Japanese defense policy driven
more fundamentally by the rise of China and the associated looming military challenges... Hence, even
though the North Korean and Chinese threats have worked in combination over the past two decades to
exert pressure on Japan to revise its defense policies, as well as introduce more mobile and
technologically advanced JSDF capabilities, it is actually China that demonstrates the greatest
propensity to deliver radical change in Japan’s military posture over the longer term.”

- Christopher W. Hughes3

! Robert Taylor, Greater China and Japan: Prospects for an Economic Partnership in East Asia (London
and New York: Routledge, 1996), pp. 2-3.

2 Shin-ichi Fukuda, “The Rise of China and the Sustained Recovery of Japan,” The Rise of China and
Structural Changes in Korea and Asia, pp. 261-2.

8 Christopher W. Hughes, “China’s Military Modernization: U.S. Allies and Partners in Northeast Asia.” In
Strategic Asia 2012-13: China’s Military Challenge, Ashley J. Tellis and Travis Tanner, eds. Seattle and
Washington D.C.: The National Bureau of Asian Research, 2012, pp. 205-6.



In studies of East Asian countries’ modes of response toward a rising China in the post-
Cold War era, Japan has usually received “special” treatment, being considered an
outlier case in that the country’s tremendous economic prowess provides it a lot more
room for maneuver than other regional countries in dealing with a China that is
transforming into a stronger and more assertive power. But few studies have employed
systemic approaches to demonstrate that it is in fact Japan’s mighty economic power
that has enabled the country to swiftly shift from accommodation to balancing in the
face of an ascending China, especially compared to other secondary countries in the
region, despite its status as a junior partner of the United States in the military arena.
As will be seen below, while South Korea was slowly and reluctantly moving from
accommodation to hedging, Japan discarded its long-held accommodationist policy
toward China and began to hedge against it by strengthening its alliance with the U.S.
in the mid-1990s, moving much closer toward balancing since the turn of the century.
Various factors have been mentioned in explaining Japan’s growing realism in the
security realm, some of which are the changing balance of power in Japanese domestic
politics (i.e., the declining power of the Socialist party), unfavorable public perceptions
of China, the growing threat posed by a rising China’s material capabilities, increasing
competition and rivalry between Japan and China, and intensified pressure from the
U.S. on Japan. Given this study’s focus on how economic interdependence moderates
(or intensifies) the impact on secondary countries’ alignment decisions regarding a
rising great power of such realist variables as the threat posed by, and the material
capabilities of, the rising great power, this chapter will look into the changing nature of

the bilateral economic relationship between China and Japan. We shall see whether, as
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in the case of South Korea, changes in the bilateral economic relationship have limited
Japan’s strategic choices in the face of a reemerging China in the post-Cold War era.
As we will discuss later in this chapter, Japan has been less concerned than South
Korea about the possible negative consequences of its strategic shift, particularly with
regard to its bilateral economic relationship with China, so it has responded more
swiftly to the growing threat posed by a rising China since the end of the Cold War.
That is, in the case of Japan, growing economic interdependence with China has not
moderated the effects of the threat posed by the latter as much as it has in the case of
South Korea.

This chapter consists of four sections. The first section provides an abbreviated
sketch of Japan’s increasing economic interests in China and its accommodationist
approach throughout the Cold War. The second section deals with Japan’s shift from
accommodation to balancing against a rising China that is becoming more assertive.
The third section shows how a relatively balanced economic relationship between
Japan and China has not limited the scope of Japan’s strategic shift in coping with a
rising China since the end of the Cold War. And the final section is a summary.

Japan Accommodating China during the Cold War
As in the case of South Korea, Japan during the Cold War was fully incorporated into
the alliance system led by the United States, which stood in opposition to the camp that

China belonged to.* However, as the quote above indicates, Japan, having no interest in

4 Although China reopened moderate trade with Japan after the People’s Republic of China was established

in 1949, the outbreak of the Korean War in the following year and China’s intervention in the war

compelled the United States to adopt a trade embargo policy against China and to impose it on Japanese

exports to China, destroying an opportunity to revitalize commercial ties between China and Japan. Chae-
427



severing economic ties with China, maintained increasing economic interaction with
China at an unofficial level, although “Sino-Japanese commerce could be conducted
only through the face-saving device of unofficial informal trade on the barter
principle.”® Dismayed by the “Nixon Shock® on one hand and excited by the new
commercial opportunities it presented on the other hand, Japan completed diplomatic
normalization with China before the U.S. did. After the normalization of diplomatic
relations with China, Japan maintained a “cooperative and conciliatory policy” until
1989, when the Tiananmen massacre shocked the world, expanding commercial ties
with China on the basis of diplomatic pragmatism that separated economics from

politics.” And thus, Japan’s non-confrontational and accommodationist approach

Jin Lee, China and Japan: New Economic Diplomacy (Stanford, California: Hoover Institution Press,
Stanford University, 1984), pp. 1-2.

® Robert Taylor, Greater China and Japan: Prospects for an Economic Partnership in East Asia, p. 3.

® A series of events is usually mentioned to describe what the “Nixon shock” means, some of which are the
announcement of the Nixon Doctrine in 1969 and the dollar shock in 1971. However, when it comes
specifically to Japan’s “Nixon shock,” the primary event is the surprise 1972 rapprochement between the
U.S. and China. Farnsworth depicts Japan’s “Nixon shock” as follows: “A saying around Japan this year
was that one morning when Japan woke up it would find that the U.S. and China had already shaken hands.
This actually occurred on July 17, and became known as the ‘Nixon Shock,” prompting acting Foreign
Minister Kimura to comment that he never felt that ‘ping-pong diplomacy would develop at such a rapid
pace.” The greater dismay was U.S. failure to communicate...” Lee W. Farnsworth, “Japan: The Year of
the Shock,” Asian Survey, Vol. 12, No. 1 (January 1972), p. 49.

" Mike M. Mochizuki, “Japan’s Shifting Strategy toward the Rise of China,” p. 746. Iriye explains the
framework for the trade between Japan and China, which was called in Japan “the separation of politics and
economics,” as follows: “It was a particularly ingenious formula for the Japanese who had forsworn
militarism and pledged to focus their energies on peaceful pursuits, but who yet had become part of an
alliance system directed at China and its allies. The formula amounted to a technique for promoting trade
and other economic relations between the two countries even in the absence of a formal diplomatic
relationship. It may, of course, have implied that sooner or later the commercial ties would become so close
that political and diplomatic relations would inevitably be affected. But so long as Beijing was willing at
least to acquiesce in the framework, trade could flourish, as it did through 1957.” Akira Iriye, “Chinese-
Japanese Relations, 1945-90,” The China Quarterly, No. 124 (December 1990), p. 631.
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toward China from 1972 to 1989 is often described as “Friendship diplomacy™® or the
“1972 system.” In order to present a brief sketch of how the nature of the economic
interdependence between Japan and China developed in the broad context of Japan’s
“Friendship diplomacy” with China before the end of the Cold War—which | believe is
essential to understand the foundations of Japan’s burgeoning economic relationship
with China in the post-Cold War era—I intend to focus on Japan’s increasing
commercial interests in China during the Cold War, while skipping over other crucial
factors that have been studied intensively by many other scholars.

Japan’s growing economic interests in China, 1950-1972

Although Japan did not pursue early diplomatic normalization with China and instead
opted to establish formal relations with the Republic of China in Taiwan, chiefly
because of its security ties with the United States,'® Prime Minister Shigeru Yoshida,
“not fully convinced of the wisdom of the rigorous containment policy of the United
States in the 1950s,” considered the loss of access to China’s market as a consequence
of the U.S. containment policy after the Korean War “a serious handicap for the

economic reconstruction of Japan.” Indeed, to the Japanese China had been “a supplier

8 |bid., pp. 746-8.
o Ming Wan, Sino-Japanese Relations: Interaction, Logic, and Transformation, pp. 83-108.

10 Although the Yoshida cabinet had no choice but to succumb to American pressure and sign a peace
treaty with the Republic of China in Taiwan, “the treaty was interpreted as applying only to areas then
under Taipei’s control.” And despite their condemnation of the peace treaty between Japan and Taiwan,
Chinese leaders expressed “their friendly sentiments” toward the Japanese people. Akira Iriye, “Chinese-
Japanese Relations, 1945-90,” p. 626.
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of natural resources as well as a crucial market in the prewar era.”*! In a belief that
sustaining economic ties with the mainland could provide a boost to Japan’s
reconstruction efforts, although such connections could only be unofficial and modest
in the 1950s, Japan adopted a pragmatic policy of separation of politics and
economics.’? But China, which was consumed by the domestic turmoil caused by the
Great Leap Forward and other problems, turned out to be of little help in rehabilitating
Japan’s war-torn economy. In addition, the intensified anti-China and pro-Taiwan
policy during the Kishi government, which refused to extend any special privileges to
Chinese trade representatives, drove the Chinese “to suspend all economic and cultural
relations with Japan and to terminate private agreements on trade, fisheries, steel
products, and other related matters.”** However, the replacement of Kishi by Ikeda
Hayato, who put greater emphasis on an economics-driven foreign policy than on
military strengthening, reawakened good feelings between Beijing and Tokyo.

Despite the instability of their political relations and the historical animosities

between China and Japan, each country’s economic interests in the other continued to

1 yutaka Kawashima, Japanese Foreign Policy at the Crossroads: Challenges and Options for the
Twenty-First Century (Washington, D.C.: Brookings Institution Press, 2003), pp. 96-7.

12 Indeed, although Japan remained tied to the U.S.-led alliance system, which aimed to contain the
advances of the Soviets and the Chinese, Japan resisted U.S. pressure to augment its military and took pains
not to become directly involved militarily in the alliance. Therefore, “Yoshida was determined to keep open
the channel of communication to Beijing, even as he tied the country to the United States in security
matters. He refused to augment Japanese military force to the level demanded by the United States
Government, and sought in other ways to avoid provoking China [emphasis added].” Akira Iriye,
“Chinese-Japanese Relations, 1945-90,” p. 626.

13 Chae-Jin Lee, China and Japan: New Economic Diplomacy, pp. 4-5.
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grow, with the result that the “friendship trade” (or friendly trade)'* between the two
countries gained a firmer footing with the signing of the Liao-Takasaki Memorandum.
As Lee notes, “Unlike friendship trade, memorandum trade enjoyed a semiofficial
status because it was sponsored by prominent members of the governing LDP and was
partially financed by the government-controlled Export-Import Bank.”'® With this
development, bilateral trade between China and Japan began to expand steadily, except
for one short interruption due to the 1966 Cultural Revolution. In 1962 the two
countries established trade offices in Tokyo and Beijing, “a sign of their long-term
commercial intentions.”*®

In addition, with Japanese companies, especially in the steel industry, intensively
lobbying sympathetic factional leaders in Japan’s ruling Liberal Democratic Party

(LDP) to allow them to advance into a potentially lucrative Chinese market, Sino-

Japanese economic relations began to receive more support from the Japanese

% The “friendship trade” refers to the resumption of Chinese trade with Japanese companies that China
recognized as “friendly” toward Chinese policy positions. This period saw the inauguration of PM lkeda
Hayato, who softened his predecessor PM Kish Nobusuke’s anti-China policy and prioritized Japan’s
economic expansion abroad, China, the failure of the Great Leap Forward and the deterioration of Sino-
Soviet economic relations. China therefore began to adopt a pragmatic policy toward noncommunist
countries, including Japan, and sought to increase economic relations with them. Consequently, “the
number of ‘friendly companies’ grew from 11 in 1960 to 190 in 1962.” In resuming the “friendship trade”
with Japan in August 1960, Premier Zhou En-lai of the PRC proposed three political principles or
prerequisites for trade. The Japanese were not to: “(1) obstruct the establishment of diplomatic relations
between Japan and the People’s Republic of China; (2) participate in the formation of two Chinas; or (3)
regard the People’s Republic of China as an enemy.” The basic spirit of these principles was included in the
Japan-China Joint Declaration that led to normalization of diplomatic relations between the two countries
on September 29, 1972. Chae-Jin Lee, China and Japan: New Economic Diplomacy, p. 5; and Masaya
Tsuchiya, “Recent Developments in Sino-Japanese Trade,” Law and Contemporary Problems, Vol. 38, No.
2 (Summer-Autumn 1973), pp. 241-2.

1% Chae-Jin Lee, China and Japan: New Economic Diplomacy, p. 6.
18 Akira Iriye, “Chinese-Japanese Relations, 1945-90,” p. 632.
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government. Japan’s Ministry of International Trade and Industry (MITI) was one of
the biggest supporters of increased commercial ties with China.'” Given growing
bilateral commercial interests, bilateral trade between Japan and China continued to
increase even before Sino-Japanese diplomatic normalization in 1972 (Table 39). These
developments in the economic sphere before normalization were “a result of laborious
efforts, often of heroic proportions, by individual Chinese and Japanese who were
determined to keep alive the two countries’ commercial links even in the face of

serious diplomatic and political tensions.”*®

Table 39
Increasing Trade Ties between Japan and China before 1972

Japanese

exports Percentage of total ~ Japanese imports  Percentage of total

to China Japanese exports from China Japanese imports
Year  ($1,000) (%) ($1,000) (%)
1955 28,547 1.40 80,778 3.30
1960 2,726 0.06 20,729 0.50
1965 245,036 2.90 224,705 2.80
1969 390,803 2.40 234,540 1.60
1970 568,878 2.90 253,818 1.30
1971 578,188 2.40 323,172 1.60
1972 608,921 2.10 491,116 2.10

Source: The Japanese Ministry of Finance.
Cited in Masaya Tsuchiya, “Recent Developments in Sino-Japanese Trade”.

Japan accommodating China, 1972-1992
Japan’s objectives
Mochizuki briefly describes three elements of Japan’s “Friendship diplomacy” toward

the mainland after the 1972 normalization as follows:

7 Robert Taylor, Greater China and Japan: Prospects for an Economic Partnership in East Asia, p. 4.
18 Akira Iriye, “Chinese-Japanese Relations, 1945-90,” p. 632.
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First, Japan had a keen interest in deepening commercial relations with China... the Japanese
were quite willing to transgress the Cold War ideological divide in East Asia and separate
economics and politics (seikei bunri) to develop trade relations with China... Second, Japan
adopted for the most part an accommodationist posture regarding the history issue... Third,
Japan avoided security competition with China and to some extent tacitly cooperated with
Chinese strategic objectives... Although Japan sought to maintain equidistance between the
two communist rivals, China and the Soviet Union, it went ahead and included the ‘anti-
hegemony’ clause in the 1978 Sino-Japanese Peace and Friendship Treaty because of China’s

insistence.

In fact, many experts on Japan would have no trouble agreeing with Mochizuki’s three

elements of Japan’s policy of “constructive engagement”?

toward China during the
Cold War. Several other factors are frequently cited to explain Japan’s objectives in
normalizing diplomatic relations with China and offering it “special” treatment
throughout the Cold War.?' Among these, the Japanese government’s two main
interests—politics and economics—have so far received the most attention, alongside
Tokyo’s intentions to move beyond the unfortunate past between China and Japan. The
first goal Tokyo hoped to achieve by diplomatic normalization with China was the
stabilization of Japanese domestic politics by accommodating the growing demands of

the Socialist opposition forces that strongly resisted the alliance with the United States,

thereby “removing China as a divisive political issue at home.”?* Indeed, during the

19 Mike M. Mochizuki, “Japan’s Shifting Strategy toward the Rise of China,” pp. 746-8.

20 Michael J. Green, Japan’s Reluctant Realism: Foreign Policy Challenges in an Era of Uncertain Power
(New York: Palgrave, 2003), p. 78.

21 However, in his analysis of Japan’s “1972 system,” Ming Wan argues that, “The Sino-Japanese
relationship was no more special than other major bilateral relationships in East Asia in terms of putting
demands on Japan to atone and provide compensation for the past. Southeast Asians rioted to protest
Japan’s economic penetration of the region during Tanaka Kakuei’s visit in January 1974. In 1981, South
Korean president Chun Doo-Hwan demanded that Japan provide $6 billion for compensation for the
colonial past and for South Korea’s contribution to the defense of Japan.” Ming Wan, Sino-Japanese
Relations: Interaction, Logic, and Transformation, p. 85.

22 Ibid., p. 91. Indeed, according to Tanaka, Sino-Japanese diplomatic normalization in 1972 removed two-
thirds of Japan’s domestic problems. Soeya Yoshihide, “Japan’s Relations with China.” In The Golden Age
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first summit meeting with Chinese leaders on September 25, 1972, Foreign Minister
Ohira said that normalization would “contribute to the stabilization of our domestic

politics.”?

Secondly, boosted by the Japanese business community’s interest in normalization,
and growing support for it within the LDP,** Japan wanted to restore trade ties with
China, which was the country’s number one trading partner before 1945. Furthermore,
the external conditions Japan was facing in the late 1960s that weighed against the
country’s steady economic growth helped intensify Japan’s need to strengthen
economic ties with the mainland by formalizing the bilateral relationship between the
two countries. The accomplishment of Sino-Japanese diplomatic normalization in 1972
not only rapidly expanded economic transactions between the two countries; it also

provided Japan with another source of economic growth.

of the U.S.-China-Japan Triangle, 1972-1989, Ezra F. Vogel et al., eds. Cambridge, Massachusetts:
Harvard University Asia Center and Harvard University Press, 2002, p. 215.

28 “Transcripts of Talks between Tanaka and Zhou Enlai.” Cited in Ming Wan, Sino-Japanese Relations:
Interaction, Logic, and Transformation, p. 91.

2 Mochizuki states that even before Tanaka Kakuei’s push for normalization with the mainland after he
was elected prime minister in 1972, there was already growing demand for Sino-Japanese diplomatic
normalization among Japanese politicians, due mainly to the humiliation Japan felt from the Nixon shock.
“Despite the political controversy that the China-Taiwan issue had provoked before 1972, Japanese
political elites and the public saw Tanaka’s normalization effort as a great success. Even before Tanaka’s
initiative, pressure to move forward on ties with Beijing had been growing within the Liberal Democratic
Party as well as the opposition camp. The humiliation of the July 1971 Nixon shock whereby President
Richard Nixon announced his intention to visit China without consulting Japan created a political
atmosphere in Japan that Tokyo should normalize relations with Beijing before Washington did so.” Mike
M. Mochizuki, “Dealing with a Rising China.” In Japan in International Politics: The Foreign Policies of
an Adaptive State, Thomas Berger, Mike M. Mochizuki, and Jitsuo Tsuchiyama, eds. Boulder and London:
Lynne Rienner Publishers, 2007, p. 232.
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For instance, a series of external developments aimed at ‘“correcting” trade
imbalances between Japan and Western developed countries (mainly the United
States)®—to name a few, the textile crisis, “dumping charges” that reflected growing
protectionism in the United States, greater pressure from the U.S. and Europe to speed
up Japan’s fourth round of liberalization, and the “dollar shock”**—slowed down the
Japanese economy starting in the late 1960s. Moreover, the acrimonious economic
relationship between the U.S. and Japan continued throughout the 1980s. As in the case
of South Korea, therefore, Japan’s economic downturn and growing troubles with the
United States on the economic front not only intensified complaints against the latter
but also created a sense of frustration in Japan.?’ And the irritations in the American-
Japanese economic relationship also pulled Tokyo closer to Beijing. Farnsworth notes

the following about Japan’s economic slowdown in the early 1970s:

The “dollar shock™ has been a powerful U.S. weapon, contributing significantly to settlement of
the textile issue, liberalization, and ratification of the Okinawa reversion treaty, in addition to
forcing yen revaluation. For Japan, however, it has been a club. The planned 10% growth in

2% The first cause of American irritation with Japan in economics was the trade imbalance between the two
countries. According to one analysis, “Japan’s global current account surplus of $16.6 billion in 1978
contrasts with an American current account deficit of nearly equal magnitude. Japan’s surplus in trade
account amounted to $24.6 billion, $11.6 billion of which arises from the bilateral U.S.-Japanese trade
account itself. Japan is seen as having promoted exports regardless of their impact on others. Similarly,
Americans argue that while their markets are open to foreign suppliers with minimal restraints, Japan in
practice makes the way difficult for imports generally, and in some instances keeps the door closed
completely.” Saburo Okita, “Japan, China and the United States: Economic Relations and Prospects,”
Foreign Affairs, Vol. 57, No. 5 (Summer 1979), p. 1092.

2% Eor details on the impediments Japan was facing in the late 1960s, see Lee W. Farnsworth, “Japan: The
Year of the Shock,” pp. 50-52.

2 Among other frustrations the Japanese felt about American economic policy, “the continuing high rate of
inflation in the United States and the relatively weak policy measures taken to stop or reduce it, and
(closely related) the failure of the United Sates to economize on the use and import of oil” were the major
Japanese complaints. Saburo Okita, “Japan, China and the United States: Economic Relations and
Prospects,” p. 1093.
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GNP will be less than 7%. New hiring in export industries is halted. Bankruptcies have
increased three-fold, especially among medium and small enterprises. The strong shipbuilding
industry has been caught with numerous dollar contracts, now reduced in value more than 10%.
Even the Fourth Defense Buildup Plan has had to be altered from its proposed 18.8% increase,
because it was based on a 10.7% annual GNP growth. The reducing of U.S.-China tensions
made this a wise move, anyway, if Japan wanted to take economic advantage of the thaw. As it
was, government leaders presented a 400 billion yen national bond issue as part of a
supplementary budget, looking to provide public works programs and low interest loans to

offset the recession [emphasis added].28

With the increasing economic interaction between Japan and China following the
1972 normalization that reflected the economic complementarity of the two economies,
China offered Japan breathing room in a period of global stagflation that followed the
twin shocks of the 1970s—the collapse of the Bretton Woods system and the abrupt
increases in petroleum prices. China’s increasing imports of the very Japanese products
that were suffering decreasing world demand as a result of the worldwide stagflation
intensified Japanese interest in penetrating the Chinese market. Howe writes as follows
about the first “China boom” in Japan through 1981, when China cancelled most large

contracts with Japan due mainly to its adoption of the policy of “adjustment”:

There was at this juncture a fortuitous but important complementarity between the industrial
sectors of the two economies. In 1970-72, the Chinese identified finished steel, chemicals and
downstream products of the oil industry as their industrial priorities, all sectors which, by 1973-
74, because of the oil shock, the Japanese economy was particularly anxious to supply. The
tempo of relations and the first “China boom” were further fed by latent anti-Americanism
occasioned by the “Nixon shock” and by the publication in Japan of Japanese language
magazines such as Jinmin chugoku (People’s China), which helped to spread an aura of
optimism and interest—much of it based in these early days on inaccurate information. The
world economic crisis that followed the rise in energy and other raw material prices played an
important role in Sino-Japanese relations in the mid-1970s. Internally, the Chinese economy
acquired a completely new interest to Japan as a source of energy supplies (coal and oil),
independent of the Middle East... Under the Agreement (the 1978 Long Term Trade

Agreement)zg, Japan agreed to take $10 billion worth of oil and coal between 1978 and 1985. In

28 |bid., p. 52.

2% on February 16, 1978, Liu Xiwen and Inayama signed the Long-Term Trade Agreement (1978-1985) in

Beijing’s Great Hall of the People. “In terms of its underlying principles and format, this agreement was a

successor to the old memorandum trade agreement (1963-1967)... The underlying economic formula for

this agreement was relatively simple and straightforward: to fulfill the goals of its rapid industrialization
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return China was expected to balance trade over the whole period with imports of plant and
machinery.30

Consequently, as the table below shows, the volume of bilateral trade increased rapidly

from 1972 (Table 40).

Table 40
Progress in Sino-Japanese Trade, 1970-1982 (in thousands of dollars)

Year Chinese imports Chinese exports Total

Amount Percentage change Amount Percentage change Amount Percentage change

from previous year from previous year from previous year

1970 568,878 145.6 253,818 108.2 822,696 131.6
1971 578,188 101.6 323,172 127.3 901,360 109.5
1972 608,921 105.3 491,116 152 1,100,036 122
1973 1,039,494 170.7 974,010 198.3 2,013,504 183
1974 1,984,475 190.9 1,204,768 133.9 3,289,243 163.4
1975 2,258,577 113.8 1,531,076 117.3 3,789,653 115.2
1976 1,662,568 73.6 1,370,915 89.5 3,033,483 80
1977 1,938,643 116.6 1,546,902 112.9 3,485,545 114.9
1978 3,048,748 157.3 2,030,292 131.2 5,079,040 145.7
1979 3,698,670 121.3 2,954,781 145.5 6,653,451 131
1980 5,078,335 137.3 4,323,374 146.3 9,401,709 141.3
1981 5,095,452 100.3 5,291,809 122.4 10,387,261 110.5
1982 3,510,825 68.9 5,352,417 101.1 8,863,242 85.3

Source: Japan-China Economic Association. Cited in Chae-Jin Lee, China and Japan: New Economic Diplomacy, p. 18.

However, unlike in the case of South Korea in the 1980s, Japan’s domestic
conditions, such as rising production costs due to increasing labor costs and land prices,
as well as excessive production capacity, played a relatively trivial role in increasing

Japanese firms’ investment in China. Despite the expanding trade ties, Japanese

plans, China would import Japan’s advanced modern technology early in the eight-year period and would
pay Japan back with increased exports of natural resources. Japanese capital was also expected to be used
to finance some of China’s natural resource development projects so that Japanese needs would be
satisfied. Much of the Inayama-Liu economic diplomacy therefore focused on the assessment of Japan’s
projected domestic energy requirements and China’s export capabilities.” Chae-Jin Lee, China and Japan:
New Economic Diplomacy, pp. 21-22. For further discussion of governmental economic agreements
between China and Japan following the rapprochement, see ibid., pp. 13-29.

30 Christopher Howe, “China, Japan and Economic Interdependence in the Asia Pacific Region,” The
China Quarterly, No. 124, (December 1990), p. 676.
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investment in China remained weak through the late 1980s, and the rise of the yen in
the mid-1980s was not a major factor.*! Despite China’s 1979 Joint Venture law, which
aimed to attract foreign investment, such challenging conditions as a lack of strong
legal protections, inadequate infrastructure, and poorly trained workers made Japanese
investors shy away from moving their production facilities to China.* Despite the
moderate scale of Japanese investment in China, the bilateral trade between the two

countries continuously increased (Table 41).

Table 41
Sino-Japanese Bilateral Trade, 1981-1991 (in US $ million)
Year Exports (A) Imports (B) Total (A+B)
1981 5,095 (0.3) 5,292 (22.4) 10,387 (10.5)
1982 3,511 (-31.3) 5,352 (1.1) 8,863 (-14.7)
1983 4,912 (39.9) 5,087 (-5.0) 9,999 (12.8)
1984 7,217 (46.9) 5,985 (17.1) 13,175 (31.8)
1985 12,477 (72.9) 6,483 (8.8) 18,980 (43.9)
1986 9,857 (-21.0) 5,652 (-12.8) 15,506 (-16.2)
1987 8,250 (-16.3) 7,401 (30.9) 15,651 (0.9)
1988 9,476 (14.9) 9,859 (33.2) 19,335 (23.5)
1989 8,516 (-10.1) 11,146 (13.1) 19,862 (1.7)
1990 6,130 (-28.0) 12,054 (8.1) 18,184 (-7.5)
1991 8,593 (40.2) 14,216 (17.9) 22,809 (25.4)

Source: Compiled by Yamaichi Research Institute on the basis of customs clearance statistics, Japanese Ministry of Finance
(Yamaichi Research, Japan Outlook, 1992, p. 13). Cited in Robert Taylor, Greater China and Japan, p. 124.
Note: Figures in parentheses represent percentage change from the previous year.

8 However, right after the signing of the 1978 Sino-Japanese Peace and Friendship Treaty, many Japanese
business leaders rushed into the China market, not seriously taking into account the fundamental
differences between their political, economic, and social systems. As one analyst puts it, “What motivated
them were the traditional and unique sentiments that the Japanese felt towards China, and certain inertia on
their part.” However, Beijing’s abrupt cancellation of the US$1 billion contracts for the Baoshan Steel
Complex near Shanghai led many Japanese firms to shy away from investing in China. But few Japanese
leaders in the late 1970s foresaw that “China would make radical adjustments in its economic policy and
abruptly cancel a great many contracts with foreign firms.” Hidenori ljiri, “Sino-Japanese Controversy
since the 1972 Diplomatic Normalization,” The China Quarterly, No. 124 (December 1990), p. 643. For a
detailed case study of the Baoshan Steel Complex project, the showcase of Sino-Japanese economic
cooperation, see Chae-Jin Lee, China and Japan: New Economic Diplomacy, pp. 30-75.

2 Eric Harwit, “Japanese Investment in China: Strategies in the Electronics and Automobile Sectors,”
Asian Survey, Vol. 36, No. 10 (October 1996), pp. 980-81.
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Likewise, despite Japan’s role as an outpost constructed by the United States to
contain the advancement of the Soviets and the Chinese, Japan had always harbored
economic interests in China, interests that grew increasingly after the Sino-Japanese
rapprochement. Furthermore, due partly to their mutual commercial interests, “in the
post-war world of militarization, China and Japan continued to play their respective
roles without necessarily defining each other as a direct security threat.” Indeed,
economic factors rather than military power per se appear to have been “a more

prominent definer of the bilateral relationship between China and Japan.”*

In addition to its commercial interests, Tokyo harbored long-term strategic goals in
expanding its economic ties with China. Although some scholars might agree with Wan
that “unlike China, Japan did not base its China policy on a strategic analysis of
international relations at this point and rather Japanese saw China as a special case in

%% the Japanese government had sought to offer economic aid to

its foreign relations,
China during the Cold War based on a strategic calculation that an affluent China

would become less hostile to Japan, which of course is the main tenet of commercial

33 Akira Iriye, “Chinese-Japanese Relations, 1945-90,” pp. 626, 628.

3 Ibid., p. 91. In a similar vein, [jiri claims that “the Japanese leaders lacked such strategic considerations
in their long-term perspective” at the time of diplomatic normalization. According to him, “few Japanese
leaders, including foreign ministry bureaucrats, paid attention to the real implications of the ‘anti-
hegemony’ clause that was included in the Sino-Japanese Communiqué. The Japanese policymakers’
inability to judge the real implications of ‘anti-hegemony’ is revealed by the statement of the Treaties
Division head, Shoichi Kuriyama, who said, ‘It is simply natural that anti-hegemony was included in the
Joint Communiqué because it was stipulated in the Shanghai Communiqué between the United States and
China.”” Hidenori Ijiri, “Sino-Japanese Controversy since the 1972 Diplomatic Normalization,” p. 641.
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liberalism.* That is, the Japanese government strongly believed that the yen loan
programs to China would serve not only “Japan’s long-term economic interests” but
also “the political-security objective of preventing China from becoming a hostile
power.”*® Unlike Washington’s desire to strategically use China to counter the Soviet
threat, Tokyo wanted to “tame” China by economically interlocking the country within
the regional economic system Japan had created. Feeling confident in Japan’s
economic dominance in relation to China and believing that a prosperous China would
become more open to Japan and would therefore someday discard its long-held
antagonistic posture, Japan continuously provided large sums of money to China under

the rubric of official development assistance even after China’s abrupt cancelation of

large projects Japan had invested in.*’ As Green puts it, at the core of Japan’s Cold

% Green and Self have argued that Japan was motivated by the logic of commercial liberalism in making
its China policy during the Cold War. Michael J. Green and Benjamin L. Self, “Japan’s Changing China
Policy: From Commercial Liberalism to Reluctant Realism,” Survival, Vol. 38, No. 2 (Summer 1996), p.
36.

% Mike M. Mochizuki, “Dealing with a Rising China”, p. 236.

37 Eour different views are found in studies of the Ohira administration’s decision to provide ODA to
China: “(1) postwar consideration of China relinquishing its demand for war reparations from Japan; (2)
potential economic benefits from the promising Chinese market; (3) expression of autonomous diplomatic
relations toward the United States or, conversely, keeping step with the U.S. strategy toward Asia, both
related to U.S. policies; and (4) strong concern for preventing China’s retrogression after it had just
emerged from the Cultural Revolution and had launched its modernization policy.” Ryosei Kokubun,
“Changing Japanese Strategic Thinking toward China.” In Japanese Strategic Thought toward Asia, Gilbert
Rozman et al., eds. New York: Palgrave, Macmillan, 2007, p. 150. Pointing out the fourth concern, Suh
argues that “Japan’s biggest concern was how to pull China back into the international community” and
that Japan’s “economic diplomacy” was a sign that it was seeking power in international politics.
Seungwon Suh, Nihon no keizai gaiko to Chugoku (Tokyo: Keio University Press, 2004), chapters 1 and 2.
Cited in Ryosei Kokubun, “Changing Japanese Strategic Thinking toward China,” p. 150. For more
discussions of Japan’s ODA policy toward China during the Cold War, see Ming Wan, Sino-Japanese
Relations: Interaction, Logic, and Transformation, pp. 262-286; and Reinhard Drifte, “The Ending of
Japan’s ODA Loan Programme to China—All’s Well that Ends Well?” Asia-Pacific Review, Vol. 13, No. 1
(2006), pp. 94-101.
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War China policy was “a faith in the principles of economic interdependence with

. . . . 38
China and in Japan’s growing mercantile power.”

Japan’s accommodation of China

In fact, Japan’s conciliatory gestures toward China during the Cold War were not
limited to the economic arena, although “the main pillar of Japan’s accommodationist
policy toward China dealt with economics.”* For instance, when Japan’s former prime
minister, Noboru Takeshita, visited China in August 1988 to commemorate the 10"
anniversary of the Sino-Japanese Peace and Friendship Treaty, he brought a ¥810
billion package of government loans to ease Beijing’s growing anger about trade
imbalances between China and Japan and remarks by right-wing Japanese politicians
who played down Japan’s World War Two aggression against China. The aid package,
which was intended to finance major construction projects in China, far exceeded the

previous two packages.*’

A few examples in other areas offer a sense of how encompassing Japan’s
accommodation of China was throughout the Cold War. First, while maintaining good
informal ties with Taiwan, Japan allayed Beijing’s biggest concern in this regard by

recognizing the government of the People’s Republic of China as the only legitimate

%8 Michael J. Green, Japan’s Reluctant Realism: Foreign Policy Challenges in an Era of Uncertain Power,
p. 77.

%9 Mike M. Mochizuki, “Dealing with a Rising China,” p. 235.

40 Hidenori Ijiri, “Sino-Japanese Controversy since the 1972 Diplomatic Normalization,” p. 640.
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government of China.** In the 1972 Sino-Japan joint communiqué, Japan declared that:
“The government of the People’s Republic of China [PRC] reiterates that Taiwan is an
inalienable part of the territory of the People’s Republic of China. The government of
Japan fully understands and respects this stand of the government of the People’s
Republic of China.”** Furthermore, when the United States and Japan negotiated the
first Guidelines for Defense Cooperation in 1978, Japan shied away from committing
to support for the defense of Taiwan and South Korea, despite Washington’s pressure,
in an attempt not only to focus on the country’s economic growth but also not to
provoke Beijing. Since Tokyo was in the process of concluding a Treaty of Peace and
Friendship with Beijing at that time, it had no intention “to enlist for missions that
would provoke a Chinese backlash.” By shying away from the commitment for the
defense of Taiwan, Japan maintained ‘“conscientious objector status” in the
containment of China.*® Furthermore, after long and tedious negotiations, Japan yielded
to Chinese demands to include the controversial “anti-hegemony” clause in the 1978

Sino-Japanese Peace and Friendship Treaty, which was believed to be against Prime

e Although Japan had no military relationship with Taiwan during the Cold War and renounced all rights
and claims to Taiwan in the San Francisco Peace Treaty, the Chinese leadership had been more sensitive
about the relations between Japan and Taiwan than those between the U.S. and Taiwan because Taiwan had
been a colony of Japan until the end of World War I1. Yutaka Kawashima, Japanese Foreign Policy at the
Crossroads: Challenges and Options for the Twenty-First Century, pp. 97-98.

42 Lam Peng-Er, “Japan-Taiwan Relations: Between Affinity and Reality,” Asian Affairs, Vol. 30, No. 4
(Winter 2004), p. 249.

*3 Michael J. Green, Japan’s Reluctant Realism: Foreign Policy Challenges in an Era of Uncertain Power,
p. 88.
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Minister Fukuda’s pursuit of an “omnidirectional” foreign policy that would avoid

choosing a side between China and the Soviet Union.**

Second, Japan accommodated China’s growing demands over historical issues. For
instance, after Beijing strongly protested Japan’s move to revise its school textbooks in
1982 and blamed Japan’s Education Ministry for “distorting” Sino-Japanese history by
downplaying Japanese war atrocities against the Chinese, Tokyo adopted new textbook
adoption guidelines to be more sensitive to criticisms raised by its Asian neighbors.*
However, as it turned out, the story that a school textbook had been revised by the
Education Ministry to water down Japan’s military aggression in China had been
falsely reported by leftist mass media, which had been critical of the Japanese
Education Ministry’s textbook screening system.*® Moreover, Prime Minister Nakasone

stopped visiting the Yasukuni shrine when he found out that “his Yasukuni visit eroded

* Mike M. Mochizuki, “Dealing with a Rising China”, pp. 233-234. In discussing the “structuralization of
attitudes” between China and Japan after the 1972 normalization, Ijiri asserts that the inclusion of the “anti-
hegemony” clause in the 1978 Friendship Treaty was an example of Japan’s submissive posture toward
China during the Cold War. Ijiri argues that: “If one looks at the process of negotiation aimed at the
conclusion of the 1978 Sino-Japanese Peace and Friendship Treaty, one could argue that the negotiation
process added further momentum to the ‘structuralization’ of attitudes. That is to sayj, it still seems doubtful
whether the treaty was a necessity for Japan, to be achieved at all costs, since Sino-Japanese relations could
have been maintained well enough without the conclusion of a treaty which included the controversial
‘anti-hegemony’ clause... one could even argue that the Sino-Japanese treaty might be considered the
starting point of new tensions, rather than of peaceful stability in Asia.” Hidenori Ijiri, “Sino-Japanese
Controversy since the 1972 Diplomatic Normalization,” p. 643.

45 Mochizuki, “Japan’s Shifting Strategy toward the Rise of China,” p. 747.
46 Ijiri, “Sino-Japanese Controversy since the 1972 Diplomatic Normalization,” p. 644.
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the position of Hu Yaobang who went along well with Nakasone and his reformist

comrades and thus undermined the Japan-China friendship.”*’

Third, even after the Tiananmen Square massacre in 1989, Japan continued its
accommodationist policy toward China. Japan joined the United States and other
Western countries in imposing sanctions against China right after the incident, but its
response was belated and the Japanese sanctions were nominal.*® In fact, according to
one of the Foreign Ministry officials responsible for China policy, “Japan had no
intention of imposing sanctions and that, contrary to an impression one may get from
newspaper accounts, the actions the Japanese government took did not really amount to
sanctions.” * Furthermore, Japan not only was reluctant to officially criticize the
massacre, it also made the first move to lift sanctions by restoring the provision of
ODA loans to China in 1990.%° Also, despite its concern that “an imperial visit to China
would be criticized as betraying Japan’s insensitivity to human rights,” the Japanese
government proceeded with the plan for such a visit, the decision having already been

made by Foreign Minister Watanabe with the concurrence of Prime Minister Miyazawa

' Takashi Inoguchi, “Japanese Strategic Thought toward Asia in the 1980s,” Japanese Strategic Thought
toward Asia, p. 46.

48 Young C. Kim, “Japanese Policy towards China: Politics of the Imperial Visits to China in 1992,”
Pacific Affairs, Vol. 74, No. 2 (Summer 2001), p. 227.

9 Ibid., p. 229.

%0 Allen . Whiting, “China and Japan: Politics versus Economics,” The Annals of the American Academy
of Political and Social Science, Vol. 519, No.1 (January 1992), p. 46.
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in October 1991.%* Japan’s accommodationist posture toward China following the 1972
normalization continued until 1992 and was all-encompassing, so much so that some
Japanese analysts argued the 1972 system “victimized” Japan and called for its
replacement with a “more normal and pragmatic approach” toward China, which we

have seen in Japan’s China policy since the end of the Cold War.*
The Broad Scope of Japan’s Strategic Shifts toward China, 1993-2010:
From Accommodation to Balancing

As we have seen in the previous chapters, the rise of China is one of the defining
features of the post-Cold War world, an ascent that has frequently been contrasted with
Japan’s “Lost Decade” in the 1990s.%® In fact, the Japanese asset price bubble from
1986 to 1991 followed by Japan’s market crash and the resulting stagnation of the
Japanese economy in the 1990s have often been cited to explain Japan’s declining
power vis-a-vis China, whose rate of economic growth has appeared to be matchless. In
dealing with a China that is becoming more powerful and assertive, Japan has shown a
wider range of strategic shifts compared to other regional countries, including South

Korea. Even in the economic arena, where Japan has expanded bilateral ties with China

5 Young C. Kim, “Japanese Policy towards China: Politics of the Imperial Visits to China in 1992,” p.
227. Kim nicely lays out the process of the political decision to proceed with the imperial visit to China.

52 Ming Wan, Sino-Japanese Relations, pp. 84-5.

53 Contrary to those studies, some have predicted Japan’s reemergence after recovering from a period of
stagnation that it is thought will be short, alongside the disappearance of the U.S. “unipolar moment.” C.
Fred Bergsten, “Primacy of Economics,” Foreign Policy, No. 87 (Summer 1992), p. 6; and Christopher
Layne, “The Unipolar Illusion: Why New Great Powers Will Rise,” International Security, Vol. 17, No. 3
(Spring 1993), p. 42.
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most rapidly and intensively, the country’s moves appear more cautious and prudent

than, for instance, South Korea’s—which I will discuss later in this section.

In responding to China’s rise, Japan’s move away from accommodation and toward
balancing has been studied by many scholars, and various factors have been brought up
to explain it, such as a power shift in East Asia triggered by China’s rise and Japan’s
relative decline, power rivalry between Japan and China, Japan’s domestic politics
following its outgrowing of the 1955 system®*, a rising Chinese threat, pressure from
the United States, and so on. In contrast to the cases of other East Asian countries,
where realist variables are often regarded as inappropriate and insufficient to explain
developments, realist determinants tend to take pride of place in explaining the shifts in
Japan’s modes of response toward an ascending China. In fact, Japan’s reactions to
China in the post-Cold War era appear to be strictly following the predictions of
theories based on structural realism. In this section, instead of going through these
variables one by one, | aim to explain why Japan has been able to make bold moves
regarding China when others can’t. I intend to do this while focusing on the nature of
the economic interdependence between China and Japan. More specifically, | examine
the broad scope of Japan’s strategic shift on China (compared to South Korea’s limited
scope of change) in the post-Cold War world, focusing on Japan’s balanced economic

interdependence with China.

** For a detailed description of the “1955 system,” see Junnosuke Masumi, “The 1955 System in Japan and
Its Subsequent Development,” Asian Survey, Vol. 28, No. 3 (March 1988), pp. 286-306. And for a detailed
account of the dissolution of the 1955 system, see Momo Lida, “The Fall of the 1955 System in Japanese
Politics and the Current Crisis of Hegemony,” Social Justice, VVol. 21, No. 2 (Summer 1994), pp. 50-61.
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Japan shifting from accommodation to hedging, 1993-2003

The period from 1993 to 2003 has often been described as a “honeymoon” period
between China and most East Asian countries, including South Korea. Although
China’s occasional assertive behaviors in the South China Sea and the Taiwan Strait
pushed some countries in the region to strengthen military ties with each other as well
as with external powers (mainly the United States),> tensions soon dissipated once
China emerged as a “responsible” power and even as a savior that shied away from
devaluing the yuan for the sake of the region’s economic stability after the 1997-98
Asian financial crisis. Also, South Korea was eager to expand ties with China,
especially in the economic arena, so it took conciliatory positions toward China,
avoiding making any statements or movements that might be regarded as provocative
by China. However, starting as early as 1993, Japan moved from its long-held
accommodation policy toward China and shifted toward hedging, mainly by
strengthening its security ties with the United States in the mid-1990s. Before looking
into Japan’s responses toward China’s provocations in the 1990s, let us look at changes
in Japan’s overall security policy in order to gauge Japan’s changing China policy in

the broad context of its security policy.

*° The ASEAN countries’ balancing behavior in the mid-1990s is often described as “institutional
balancing.” For detailed accounts of East Asia’s institutional balancing against China’s rise, see Kai He,
Institutional Balancing in the Asia Pacific: Economic Interdependence and China’s Rise (New York:
Routledge, 2009), and Seungjoo Lee, “The Evolutionary Dynamics of Institutional Balancing in East Asia,”
EAI Asia Security Initiative Working Paper, February 2012. For a discussion of ASEAN countries’ coping
mechanisms against a rising China, see Denny Roy, “Southeast Asia and China: Balancing or
Bandwagoning?”” Contemporary Southeast Asia, Vol. 27, No. 2 (August 2005), pp. 305-22.
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Japan’s security policy in the 1990s

Probably the most frequently used tools in examining overall changes in a country’s
security policy are the country’s military expenditures (or military spending as a
percentage of GDP) and military doctrines (e.g. Defense White Papers). However,
when it comes to Japan, annual changes in defense budgets seem to provide a more
accurate measure than military expenditure as a percentage of GDP does, given the
country’s anti-militaristic norms and the institutional prohibitions limiting the country’s

defense budget.*®

% For instance, Katzenstein and Okawara have traced changes in Japan’s social and legal norms. They
argue that “Japan’s social and legal norms account for the flexibility and rigidity with which its security
policy adapts to a changing world.” Peter J. Katzenstein and Nobuo Okawara, “Japan’s National Security:
Structures, Norms, and Policies,” International Security, VVol. 17, No. 4 (Spring 1993), pp. 84-118, at p.
117. Berger presents a similar account of Japan’s anti-militarism. Thomas U. Berger, “From Sword to
Chrysanthemum: Japan’s Culture of Anti-militarism,” International Security, Vol. 17, No. 4 (Spring 1993),
pp. 119-150. Given the normative and institutional constraints placed on Japan’s defense budget as a
percentage of GDP, many have instead used the country’s military expenditures. For instance, one analyst
who has examined Japan’s growing defense expenditures since 1967, when the country imposed a rule on
itself not to spend more than one percent of its GDP on defense, has ended up questioning whether the
country can really refer to itself as “pacifist.” He notes that: “Only the U.S., China and Russia spend more
on its armed forces and it has long been argued that the country with the world’s fourth largest defense
budget can arguably not refer to itself as ‘pacifist’....it was very difficult to plausibly explain that there is
no contradiction between being an officially pacifist country while spending $47 billion on its armed forces
per year.” Axel Berkofsky, “Japan’s Defense and Security Policies: What’s Old, What’s New, What’s
Ahead,” Country Report, Konrad Adenauer Stiftung, February 2012, accessible at
http://www.kas.de/wf/doc/kas_30199-1522-1-30.pdf?120224044555.
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Figure 26
Military Expenditures of Japan and China, 1990-2003 (Constant USD, 2008)
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As the above figures show, despite the steep growth rates of the Chinese defense
budget that reflected the country’s rapid economic growth, Japan’s annual military

spending exceeded China’s until the early 2000s. If we take into account China’s
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hidden budgets allocated to augment the PLA’s capability, the picture may be a little
different; however, we must also consider not only that “(China’s) military spending
had been severely depressed until the mid-1990s” but also that “as a percentage of GDP
and total government expenditure—what economists describe as the ‘defense
burden’—military spending remains modest (approximately 1.6% and 8.5%
respectively over the same period).””’

While Japan’s defense spending remained relatively stable in this period, the
country’s military doctrine went through major changes in the mid-1990s, starting with
the revision of the 1976 National Defense Program Outline (NDPO). Indeed, Japan’s
military modernization program adopted in the mid-1990s not only resulted in an
upgrade to the country’s military capabilities; it also led to improvement in the military
operability of the alliance with the United States so that it would be able to “respond
more effectively to regional security contingencies.”*® The reaffirmation of the security
ties between Japan and the United States has been viewed as the main component of
Japan’s hedging strategy toward a China that was becoming more powerful and

assertive; therefore, China’s apprehension regarding the revitalization of the U.S.-Japan

alliance and Japan’s possible remilitarization grew accordingly.® Japan’s growing

S David Shambaugh, “China’s Military Modernization: Making Steady and Surprising Progress.” In
Strategic Asia 2005-06: Military Modernization in an Era of Uncertainty, Ashley J. Tellis and Michael
Wills, eds. Seattle and Washington D.C.: The National Bureau of Asian Research, 2005, p. 80.

%8 Christopher W. Hughes, “Japanese Military Modernization: In Search of a ‘Normal® Security Role.” In
Strategic Asia 2005-06: Military Modernization in an Era of Uncertainty, Ashley J. Tellis and Michael
Wills, eds. Seattle and Washington D.C.: The National Bureau of Asian Research, 2005, p. 105.

59Barming Garrett and Bonnie Glaser, “Chinese Apprehensions about Revitalization of the U.S.-Japan
Alliance,” Asian Survey, Vol. 37, No. 4 (April 1997), pp. 383-402.
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concern with regard to China’s military modernization was already noted in the 1993
Japan Defense Agency White Paper®, and this concern was one of the factors that
prompted the revision of the NDPO.?* In contrast to the uninformative picture that
emerges from an examination of the country’s military spending in the 1990s, the new
NDPO and the new Defense Guidelines seem to present a clearer picture of where
Japan was heading, especially in relation to China.

The 1995 NDPO paid special attention to three things: (1) the implementation of a
modernization program to make the JSDF more compact and mobile so it could
respond swiftly to international missions such as international peacekeeping operations;
(2) the reaffirmation of the security alliance with the United States to maintain Japan’s

national security and regional stability®”; and (3) the broadening of the geographic

% Green and Samuels note, “The 1993 Japan Defense Agency White Paper, for example, highlighted the
Chinese military’s recent efforts to improve air and naval power projection capabilities, and the Ministry of
Foreign Affairs has on numerous occasions suggested that China’s 1993 renewal of nuclear weapons
testing and growing production and export of arms could lead to a reconsideration of development aid.”
Japan Defense Agency, Defense of Japan, p. 54. Cited in Michael J. Green and Richard J. Samuels,
“Recalculating Autonomy: Japan’s Choices in the New World Order,” NBR Analysis, Vol. 5, No. 4 (1994),
p. 13.

o1 Although not necessarily citing perceived dangers in Beijing’s move to modernize the PLA, the 1995
NDPO states, “In the surroundings of Japan, the end of the Cold War and the collapse of the Soviet Union
have brought about a reduction of the military force level and changes in the military posture in Far East
Russia. At the same time, there still remain large-scale military capabilities including nuclear arsenals and
many countries in the region are expanding or modernizing their military capabilities mainly against the
background of their economic development. There remain uncertainty and unpredictability, such as
continued tensions on the Korean peninsula, and a stable security environment has not been fully
established. Under these circumstances, the possibility of a situation in this region, which could seriously
affect the security of Japan, cannot be excluded.” The Ministry of Foreign Affairs of Japan, National
Defense Program Outline in and after FY 1996. Available at http://www.fas.org/news/japan/ndpo.htm.

%2The 1995 Higuchi report also recommended that Japan reaffirm the alliance with the United States to
conform more closely to post-Cold War realities. In addition, the report made two additional
recommendations—strengthening multilateralism and building up autonomous capabilities. Advisory
Group on Defense Issues, “The Modality of the Security and Defense Capability of Japan: The Outlook for
the 21% Century,” August 12, 1994. Cited in Michael J. Green and Richard J. Samuels, “Recalculating
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scope of Japan’s national defense.®® In the sub-section dealing with “Response to large-

scale disasters and various other situations,” the NDPO states as follows:

Should a situation arise in the areas surrounding Japan, which will have an important influence
on national peace and security, take appropriate response in accordance with the Constitution
and relevant laws and regulation, for example, by properly supporting the United Nations
activities when needed, and by ensuring the smooth and effective implementation of the Japan-

U.S. security arrangements [emphasis added].64

Moreover, in response to recent developments in Northeast Asia, including the
Taiwan Strait incident in 1995-96, the new Defense Guidelines were developed
between Japan and the U.S. That is, there was a decision to insert into the 1997 U.S.-
Japan Joint Declaration on Security an agreement to review the 1978 Guidelines for
Japan-U.S. Defense Cooperation, with the goal of “improving bilateral coordination
and cooperation to handle ‘situations that may emerge in the areas surrounding Japan
and which will have an important influence on the peace and security of Japan.””® The
1997 Guidelines presented the intention to “help stabilize the political tension in the

Taiwan Straits and the Korean Peninsula.”®® The new Guidelines hinted that more

Autonomy: Japan’s Choices in the New World Order,” p. 15. In fact, the military alliance with the United
States means more than protection from dangers from outside. According to Garrett and Glaser, “For the
Japanese, the alliance (with the United States) is viewed as necessary to provide military protection; hedge
against uncertainty about the future of China, Korea, and Russia; and provide legitimacy for Japan to play a
bigger political and security role regionally and globally.” Banning Garrett and Bonnie Glaser, “Chinese
Apprehensions about Revitalization of the U.S.-Japan Alliance,” p. 386.

S3Mike M. Mochizuki, “A New Bargain for a Stronger Alliance.” In Toward a True Alliance:
Restructuring U.S.-Japan Security Relations, Mike M. Mochizuki, ed. Washington, D.C.: Brookings
Institution Press, 1997, p. 13.

% The Ministry of Foreign Affairs of Japan, National Defense Program Outline in and after FY 1996.
% Mike M. Mochizuki, “A New Bargain for a Stronger Alliance,” pp. 15-16.

%6 Robert Manning, “U.S., Japan Deepen Defense Ties—and China Gets Nervous,” Los Angeles Times,
September 28, 1997.
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security responsibilities were shifting from the United States to Japan. Moreover,
Section V of the 1997 Guidelines, dealing with Japan’s “rear area support,” signaled
“the (rising) possibility of the SDF encountering North Korean or Chinese forces

engaged in acts of war.”®’

The Guidelines state, “By its very nature, Japan’s rear area
support will be provided primarily in Japanese territory. It may also be provided on the
high seas and international airspace around Japan which are distinguished from areas
where combat operations are being conducted [emphasis added].”®® However, despite
the heavy emphasis on improving interoperability between the United States and Japan,

it remained unclear what role Japan would assume in certain contingencies in the

“areas surrounding Japan”.

Likewise, despite the fact that Japan was slipping into a long economic recession as
early as the late 1980s, it appears that the country’s defense spending was not affected
by its economic misfortunes as much as one might expect; in fact, the level of the
country’s military expenditures remained stable in spite of the falling rate of economic
growth. Moreover, the new NDPO and the 1997 U.S.-Japan Defense Guidelines not
only explicitly showed Tokyo’s growing apprehensions with regard to efforts by other
countries in the region to modernize their militaries; these documents also insinuated

the rising possibility of Japan’s involvement in future regional contingencies, although

%7 Chris Ajemian, “The 1997 U.S.-Japan Defense Guidelines under the Japanese Constitution and Their
Implications for U.S. Foreign Policy,” Pacific Rim Law and Policy Journal, Vol. 7, No. 2 (March 1998), p.
340.

68 The 1997 Guidelines. Idem.
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cooperation between the U.S. and Japan in the “areas surrounding Japan” is carefully
defined as “not geographical” but “situational.”®®

Japan’s changing mode of response

toward China’s assertive behaviors

As | briefly mentioned earlier, unlike other regional countries that tended to shy away
from making any official statements to criticize China’s growing assertiveness, Japan
protested Chinese provocations that it thought could endanger the region as a whole, in
apparent contrast with the country’s conciliatory gestures toward China’s high-handed
posture during the Cold War. Following are a few cases that may help us fathom
Japan’s growing concerns and changing attitudes toward China’s assertive actions.

The first signal that Japan was becoming more active in presenting its uneasiness
about Beijing’s recent moves was its reaction to China’s promulgation of the “Law on
the Territorial Sea and Contiguous Zone” (Territorial Waters Law) in 1992. Since
Japan at that time was not prepared for Beijing’s departure from its earlier position that
the territorial issue should be shelved, the law indeed took Japan by surprise. In fact,
“There was so little preparedness that the government failed to react until reports in
Taiwanese media caught the eye of a Japanese diplomat stationed in Taipei.” 7
Nonetheless, Japan’s protests were so strong that top PRC foreign policymakers later
restated the original position formulated by Deng Xiaoping that the (Senkaku/Diaoyou

Islands) issue should be put aside for the time being for the sake of keeping alive the

%|bid., p. 339.

) inus Hagstrom, Japan’s China Policy: A Rational Power Analysis (London and New York: Routledge,
2005), p. 124.
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“friendly” bilateral relationship between the two countries. Japan began with a verbal
protest from the China Division in the Ministry of Foreign Affairs that the new Chinese
law was tantamount to “clear infringement of Japan’s sovereignty.”’* On February 26,
1992, Saito Masaki, Minister in Charge of Political Affairs, protested to the Director
General of the Treaties and Legal Bureau at the Chinese Ministry of Foreign Affairs as

follows:

There is no doubt that Senkaku Shoto are uniquely Japanese territory, both historically and from
the point of view of international law, and our country actually controls these islands
effectively. The present Chinese act is very regrettable and we demand correction.

The Japanese protests continued until April. During the Japan-China Joint Committee
for Fisheries meeting in Beijing on March 10, another strong complaint came from
Matsumoto Koichi, another minister and Deputy Head of the Japanese Embassy in
Beijing.

This time, a law for territorial waters and contiguous zones has been adopted and promulgated

in China, and Senkaku Shoto, which is the unique territory of our country, has been regulated as

if being Chinese territory, and uneasiness among our country’s fishermen that such a step is

connected with infringements into the safety of their operations has increased, and this is

regrettable. Hereafter, we would strongly like to demand that friendly and cooperative relations
. C . 73

between Japanese and Chinese fishing industries are not harmed.

Another incident arose over the Chinese underground nuclear test in 1995. The
interesting thing about Tokyo’s reaction in this case is that until 1995 Japan made no
real protest over such tests. In fact, the Chinese underground nuclear test on May 15,
1995 was not as large as the one on May 21, 1992. However, the fact that China staged

a series of nuclear tests despite growing protests on the part of Japan led Tokyo to

& ldem.
"2 Cited in ibid.
73 Cited in ibid., p. 125.
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suspend a modest amount of grant assistance to China until the latter declared its
willingness to join the Comprehensive Test Ban Treaty. Although the aid suspension

" this episode

was a relatively “mild” measure considering Japan’s “nuclear allergy,
disillusioned many Japanese about the efficacy of economic engagement in “taming”
China and making it into a benign power.”

Above all, Japan’s move toward hedging against China’s rise was most notable in
its reaction to China’s missile tests and naval and air exercises in the waterS near
Taiwan from July 21, 1995 to March 26, 1996. After Washington decided to grant a
visa to Lee Teng-hui, the Chinese leadership decided to use a show of force to “signal
their position that the Taiwan issue was a ‘question of war and peace’ and that the
United States ‘could be dragged into military conflict’ over precisely this issue (the

Taiwan independence issue).”76 Despite the fact that the incident was “the closest the

United States and China had come to a crisis since the early 1960s,”"" Japan was the

™ For a nice summary of Japan’s policy with regard to a nuclear weapons program, see Matake Kamiya,
“Nuclear Japan: Oxymoron or Coming Soon?”” The Washington Quarterly, Vol. 26, No. 1 (Winter 2002-
03), pp. 63-75.

" Mike M. Mochizuki, “Japan’s Shifting Strategy toward the Rise of China,” p. 750. With regard to
Japan’s changing ODA policy, Deng writes, “Within Japanese society, there have been growing calls to
bring Japan’s governmental loan programs for China in line with the four principles of Japan’s ODA policy
promulgated in 1990, which stipulate that Japan’s ODA policy would be made based on the consideration
of recipient countries’ behavior in human rights, military spending, arms trade, and development of nuclear
weapons or other weapons of mass destruction... But generally speaking, Tokyo has refrained from getting
tough on China. It has often found itself with very limited room for maneuver in dealing with China.” Yong
Deng, “Chinese Relations with Japan: Implications for Asia-Pacific Regionalism,” Pacific Affairs, Vol. 70,
No. 3 (Autumn 1997), pp. 373-391, at p. 388.

7 Robert S. Ross, “The 1995-96 Taiwan Strait Confrontation: Coercion, Credibility, and the Use of Force,”
International Security, VVol. 25, No. 2 (Fall 2000), pp. 87-123, at p. 94.

" Ibid., p. 87.
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only country that did not shy away from making an official statement that showed its
support for U.S. “carrier diplomacy” in the Taiwan Strait. While avoiding making any
statements in support of the U.S. reaction to the crisis, other countries in the region
(including South Korea) that had an alliance or quasi-alliance relationship with the U.S.
also refrained from openly criticizing the Chinese provocation and from developing
any form of official relations with Taiwan out of fear of incurring Beijing’s wrath.

In contrast to this regional passivity, on April 17, 1996, “one month after the most
intense phase of the 1995-96 Taiwan Strait crisis, during which the United States
deployed two aircraft carrier battle groups, including one based in Japan, off of
Taiwan,” Prime Minister Hashimoto and President Clinton issued a joint communiqué
that reaffirmed their will to revitalize their alliance for the sake of the maintenance of
the region’s stability.78 This elevated China’s fear that the revitalization of the U.S.-
Japan alliance was aimed at containing China’s rise. Indeed, among Chinese observers,
there was a widespread view that the Declaration “has laid the foundation for U.S.-
Japan common containment of China” and that “the reassertion of U.S.-Japan alliance
is explicitly directed against China.”’® Moreover, after the issuance of the Defense
Guidelines in 1997, “Jiang Zemin announced that China is on ‘high alert’ about
changes in the alliance [between the U.S. and Japan.]”®® From the perspective of

observers outside Japan and China, the Chinese reactions did not appear totally

8 Thomas J. Christensen, “China, the U.S.-Japan Alliance, and the Security Dilemma in East Asia,”
International Security, VVol. 23, No. 4 (Spring 1999), pp. 49-80, at p. 62.

7 Yang Bojiang, “Why U.S.-Japan Joint Declaration on Security Alliance?”” Contemporary International
Relations, Vol. 6, No. 5 (May 1996), p. 2.

8 Thomas J. Christensen, “China, the U.S.-Japan Alliance, and the Security Dilemma in East Asia,” p. 63.
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groundless given the content of the Guidelines. One analyst puts his judgment of

Japan’s changed strategic alignment with regard to Taiwan contingencies as follows:

These conditions (Tokyo’s logistical support to U.S. forces operating in “areas surrounding
Japan”) mean that Japan will be involved in any Taiwan Strait conflict should the United States
choose to intervene, regardless of whether Japan wishes to be a party to cross-Strait hostilities.
Thus, the defense guidelines reinforce the link between Japanese security and Taiwan via the
U.S.-Japanese alliance to ensure a Japanese response to instability caused by conflict or refugee
flows. When Kajiyama Seiroku was chief cabinet secretary (the top Japanese government
spokesperson), he claimed that the geographical scogle of the new U.S.-Japan defense guidelines

would cover a military conflict in the Taiwan Strait.

In addition, Japan’s decision to join the U.S. TMD development plan in October
1998, a month before Jiang’s visit, and the Japanese government’s announcement of its
decision to “develop a network of domestically produced and deployed ‘information-
gathering’ satellites to be utilized by the Japan Defense Agency and other national
security institutions,” which indicated that Tokyo was moving to reinterpret its long-
held policy prohibiting the use of outer space for military purposes to make possible the
joint development of TMD with the United States,®” had the effect of “encouraging

» 8 Therefore, “many

eventual Japanese naval involvement in a Taiwan conflict.
Chinese observers charged that the Japanese intend to monitor ‘neighboring countries,’

including China” after Japan launched its first dual-use surveillance satellites in March

2003.% Japan’s affirmative stance on strengthening cooperation with the U.S. in the

8 am Peng-Er, “Japan-Taiwan Relations: Between Affinity and Reality,” p. 259.

82 Eor a detailed discussion of Japan’s decision-making process regarding surveillance satellites, see
Andrew L. Oros, “Explaining Japan’s Tortured Course to Surveillance Satellites,” Review of Policy
Research, Vol. 24, No. 1 (2007), pp. 29-47, at p. 29.

8 Thomas J. Christensen, “The Contemporary Security Dilemma: Deterring a Taiwan Conflict,” The
Washington Quarterly, VVol. 25, No. 4 (Autumn 2002), p. 13.

84 Denny Roy, “Stirring Samurai, Disapproving Dragon: Japan’s Growing Security Activity and Sino-
Japan Relations,” Asian Affairs, Vol. 31, No. 2 (Summer 2004), p. 88.
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area of TMD was reaffirmed in a meeting of the Security Consultative Committee
(SCC) in Washington, D.C., on December 16, 2002. In the Joint Statement that
addressed “security and alliance issues facing the U.S. and Japan in the new security

environment after the terrorist attacks (9/11),” the Ministers agreed as follows:

Based on the shared recognition of the growing threat posed by the proliferation of ballistic
missiles, the two sides emphasized the need for a comprehensive strategy to address such
proliferation, including both defense systems and diplomatic initiatives. The Japanese side
reaffirmed that a ballistic missile defense system is an important consideration in Japan’s
defense policy, which is exclusively defense-oriented. The Japanese side noted that a ballistic
missile defense system would be an inherently defensive capability to which there would be no
alternative, with the purpose of protecting lives and property in Japan... The Ministers
acknowledged the need to continue current U.S.-Japan cooperative research on ballistic missile
defense technologies and to intensify consultation and cooperation on missile defense. The
Ministers welcomed continuing progress on bilateral defense planning in case of an armed
attack against Japan, and mutual cooperation planning for situations in areas surrounding

Japan under the Guidelines for U.S.-Japan Defense Cooperation [emphasis added].85

Furthermore, on the diplomatic front, Japan not only refused to accept the “Three
Noes” policy in its ties with Taiwan®*—which was advanced by President Clinton in
1995—during Jiang Zemin’s troubled visit to Japan in 1998; it also issued a visa to Lee
Teng-hui in April 2001 despite China’s warnings that “such an act would
fundamentally harm Sino-Japanese relations.”®’ Also, Tokyo’s increasing support for
Taiwan continued during the Bush administration, as Japanese officials held an active

dialogue with their U.S. counterparts on strengthening U.S. backing of Taiwan.®

8 Joint Statement of the U.S.-Japan Security Consultative Committee, Washington, D.C., December 16,
2002. Available at http://www.mofa.go.jp/region/n-america/us/security/scc/.

8 The Three Noes policy refers to: (1) no to Taiwan independence; no to one China, one Taiwan; and no to
Taiwan’s participation in international organizations whose members are states.

8 Lam Peng-Er, “Japan-Taiwan Relations: Between Affinity and Reality,” p. 250.

8 Robert Sutter, “China and Japan: Trouble Ahead?” The Washington Quarterly, Vol. 25, No. 4 (Autumn
2002), p. 38.
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Likewise, in terms of showing continued affinity for Taiwan, Japan was the only
regional country that distanced itself from accommodating Beijing’s rising demands.
Japan moving farther away from hedging

and coming closer toward balancing, 2004-present

In examining a country’s strategy toward a rising great power, many observers
encounter a dilemma that is created by the analytical necessity of singling out a specific
time when the country is believed to have shifted its strategy. In the case of Japan,
pinpointing the moment that the country moved away from a strategically ambiguous
stance and closer to outright balancing in dealing with an ascending China is not easy,
and may appear to be far from sensible, given the many arguments against it. And yet,
for the sake of analytical convenience, as | have done in the case of South Korea, here |
identify the year 2004 as the moment Japan showed its inclination to move one step
further away from its hedging strategy and toward balancing. Japan chose that year to
clarify its position by pointing to China as a threat in an official document—the newly
revised 2004 NDPG. From then on, there have been more and more clear changes in
the country’s overall security policy and strategic posture in relation to China—viz., the
inclusion of the principle of developing a “Dynamic Defense Force” instead of the
concept of a “Basic Defense Force” in the 2010 NDPG;® priority placed on the defense

of off-shore islands in the Mid-Term Defense Program FY 2011-FY 2015; and the shift

8 The 2013 Defense White Paper (Section 1, Chapter 2) nicely presents the incremental changes brought
about by the revision of the NDPGs since 1976. As regards changes in the concept of Japan’s defensive
capability, it says that while the 2004 NDPG adhered to the concept of “Basic Defense Capability” with a
focus on “multifunctional, flexible, effective defense capability,” the 2010 NDPG adopted the concept of a
“Dynamic Defense Force” to cope with the security environment surrounding Japan, which “has become
increasingly severe in recent years.” Defense of Japan 2013, pp. 107-109. Accessible at
http://www.mod.go.jp/e/publ/w_paper/pdf/2013/25_Part2_Chapter2_Secl.pdf.
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from “one-country pacifism” to “proactive pacifism” in the National Security Strategy
prepared by the Abe administration. | next turn to the strategic changes Japan has been
undergoing since 2004.

Japan’s overall security policy

As mentioned above, China’s defense spending began to exceed Japan’s in the early
2000s. and the gap between them has become wider over the past decade. If the size of
the annual defense budget is the only yardstick used to measure Japan’s strategic stance
toward a China that is transforming itself into a military giant, one could come to the
conclusion that Japan made few changes in its defense policy vis-a-vis China until Abe,
who is currently serving as prime minister for a second time, decided to increase
Japan’s defense-related expenditures for the first time in 11 years. The country’s 2013
Defense White Paper notes “the recent escalation of activities by China in the waters
and air around Japan, including incursions into Japanese territorial waters and airspace”
as one of the developments that contributed to the country’s decision to increase

defense-related expenditures.*

% Defense of Japan 2013, pp. 118-19, accessible at
http://www.mod.go.jp/e/publ/w_paper/pdf/2013/28 Part2_Chapter2_Sec4.pdf.
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Figure 27

Military Expenditure, 2003-2009
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Budgets allocated to defense spending in Japan have not shown any signs of growth,
partly due to financial constraints; however, if we take into account spending allocated
to the enlargement of Japan’s Coast Guard (JCG), which is regarded as a paramilitary

force that has been assuming a larger role in guarding the country’s maritime
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sovereignty (particularly vis-a-vis China), Japan’s defense budget turns out to be higher
than the official data would indicate. For instance, in 2005, “when JDA budgets were
cut, the JCG’s equipment budget was increased, with funds earmarked for
modernization—including twenty-one new boats and seven new jets, as well as
replacement of older boats and planes.” And in 2006, when the JDA budget was again
cut, JCG budgets again increased. Given the fact that the JCG budget expansion was
mainly due to mounting concerns “in the East China Sea area, especially near the
disputed gas field,”®! the JCG budget increase points to the evolving role of the JCG in
regional contingencies. In addition, Prime Minister Noda, who was elected after a
Chinese fishing boat collided with two JCG vessels near the disputed Senkaku/Diaoyu
islands in September 2010, strengthened the JCG’s enforcement powers “by providing
it with the authority to arrest ‘illegal intruders’ on remote uninhabited islands.”%
Samuels has provided a detailed account of the increasing contribution of the JCG to
Japan’s force transformation:

Tokyo’s leaders have used the JCG budget to surpass the self-imposed 1 percent of gross
domestic product (GDP) limit on defense spending and have strengthened overall Japanese
maritime capabilities. In the process, Japanese strategists have changed the rules of naval
engagement, vigorously asserted new maritime rights, circumvented the ban on the export of
arms, reframed the discourse on national security, and taken a giant step toward exercising the
rights of collective self-defense, a capability Japan has long denied itself... The newly
empowered JCG has both a law enforcement (e.g., stopping illegal crossings) and a security
mission (e.g., asserting sovereignty claims and preventing other states from asserting theirs).

o Richard J. Samuels, “New Fighting Power!”: Japan’s Growing Maritime Capabilities and East Asian
Security,” International Security, Vol. 32, No. 3 (Winter 2007/08), pp. 84-112, at p. 99 and p. 101.

%2 Elena Atanassova-Cornelis, “Shifting Domestic Politics and Security Policy in Japan and Taiwan: The
Search for a Balancing Strategy between China and the US,” Asia-Pacific Review, Vol. 20, No. 1 (October
2013), p. 61. In fact, even before PM Noda came into office, the 2010 NDPG adopted by Noda’s immediate
predecessor, PM Kan, already noted the growing importance of the JCG in “preventing an attack on an
offshore island or other territory, or responding swiftly when a contingency occurs,” along with the SDF.
East Asian Strategic Review, p. 106.
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The JCG has emerged as the first responder on both of these front lines... The modernization
and expansion of the JCG enhance not only Japan’s power projection capabilities but also
Japan’s ability to project influence—and it does so without the destabilizing consequences that
a shift in the formal defense budget might entail. Remarkably, confidence building is being
achieved with Japan’s ever vigilant neighbors at the same time that Japan’s long skeptical
domestic public is being reassured, though not without some misgivings in each case. Japan’s
neighbors—including China and Korea—have not objected to the bulking up of Japan’s Coast
Guard. Although the JCG will not become a “second navy,” it is already a fourth branch of the
Japanese military, one laden with more positive than negative political significance for both
. . . . . 93
Japanese diplomacy and national identity [emphasis added].

In a similar vein, Hughes has argued that, “While it is clear that the size of the defense
budget is an important constraint on Japan’s remilitarization, it also should be noted
that Japan has used sleight of hand to maintain the 1% limit, that defense expenditure is
thus growing in certain ways and that, in consequence, apparent quantitative
restrictions have not been an absolute bar on the qualitative expansion of Japan’s
military power.”%

In accordance with Japan’s force transformation, several important changes have
been made to the country’s military doctrine. First, in December 2004, Japan released a
revised National Defense Program Guideline (NDPG), together with a new Mid-Term
Defense Program (MTDP) for 2005-2009. The latter laid out the country’s long-term
military procurement plans. As mentioned above, the 2005 NDPG moved beyond the

1995 NDPO by outlining “urgent new threats” and “diverse situations [regarding]

peace and security,” including “the proliferation of weapons of mass destruction and

% |bid., pp. 84-5.

o Christopher W. Hughes, Japan’s Remilitarisation (New York and London: Routledge, 2009), pp. 38-39.
In discussing the qualitative expansion, he notes the recent expansion of the JCG. “The JCG possesses
increasing lethal force for meeting the external maritime threat from North Korea and China, and its budget
has expanded during the current decade even as the rest of the defense budget has stagnated. If Japan’s
defense budget is thus recalculated on a NATO basis, including pensions and the JCG, or so-called kakushi
yosan (hidden budgets), defense expenditure has actually consistently exceeded the 1% of GNP limit since
the 1980s, oscillating between 1.1% and 1.5%.” Ibid., p. 39.
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ballistic missiles, as well as international terrorist attacks”” —which are “a clear

reflection of North Korean and Chinese activities.””® Section Il of the 2005 NDPG

deals with the “Security Environment Surrounding Japan:”

...a number of countries are pouring in efforts to modernize their military forces. The situation
on the Korean Peninsula is unpredictable and cross-Taiwan Strait relations remain uncertain.
North Korea is engaged in the development, deployment and proliferation of weapons
of mass destruction and ballistic missiles, and it maintains a large number of special
operations forces. Such military activities by North Korea constitute a major
destabilizing factor to regional and international security, and are a serious challenge to
international non-proliferation efforts. China, which has a major impact on regional
security, continues to modernize its nuclear forces and missile capabilities as well as its naval
and air forces. China is also expanding its area of operation at sea. We will have to remain

attentive to its future actions [emphasis added].97

Likewise, the FY 2005 NDPG broke precedent by highlighting growing concerns
about China’s impact on regional security, “albeit in oblique terms.”*® Overall, many

Japan experts have agreed with the view that the FY 2005 NDPG should be seen as

5999

although

“another transitional phase in the normalization of Japan’s defense policy,

% Ey 2005 National Defense Program Guideline. Available at
http://www.mod.go.jp/e/d_act/d_policy/pdf/national_guidelines.pdf.

% Christopher W. Hughes, Japan’s Remilitarisation (New York and London: Routledge, 2009), p. 35.
Chapter 2 of this book (p. 35- p. 52) nicely lays out the development of Japan’s military doctrine and the
transformation of the country’s power projection capabilities, with a focus on the 2005 NDPG and MTDP.

" The 2005 NDPG.

% Christopher W. Hughes, Japan'’s Remilitarisation, p. 35. However, Tatsumi presents a rather different
view on the 2005 NDPG. “Alarmist reporting, mainly in the English-language media, of how the NDPO
focuses on ‘threats’ from China and North Korea is exaggerated. Although there is no doubt that China and
North Korea represent growing concerns for the security of Japan, references to these countries in the
NDPO report are carefully worded and are in no way provocative. Moreover, the NDPO articulates that
Japan will continue to uphold the basic principles of Japanese defense policy, including senshu boei
(exclusively defense-oriented posture), the three non-nuclear principles, and maintenance of civilian
control.” Yuki Tatsumi, “National Defense Program Outline: New Security Policy Guidelines or a Mere
Wish List?” Japan Watch, December 20, 2004.

1)

99David Fouse, “Japan’s FY 2005 National Defense Program Outlines: New Concepts, Old Compromises,’
Asia-Pacific Security Studies, Vol. 4, No. 3 (March 2005).
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they maintained a cautious outlook as to whether the defense programs outlined in the
NDPG were realizable in light of Japan’s ongoing fiscal crisis. At the same time,
Japan’s expressions regarding its strategic posture toward regional contingencies have
become more transparent. For instance, in the U.S.-Japan joint statement made public
on February 19, 2005, for the first time, “Japan had specifically declared a security-
related position on the Taiwan question”'® by including “the peaceful resolution of
issues concerning the Taiwan Strait” in a list of “common strategic objectives.”*** This
has made Japan’s Taiwan policy “more explicit: Japan will actively intervene in the
Taiwan issue to contain China.”'% Furthermore, the MTDP of 2005 articulated
Tokyo’s plan to convert the JSDF into “defense forces that are multi-functional,

flexible and effective,” 1%

which indicated “the progressive erosion of Japan’s
opposition to the possession of power-projection capabilities, opening the way for an
expanded external Japanese military role in support of U.S.-led coalitions and

UNPKO.”%4

100 bavid Arase, “Japan, the Active State? Security Policy after 9/11,” Asian Survey, Vol. 47, No. 4
(July/August 2007), p. 580.

101 Statement of the U.S.-Japan Security Consultative Committee, Washington, D.C., February 19, 2005.
Available at http://www.mofa.go.jp/region/n-america/us/security/scc/joint0502.html.

102 Yang Bojiang, “Redefining Sino-Japanese Relations after Koizumi,” The Washington Quarterly, Vol.
29, No. 4, p. 134.

103 Mid-Term Defense Program (FY 2005-2009). Available at
http://www.mod.go.jp/e/d_act/d_policy/pdf/mid-term_defense_program.pdf.

104 Christopher W. Hughes, Japan’s Remilitarisation, p. 40. Before the 2005 NDPG and MTDP, the

Japanese government made an effort to lift the barriers imposed on the JSDF’s evolving role for

international emergencies, leading to the Anti-Terrorism Special Measures Law of 2001 (authorizing the

Indian Ocean dispatch) and the Iraqg Humanitarian Reconstruction Support Special Measures Law of 2003.

For further discussion of the institutional changes aimed at expanding the JSDF’s role in “international
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The third phase of the JSDF’s evolution came on December 17, 2010, when Japan’s
Cabinet, under the leadership of the Democratic Party of Japan (DPJ), published the
new NDPG. Among a number of major changes, Japan’s replacement of its “Basic
Defense Force Concept, which places priority on ensuring deterrence through the
existence of defense forces per se,” with a “Dynamic Defense Force that possesses
readiness, mobility, flexibility, sustainability, and versatility ”*® has caught the eye of
many Japan observers. The new concept of a “Dynamic Defense Force,” in their view,
was “aimed at actively deterring the most probable threats to Japan’s national security
and contributing to regional and global security.”'% Japan’s 2012 Defense White Paper
explicitly states that the main reason for the country to shift its defense strategy from
the long-held “Basic Defense Force Concept” to “Dynamic Defense Force” is “to react

to the changing security environment.” The paper says:

In the regions surrounding Japan, there still exist large-scale military forces including nuclear
forces, and many nations are modernizing their military forces and increasing their military
activities. Under these conditions, not only deterrence through the existence of the defense force
per se, but also “dynamic deterrence,” which focuses on operational use of the defense force
such as demonstrating the nation’s will and its strong defense capabilities through timely and

tailored military operations under normal conditions, is important.107
Adopting this new concept of “dynamic deterrence,” Japan’s stance on maritime

disputes in the East China Sea became bolder and more proactive as the 2010 NDPG

peace operation activities,” see Nicholas Szechenyi, “A Turning Point for Japan’s Self-Defense Forces,”
The Washington Quarterly, Vol. 29, No. 4, pp. 139-150.

105 £y 2011 National Defense Program Guidelines. Available at
http://www.mod.go.jp/e/d_act/d_policy/pdf/guidelinesFY2011.pdf.

106 A dam p. Liff, “Japan’s 2010 National Defense Program Guidelines—Reading the Tea Leaves,” Asia
Pacific Bulletin, East-West Center, No. 89 (December 2010).

197 befense of Japan 2012, p. 115, accessible at
http://www.mod.go.jp/e/publ/w_paper/pdf/2012/21 Part2_Chapter2_Sec2.pdf.
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placed particular emphasis on strengthening Japan’s defense posture in the
Southwestern islands for “the constant surveillance of the movements of foreign ships
and aircraft in the vicinity of islands in Japan’s possession.”*® In addition, the 2010
NDPG went beyond its 2005 predecessor in identifying China as a threat by narrating a

specific list of strategic concerns originating from China:

China, a growing major power, is beginning to play an important role for regional and global
security. On the other hand, China is steadily increasing its defense expenditure. China is
widely and rapidly modernizing its military force, mainly its nuclear and missile force, as well
as [its] navy and air force, and is strengthening its capability for extended-range power
projection. In addition, China has been expanding and intensifying its maritime activities in the
surrounding waters. These trends, together with insufficient transparency over China’s military

forces and its security policy, are of concern for the regional and global community. 109
Japan’s clarion call about a China threat became much louder in the 2013 NDPG.
Stating that “Japan will respond firmly and in a calm manner to the rapid expansion
and intensification of Chinese activities on the sea and in the air,” the NDPG, which
had recently been revised under the Abe administration, pointed to China’s revisionist
behavior as a major threat, alongside those emanating from North Korea and Russia.

China has been rapidly advancing its military capabilities in a wide range of areas without
sufficient transparency through its continually increasing military budget. China is also rapidly
expanding and intensifying its activities in waters and airspace, showing its attempts to change
the status quo by coercion. Japan needs to pay careful attention to these activities with strong

interest. They are also concerns for regional and global security [emphasis added].110

Furthermore, Japan’s first-ever National Security Strategy, approved in December 2013
just weeks after China declared a new air-defense information zone (ADIZ) in the East

China Sea, promoted Abe’s “Proactive Pacifism” in a reference not only to “complex

108 “Japan: Examining the Dynamic Defense Force,” East Asian Strategic Review 2013, p. 106, accessible
at http://www.nids.go.jp/english/publication/east-asian/pdf/2013/east-asian_e2013_03.pdf.

199 £y 2011 National Defense Program Guidelines.
110 National Defense Program Guidelines for FY 2014 and Beyond, pp. 2 and 5.
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and grave national-security challenges” but also to “China’s attempts to change the
status quo by coercion,” and to the need to be able to “recapture and secure without
delay” remote islands that have been invaded.™*

Japan’s adoption of the Dynamic Defense Force concept came after China’s 2008
Defense White Paper, which included a new “defensive” concept: “military strategy of

active defense.”*!?

The Japanese government’s mounting apprehension about China’s
shift toward “active defense” and “blue-water defense” was in fact already expressed in
the East Asian Strategic Review 2010—which is “the flagship publication of the
National Institute for Defense Studies and contributes to the policy of the NDPO.” The
review spent almost three pages analyzing what China’s new defense concept meant for
the region and Japan (specifically, Japan’s territorial rights over Okinotorishima) and
insinuated that Beijing’s new defense plans had in fact placed the emphasis on
offensive and power-projection capabilities. Furthermore, in order to increase
“effective deterrence and response capabilities” in “the increasingly harsh security
environment surrounding the nation,” the Defense Posture Review commission under

the leadership of Parliamentary Senior Vice-Minister of Defense Eto has been

discussing whether Japan should possess “strike power” and ‘“amphibious operation

11 “Japan’s National-Security Strategy: Island Defense”, The Economist, December 21, 2013, accessible at
http://www.economist.com/news/asia/21591907-self-defence-can-look-menacing-island-defence.

12 China’s 2008 White Paper on Defense states, “China implements a military strategy of active defense...
strategically, it adheres to the principle of featuring defensive operations, self-defense, and striking and
getting the better of the enemy only after the enemy has started an attack.” The National Institute for
Defense Studies, “Chapter 4. China: Insecurity amid a Rise to Great Power Status” (Tokyo: The Japan
Times, 2010), pp. 101-268, at pp. 126-9.
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capabilities” on its own instead of relying on the U.S.™* Putting more emphasis on the
Dynamic Defense Force concept, the 2013 NDPG states that, “The SDF will develop
full amphibious capability, in order to land, recapture and secure without delay in case
of any invasion of any remote islands.”**

In addition to the adoption of the “Dynamic Defense Force” concept, Japan has
joined Washington’s “Pivot toward the Asia-Pacific Region” more ardently than any
other regional allies of the United States. For instance, while South Korea has been
looking for ways to join the new U.S. strategic plan without alienating China, Japan has
enthusiastically reaffirmed its strengthened alliance relationship with the U.S., even
under DPJ leadership, and has pursued a more active role in the joint development of
TMD and the alliance as a whole. Not only did the words “independence” and
“autonomy” disappear from the DPJ administrations’ political rhetoric after

Hatoyama, ™

the idea of an East Asian Community that Hatoyama floated as an
alternative scheme to balance the country’s strongly U.S.-centered foreign policy was
canceled under the Noda administration. "'® And despite the Japanese public’s

unwillingness to participate in the Trans-Pacific Partnership (TPP), Noda expressed his

113 befense of Japan 2013, pp. 112-13. Abe himself affirmed his view on Japan possessing amphibious
operation capabilities by answering a question in the Budget Committee of the House of Councilors on
May 8, 2013, as follows: “With regard to the defense of islands, I do believe that we should discuss the
necessity of Japan possessing amphibious operation capabilities.” P. 113.

114 National Defense Program Guidelines for FY 2014 and Beyond (Summary), p. 8, accessible at
http://www.mod.go.jp/j/approach/agenda/guideline/2014/pdf/20131217_e.pdf.
115

Elena Atanassova-Cornelis, “Shifting Domestic Politics and Security Policy in Japan and Taiwan: The
Search for a Balancing Strategy between China and the U.S.,” p. 63.

116 Ryo Sahashi, “Yoshihiko Noda’s Vision for Japan,” East Asia Forum, September 13, 2011, accessible
at http://www.eastasiaforum.org/2011/09/13/yoshihiko-noda-s-leadership-for-japan/.
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willingness to join the TPP in “an attempt to strengthen ties with the United States.”’

Since it was well-known that Washington’s “Pivot to Asia” was primarily aimed at
China, Japan’s attempt to transform itself from “America’s unsinkable aircraft carrier”
to “a more active partner of the U.S. security complex in the region” by joining
Washington’s new strategic plan was interpreted as meaning that, “Both the U.S. pivot
and the recent Chinese military rise accelerated this trend, progressively turning Tokyo
into an ‘engaged ally’ of the United States.”™'® Indeed, “the salience of cyber and space
security, as well as the dramatic increase in Chinese military capabilities in Japan’s
immediate neighborhood,” not only have further strengthened the U.S.-Japan alliance
by leading to a revision of the defense cooperation guidelines between the two
countries; these factors have also “challenged the distinction between frontlines and
rear areas for U.S.-Japan defense cooperation.” ™ Accordingly, the “virtual

jointness” % between the U.S. forces and the JSDF has deepened and expanded.

17 «Noda to Express Willingness to Participate in TPP Talks,” The Asahi Shimbun, November 9, 2012,
accessible at https://ajw.asahi.com/article/behind_news/politics/AJ201211090069.

118 Matteo Dian, “The Transformation of the US-Japan Alliance and the ‘Pivot’ towards the Asia Pacific
Region,” Paper presented at Convegno nazionale Sezione di Relazioni Internazionali della Societa Italiana
di Scienza Politica. Trento, 13-14 Luglio 2012, p. 5. Available at
https://www.academia.edu/1778446/The_transformation_of the US-
Japan_Alliance_and_the_Pivot_towards_the Asia_Pacific_Region.

119 Mike M. Mochizuki and Samuel Parkinson Porter, “Japan under Abe: toward Moderation or
Nationalism?”” The Washington Quatrterly, Vol. 36, No. 4 (Fall 2013), p. 28.

129 Green dubs the U.S.-Japan alliance “virtual jointness” given that “the alliance does not have a formal
joint and combined command like NATO or the US-Republic of Korea alliance.” The virtuality of this
arrangement notwithstanding, Green says, “Now the US and Japanese forces are integrated on missile, anti-
submarine warfare, and other missions in such a way that the PLA must assume that any military escalation
would trigger a joint US-Japan response. The virtual jointness is a powerful source of deterrence and
dissuasion.” Michael J. Green, “Japan is Back: Unbundling Abe’s Grand Strategy,” pp. 10-11.
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Regarding improving interoperability between the U.S. and Japanese forces, the Joint
Statement of the Security Consultative Committee made public after the annual ‘2+2’
dialogue in October 2013 between the U.S. and Japanese ministers of foreign affairs
and defense calls for the two nations to become “full partners in a more balanced and
effective alliance in which our two countries can jointly and ably rise to meet the
regional and global challenges of the 21% century, by investing in cutting-edge
capabilities, improving interoperability, modernizing force structure, and adapting

. .. . ... 121
alliance roles and missions to meet contemporary and future security realities.”

Although Tokyo frequently exploits North Korea as “a convenient proxy threat™'%?
to legitimize the “normalization” of the country’s security policy (citing, for instance,
Pyongyang’s 2006 underground nuclear and missile tests in the new NDPQG), as
Samuels stresses, the North Korean threat is a “catch-all proxy threat to justify changes
in security policy that are simultaneously driven by the greater long-term, but
diplomatically unacceptable to articulate, threat from China.”**® However, as can be
seen in the 2010 NDPG, Japan’s tendency to exploit North Korea as a proxy threat to

give it an excuse to evolve its security policy in order to deal with China’s rising

capabilities has been decreasing. Japan’s participation in the BMD in the context of

121 U.S. Department of State, “Joint Statement of the Security Consultative Committee: Toward a More

Robust Alliance and Greater Shared Responsibilities,” October 3, 2013, accessible at
http://www.state.gov/r/pa/prs/ps/2013/10/215070.htm.

122 Matteo Dian, “The Chrysanthemum and the Shield: The Pacific Theater Missile Defense and Its
Consequences on the Japanese Security Strategy,” Paper presented at World International Studies
Conference, Proto Portugal, August 17-20, 2011, p. 17. Available at
http://www.wiscnetwork.org/porto2011/papers/WISC_2011-476.pdf.

123 Richard J. Samuels, Securing Japan, p. 137. Tanaka presents a similar view. Hitoshi Tanaka, “Japan’s
Policy for East Asia,” Asia-Pacific Review, Vol. 14, No. 2 (December 2007), pp. 30-44.
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pursuing an expanding role within the alliance'® not only “represents a fundamental
step for the so-called process of normalization of the Japanese security strategy” but
also “reduces the availability of the hedging strategies Japan used to resist U.S.
pressure on Japan to increase their contribution to the alliance.”*?* And in accordance
with these movements, the availability of the hedging strategies for Japan to choose
against China has been decreasing, shifting the country closer to balancing. For
instance, Japan’s growing role in an antiballistic missile defense system not only serves
to strengthen the alliance with the U.S., since “any Japanese system would rely heavily
on data supplied by U.S. satellites and surveillance aircraft”*?°; it also tends to “create a
situation of ‘tying hands’ in a form of commitment that Japan had tried to avoid since

99127

Yoshida was in office”™" —i.e., limiting the country’s room for maneuver in such

situations as conflicts related to Taiwan. Furthermore, with Noda’s December 27, 2011

124 por instance, Japan’s full participation in the U.S.-led Pacific TMD program has been viewed as a way
for Japan to pursue a more active role in deterring China’s anti-access and area-denial capabilities (A2AD).
In an attempt to neutralize China’s growing A2AD capabilities in the region, the United States Air Force
and Navy have agreed to adopt a new operational concept called “AirSea Battle.” The new concept is
“designed to assess how U.S. power-projection capabilities can be preserved in the face of the military
challenges posed by China and Iran.” The pursuit of TMD in East Asia is included in the “AirSea Battle.”
For a detailed account of the U.S. “AirSea Battle,” see Andrew F. Krepinevich, Why AirSea Battle? Center
for Strategic and Budgetary Assessments, 2010, p. viii. Available at
http://www.csbaonline.org/publications/2010/02/why-airsea-battle/. Matteo Dian also presents a detailed
discussion of how the Obama administration’s “Pivot to Asia” is aimed at countering China’s growing
A2AD capabilities and what role Japan is expected to play in the alliance. Matteo Dian, “The
Transformation of the US-Japan Alliance and the ‘Pivot’ towards the Asia Pacific Region.”

129\ fatteo Dian, “The Chrysanthemum and the Shield: The Pacific Theater Missile Defense and Its
Consequences on the Japanese Security Strategy,” p. 23 and p. 28.

126 Denny Roy, “Stirring Samurai, Disapproving Dragon: Japan’s Growing Security Activity and Sino-
Japan Relations,” p. 98.

127 Matteo Dian, “The Chrysanthemum and the Shield: The Pacific Theater Missile Defense and Its
Consequences on the Japanese Security Strategy,” p. 27.
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decision to lift the country’s decade-old ban on exporting weapons and weapons
technology, the degree and areas of cooperation between the Japanese and U.S. defense
industries has deepened and expanded.'?®

Japan’s changing modes of response

toward China’s assertiveness

One of the most noticeable changes in Japan’s posture toward a China whose
assertiveness has been increasingly posing a threat to neighboring countries has come
from Japan’s ODA policy toward China. Previously, in the late 1980s and again in the
mid-1990s, Japan suspended its provision of ODA to China for short periods to protest
Beijing’s military crackdown on June 4, 1989 and the series of underground nuclear
tests it conducted. On November 10, 2004, a report prepared by a group of Upper
House lawmakers in the Diet said there was no longer any need to boost ODA for
China. Exactly one week later, on November 17, 2004, the Diet proposed to reduce the
level of economic assistance given to China.’? Although the cutback in Japan’s ODA
to China surely reflected the country’s huge budget deficit, which was one of the
largest among industrialized countries, it also was used to register Japan’s disapproval

of Beijing’s military buildup and of China’s objection to Japan’s intent to seek

permanent membership on the U.N. Security Council. In fact, Beijing’s cold attitude

128 Eor instance, “Mitsubishi Heavy Industries is very likely from now on to contribute to the development
of Lockheed Martin’s F-35 fighter, which the Japanese government earlier in December 2011 chose as the
country’s future frontline fighter.” In fact, the Koizumi government’s decision in December 2004 to
partially ease the country’s weapons export ban “officially allowed Mitsubishi Heavy Industries and
Kawasaki Heavy Industries to cooperate with US counterparts on the development of the US-Japan missile
defense system.” Axel Berkofsky, “Japan’s Defense and Security Policies: What’s Old, What’s New,
What’s Ahead,” p. 11.

129Phar Kim Beng, “Japan Loses Yen to Aid China,” Asia Times, November 18, 2004.
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toward Prime Minister Koizumi’s announcement that Japan wanted a permanent seat
on the UNSC came one month before the Diet’s proposal to reduce the ODA for China.
Looking at Beijing’s reaction to the announcement, one Japanese commentator has said
that “Japanese ODA to China has become a complete waste.”**

The ODA charter introduced in 1991 by the Ministry of Foreign Affairs outlined
four conditions for aid recipients: “fostering peace, democracy, freedom and market
economy.” Pointing to China’s increasing military expenditures and production of
weapons of mass destruction and missiles, there were growing voices among the
Japanese public and bureaucrats arguing that “Japan should strictly observe the
principles of the ODA Charter by suspending or reducing aid to countries that
contravene them.”™*! Also, China’s growing economic prowess led many in Japan to
begin to see it as an economic rival, especially after the 2001 “Tatami war.” This also
contributed to the Japanese government’s decision to cut back on its ODA to China.

Second, in the broad context of “normalizing” its security policy, Japan’s modes of
reaction to territorial disputes with China have changed. In fact, Japanese apprehension
about the rise in Chinese naval operations in the East China Sea since the 1990s has
become a major part of Japan’s perception of a Chinese threat. As many China
observers have noted, “Chinese vessels have made a habit of conducting oceanographic

surveys, submarine seabed mapping missions, and military intrusions into the Japanese-

130 Kiroku Hanai, “Editorial: ODA Looks Wasted on China,” The Japan Times, October 25, 2004.

131 1 bid.,
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claimed waters on numerous occasions.”** The number of episodes in which PLAN
military vessels have violated Japan’s territorial waters has been growing.'®® For
example, there was the Han submarine incident in November 2004, when a Chinese
submarine was detected intruding into Japanese territorial waters off the Okinawa
Islands, about 1,600 kilometers southwest of Tokyo. After Japanese microphone-
carrying buoys detected the Chinese nuclear submarine, Tokyo scrambled military
planes and warships to track down the submarine, but to no avail. After this and other
incidents, Japanese newspaper editorials called for the Japanese government to take
military action against such intrusions at sea. For instance, the Yomiuri newspaper said
in an editorial that, “It is not enough for Japan just to demand that Chinese vessels
never invade Japanese waters again. Japan must make its own preparations to prevent
China from repeating its violation of Japanese territory.”

Moreover, Japan’s naval doctrine has evolved to more effectively respond to the
growing Chinese incursions into Japan’s territorial waters by including ‘“measures
against suspicious vessels” as a priority issue for the first time in the document
“Defense of Japan 2004,” in which the government reaffirmed its commitment to

“patrol and survey in the sea and airspace surrounding Japan constantly and

132 James Manicom and Andrew O’Neil, “Sino-Japanese Strategic Relations: Will Rivalry Lead to
Confrontation?” Australian Journal of International Affairs, VVol. 63, No. 2 (June 2009), p. 221.

133 According to the statistics provided by the Defense White Paper 2013, the number of intrusions by
Chinese government ships into Japanese territorial waters near the Senkaku/Diaoyu islands has rapidly
increased over the past five years from one time in 2008 to 23 times in 2012 and 28 times in 2013. Defense
of Japan 2013, p. 111.
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continuously.”*** Observing the developments in Japanese military doctrine in response
to the rising number of Chinese intrusions into Japan’s territorial waters, Manicom and
O’Neil conclude that, “Coming hot on the heels of rising concerns about intrusions into
its waters, these developments indicate a growing willingness on the part of Japan to
stand up to Chinese provocations in the ECS (East China Sea). Japan’s military
doctrine is becoming more assertive regarding its maritime territory, and specifically
towards China’s actions within that territory.”** As mentioned earlier, the NDPG
adopted by the Kan administration in December 2010— three months after the Senkaku
boat collision incident— focused on China’s military build-up, pointing out that
China’s military modernization and lack of transparency are “a matter of concern both
for the region and the international community” and calling for “a strengthened defense
of Japan’s southernmost islands, including the ones disputed with Beijing.”**® This was
clearly a reflection of Tokyo’s mounting apprehensions about “China’s decision in late
2010 to permanently deploy large fishery patrol vessels in waters around the contested
Senkaku/Diaoyu Islands, in particular.” **' After the boat collision incident in
September 2010, both the Kan and Noda administrations made preemptive moves on

the maritime issue by giving a number of uninhabited islands near the Senkaku/Diaoyu

134 Defense of Japan 2004 and Mid-Term Defense Program (FY 2005-2009), Japanese Defense Agency.
Cited in James Manicom and Andrew O’Neil, “Sino-Japanese Strategic Relations: Will Rivalry Lead to
Confrontation?” p. 221.

135 1bid., p. 221.

1% The 2010 NDPG. Cited in Elena Atanassova-Cornelis, “The Political and Security Dimension of Japan-
China Relations: Strategic Mistrust and Fragile Stability,” Pacific Focus, Vol. XXVI, No. 2 (August 2011),

p. 179.

137 bid., p. 179.
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Islands Japanese names in May 2011 and March 2012, respectively. And the Noda
government purchased these inhabited islands in the East China Sea, which are
administered by Japan but also claimed by China and Taiwan.'*®

The MSDF’s procurement plan also suggests its active preparation for contingencies
with China in Japanese waters. Not only did the MSDF conduct its first successful
interceptor test launch off Hawaii in December 2007, it is also “indigenously
developing the P-X replacement for its P-3C patrol and surveillance aircraft with an
expanded 8,000 km range suited to patrolling as far as the outer reaches of the South
China Sea.”**® Clearly in response to Japan’s maritime tensions with China, the 2010
NDPG indicated that “the projected armed force restructuring included, among others,
an increase in the number of SDF submarines from 16 to 22 and the number of Aegis

destroyers from four to six, and the addition of 21 new patrol vessels to the JCG.”**°

138 “Update: Noda Government to Buy Senkaku Islands for 2 Billion Yen”, The Asahi Shimbun, September
5, 2012, accessible at http://ajw.asahi.com/article/behind_news/politics/AJ201209050013. This report
points out that one of the goals the Noda administration wants to achieve by planning to purchase the
islands is “to prevent friction from heightening with Beijing and Taiwan.” Although this report says the
Noda administration’s plan is to “nationalize” the islands, the official document prepared by Japan’s Chief
Cabinet Secretary mentions nothing about any plan to “nationalize” the uninhabited islands in the East
China Sea. The document instead uses the term the “Acquisition and Possession of the Senkaku Islands.” It
goes on to say that: “(1) The three islands of the Senkaku Islands shall be acquired as soon as possible from
the owner: (2) The acquisition and possession of the three islands of the Senkaku Islands shall be
conducted by the Japan Coast Guard, in view of the fact that the purpose of acquisition includes the
implementation of maritime navigation safety operation, and that the Japan Coast Guard is the body that
possesses the necessary means to ensure effective maintenance and management... [emphasis added].”
would like to thank Professor Mochizuki for correcting my original error in using the term
“nationalization” when describing the Noda administration’s plan to buy the islands and providing me with
the official document prepared by the Chief Cabinet Secretary that lays out the Noda administration’s plan
to purchase the islands in the East China Sea.

139 Christopher W. Hughes, Japan’s Remilitarisation, p. 46.
149 Elena Atanassova-Cornelis, “Shifting Domestic Politics and Security Policy in Japan and Taiwan: The
Search for a Balancing Strategy between China and the US,” p. 64.
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The increase in the maritime self-defense forces’ budget has further grown with the
adoption of the 2013 NDPG, which stresses the significance of Japan possessing
amphibious operation capabilities. In his analysis of Japan’s evolving security policy,
Hughes comes to the following conclusion with regard to Japan’s preparations for

“simmering rivalry”*** with China:

... Japan has succeeded in significantly pushing forward its defensive and potentially offensive
power-projection capabilities since the 2004 NDPG. The country is creating a more mobile
ground force, an air force with greater regional and global reach and a maritime force with
amphibious and carrier technologies. It is moving steadily forward with the deployment of
BMD and new space technologies, and the JCG is expanding its capabilities and the range of its
missions. Tokyo is in many cases engaged in something of a quiet arms race with China:
matching growing Chinese air power with its own enhanced air-defensive power; countering
growing Chinese blue-water naval ambitions with its own more capable anti-submarine and
carrier assets; and attempting to nullify Chinese ballistic and cruise missiles. Japan’s
procurement programs are simultaneously designed to provide the types of capabilities
necessary for participation in US-led coalitions. Japan’s ongoing military modernization has
thus not been halted by budgetary constraints or by political tribulations, and is set to continue

beyond 2009.14?
What has led Japan to respond to China’s growing assertiveness more assertively and
promptly than other regional countries? What has allowed Japan to have a broader

scope of strategic shifts regarding China than South Korea, particularly? The answers

will be presented in the following section.

141 Kent E. Calder, “China and Japan’s Simmering Rivalry,” Foreign Affairs, Vol. 85, No. 2 (March-April
2006), pp. 129-39.

142 Christopher W. Hughes, Japan’s Remilitarisation, p. 52. Also see Christopher W. Hughes, “Japan’s

Military Modernization: A quiet Japan-China Arms Race and Global Power Projection,” Asia-Pacific
Review, Vol. 16, No. 1 (May 2009), pp. 84-99.
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Balanced Economic Interdependence between Japan and China

and Japan’s Broader Scope of Strategic Shifts Regarding China’s Rise

In the previous chapters that deal with the case of South Korea, | have shown that the
rising economic interests of South Korea in China—which have transformed a
relatively balanced economic relationship into one that is lopsided in favor of China
and intensified the degree of economic dependence of South Korea on China—have
tied Seoul’s hands in creating a strategy on China in the post-Cold War world. This
effect is so strong that South Korea has not been able to shift its strategic posture
toward China when it wants to. In order to examine whether and how the different
nature of the economic interdependence between Japan and China has impacted the
former’s broader strategic shifting with regard to its modes of response toward the
latter since the end of the Cold War, | intend to focus on the development of the
bilateral economic relationship between China and Japan in the post-Cold War era.
However, | will first turn to other factors that are considered critical in explaining the

process of normalizing security policy in Japan.

Changes in conditions

As we saw in the previous section, Japan’s changing China policy should be
understood within the broad context of the country’s effort to remove the normative
and institutional constraints placed on its security policy. Therefore, those conditional
changes that are viewed as important in “normalizing” Japan’s security policy are also

frequently pointed to as a significant variable in understanding Japan’s changing China
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strategy in the post-Cold War world. Those conditions are: (1) China threat; (2)
pressure on Japan from the U.S.; and (3) changes in domestic politics (mostly, the end
of the “1955 system”). Surely, there are additional factors that may have affected
Japan’s China policy since the end of the Cold War; however, in this section, I intend
to briefly review the aforementioned three conditions, which are most often mentioned
in studies of Japan’s security policy, and see how these factors worked in the case of
South Korea to gauge their relative importance in explaining the broader scope of

Japan’s strategic shifts with regard to a rising China.
China threat

As seen in the previous sections, Japan’s path toward normalizing the country’s
security policy has reflected changing regional dynamics after the end of the Cold War.
Although North Korea’s nuclear weapons program and missile programs have been
used as a proxy threat in justifying Tokyo’s evolving military program and alliance

policy with the United States,*® it is widely known that Japan’s more serious, longer

143 Midford dissents from the view that the North Korea threat is a proxy variable. He provides a detailed
analysis of how Japan’s changing public opinion on the utility of military power has impacted the country’s
security policy. “Since the late 1990s lingering mistrust of civilian control has encountered the
counterweight of increased threat perceptions of North Korea and, to a lesser extent, China. In particular ...
the August 1998 North Korean missile test over northern Japan created the perception, long absent, in the
eyes of many Japanese that Japan might be targeted by others. Revelations about North Korean abductions
of Japanese citizens from coastal regions of Japan also contributed to the perception that a failure to guard
national territory or deter threats can lead to others targeting the state and its citizens. This has caused a
large segment of public opinion to perceive the value of military power for deterrence and defense, in
addition to seeing the danger of provoking others by being overly aggressive.” Paul Midford, Rethinking
Japanese Public Opinion and Security: From Pacifism to Realism? (Stanford, California: Stanford
University Press, pp. 15-16). On the other hand, Hughes thinks that Japan has “super-sized” the North
Korean threat for the sake of normalizing security policy. Christopher W. Hughes, “Super-sizing the DPRK
Threat: Japan’s Evolving Military Posture and North Korea,” Asian Survey, Vol. 49, No. 2 (March/April
2009), pp. 291-311.
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term threat is China and that the country has been normalizing its security policy to
more effectively deal with Beijing’s growing capabilities. As Japanese public opinion
about China deteriorated at the end of the Cold War, mainly due to the Tiananmen
incident, “Beginning in 1994-96 the strategic challenge became clear of an assertive
China, gaining economic clout and actively pursuing early Taiwan reunification,

regional predominance, and global multipolarity.”**

Beijing’s increasing incursions
into Japan’s territorial waters and growing demands on the Japanese government with
regard to history issues, which surely are a reflection of China’s growing capability vis-
a-vis Japan in the region and an intensifying rivalry in regional leadership, have
impelled Japan to move away from accommodation and closer toward balancing.
Nevertheless, the increasing threat posed by an ascending China per se does not
necessarily explain why Beijing’s provocations following the Cold War that were not
directly aimed at either Japan or South Korea were received with greater alarm in Japan
than in South Korea. That is, the factor of the China threat by itself does not appear to

be sufficient enough to explain why the same Chinese assertions in the region have

caused Japan to react more immediately and actively than South Korea.

Given Seoul’s heightened awareness of the rising possibilities of Pyongyang
becoming a nuclear power and triggering a “second Korean War” that would involve
the United States and China, Beijing’s underground nuclear tests and missile tests in
the waters near Taiwan in the mid-1990s should have alarmed Seoul at least as much as

they upset Japan. And as we have seen, Japan was so upset that it upgraded its alliance

144 Gilbert Rozman, Kazuhiko Togo, and Joseph P. Ferguson, “Chapter 1: Overview,” Japanese Strategic
Thought toward Asia, p. 18.
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with the U.S. and hinted at its growing involvement in regional contingencies,
including a Taiwan conflict. Beijing proceeded with its secretly planned nuclear tests
even in the middle of the first nuclear crisis in the Korean peninsula and even after it
promised the U.S., South Korea, Japan, and Russia on April 6, 1995 that it would

create a nuclear-free zone in Northeast Asia.

Furthermore, China’s economic prowess has been assumed to be more threatening
to Japan’s economy than to South Korea’s; and accordingly, growing trade tensions
between China and Japan, China surpassing Japan as the second largest economy in the
second quarter of 2010*°, and Beijing’s effective economic diplomacy in the region
(e.g., Beijing’s East Asia Summit versus Tokyo’s East Asia Community) have all been
held up as examples of the growing rivalry between Tokyo and Beijing in the economic
arena, leading Japan to hedge increasingly against China’s economic clout. However,
as will be seen later, China has been a boon to Japan’s stagnating economy by
absorbing the latter’s exports into its market, and was thus one of the most critical
factors behind the Japanese economy’s revival in the early 2000s. Seoul has also
harbored an intensifying threat perception about China, especially with regard to the

latter’s economic dominance in North Korea and growing export competition in third

145 Nicholas R. Lardy, an economist at the Peterson Institute for International Economics, was quoted in
the New York Times on August 15, 2010, saying that China’s surpassing Japan as the second largest
economy ‘“‘has enormous significance. It reconfirms what’s been happening for the better part of a decade:
China has been eclipsing Japan economically. For everyone in China’s region, they are now the biggest
trading partner rather than the U.S. or Japan.” The Times articles adds, “For Japan, whose economy has
been stagnating for more than a decade, the figures reflect a decline in economic and political power.”
David Barboza, “China Passes Japan as Second-Largest Economy,” The New York Times, August 15, 2010.
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markets. And importantly, even while Sino-Japanese political-security relations hit a

nadir in the early and mid-2000s, bilateral economic relations continued to boom.

Despite the fact that the rising threat posed by China provides an important
structural context in tracing Japan’s path to normalizing its security policy and
changing its China strategy, it does not appear to be sufficient to explain why Japan has
adopted a broader scope of strategic shifts than South Korea since the end of the Cold
War. Furthermore, it does not explain why the same movements made by Beijing have

received more alarmed attention from Japan than from South Korea.

Domestic Politics

Alongside the China threat, changes in Japan’s domestic politics have been emphasized
in analyses of Japan’s China strategy and recognized as an important unit-level
intervening variable through which such structural variables as the China threat are
filtered. Green and Self, in their analysis of Japan’s China policy in the 1990s, have
argued that, “Whether or not China issues animate the formation of new parties in the

future, the end of one-party LDP rule has already had a decided impact on Japan’s

China policy in three ways”m:

First, the passage of Japanese leadership to a new generation has moved some of Beijing’s
strongest allies from the ranks of the conservatives in Tokyo... As Beijing loses its ties to the
LDP and conservative politicians, Taiwan has been actively re-establishing them to pre-1972
levels—even to the point that some members of the LDP have been agitating for a resolution
recognizing an independent Taiwan... Second, Beijing has lost its allies on the left in Japan.
The conversion of the Japan Socialist Party to a Social Democratic Party, now suddenly in favor
of the U.S.-Japan alliance and skeptical of one-world socialism, diluted Beijing’s ideological
support in Tokyo. Chinese nuclear tests then turned the Socialists into a political force openly

146 Michael J. Green and Benjamin L. Self, “Japan’s Changing China Policy: From Commercial Liberalism
to Reluctant Realism,” p. 45.
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hostile to Beijing’s security policies... Third, political realignment has removed the structural
bias against an open debate on China policy in Japan. When the A-ken and A-A-ken debated
China policy in the early 1970s, LDP leaders imposed the discipline necessary to prevent an
open fissure in the party. In the current context of party restructuring, there is no such

discipline.147

Furthermore, in 2000 Koizumi Junichiro, Abe Shinzo, and “other direct heirs to the
antimainstream agenda” finally succeeded in wresting power from the LDP mainstream
after a decade of failed efforts by Ozawa Ichiro and others, and these “antimainstream
conservatives” immediately embarked on reforming the process of national security
decision-making.*® As a result, not only was the agenda-setting power of the prime
minister strengthened over that of the bureaucracy, but also the establishment of the
Cabinet Office and the enlarged authority of the Cabinet Secretariat to draft policy have
resulted in “a significantly more flexible policy apparatus and stronger executive
leadership, thereby reducing government response time during crises.”*

Although these institutional transformations, which have elevated the policy role of
the Prime Minister’s Office and tilted the balance of power between the bureaucracy
and the government in favor of the latter, have made it possible for Tokyo to swiftly
respond to U.S. calls for support in the “war on terror” after the 9/11 attack and to enact

a new law to enable SDF deployment, it is unclear whether Japan’s strategic shift

regarding China is a cause or a result of these developments. In fact, Beijing has been

47 |bid., pp. 45-46.

148 Richard J. Samuels, Securing Japan, pp. 73-4. Samuels divides the LDP into two factions: the
mainstream and the antimainstream. And he divides the Japanese leadership in the twenty-first century into
four groups using two measures (thoughts on the use of force and on the alliance with the United States):
Neoautonomists (sovereignty); Normal Nationalists (equality); Pacifists (peace); and Middle Power
Internationalists (prosperity). For analytical convenience, I use Samuels’ terms in describing Japanese
leaders. Ibid., pp. 13-37 and pp. 110-12.

199 1bid., p. 74.
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frequently complaining that Tokyo has been purposefully magnifying the threat posed
by China to justify and expedite the process of “normalizing” Japan’s security policy.
Given the fact that “antimainstream conservatives within the party (LDP) used shifts in
regional and world politics (i.e., the rise of China) to seize power from within,”**
Beijing’s concerns do not appear to be entirely groundless.

In addition, Japan’s efforts to strengthen its security ties with the United States and
other regional countries (mostly, India and Australia) to balance against an assertive
China have continued regardless of which party (the LDP or the DPJ) is in power.
Furthermore, such bold moves as purchasin three uninhabited islands in the East China
Sea, lifting the ban on weapons exports, adopting the concept of a “Dynamic Defense
Force” as a core defense strategy, strengthening maritime surveillance activities in the
East China Sea, and working toward amphibious operation capabilities have been made
under DPJ leadership. Abe’s national security agenda, which prioritizes equipping the
SDF and the JCG to deter and counter Chinese intrusions into Japanese-controlled
territorial waters in the East China Sea, is built on the defense strategy his immediate
predecessors have constructed. That is, for instance, the 2013 NDPG has not only
adopted the concept of dynamic defense force the 2010 NDPG introduced; it has also
introduced more arguments as to why Japan should possess amphibious operational
capabilities. Therefore, despite the political power shift from the DPJ to the LDP, the

country’s grand national strategy on a China that is growing ever more assertive has

150 1pid., p. 74.
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» 1 In retrospect, the Hatoyama

shown “far more continuity than change.
administration’s emphasis on a deepening of Japan’s ties with its East Asian neighbors,
particularly China, and its promotion of the idea of an East Asian Community, should
be seen as an outlier case instead of a case that is representative of the DPJ
governments’ China strategy. “The altered domestic political situation in the second
half of the 2000s and beyond produced less of a change” in Japan’s strategic posture
moving away from accommodation and closer toward balancing.*>

Also, generational changes have been under way in South Korean politics, the most
representative of which is the advent of the Roh Moo Hyun administration. Despite the
fact that the Roh government represented the “younger” generation and “progressives”
(or “leftists”), during the latter half of the administration’s term in office Seoul shifted
its stance from the long-held policy of accommodation to hedging in the face of
China’s rise. On the other hand, President Kim Young Sam’s supposedly conservative

administration consistently accommodated Beijing, despite President Kim’s personal

animosity toward North Korea.

151 Michael J. Green, “Japan Is Back: Unbundling Abe’s Grand Strategy,” p. 2. Green simply says that,
“Abe’s national security agenda is not, in fact, a departure from the general trajectory established by his
immediate predecessors.” P. 1. Miller outlines four overlapping areas that the Abe administration
emphasizes in responding to China’s assertions: “(1) preserving territorial integrity and control in the East
China Sea; (2) continuing to insist on transparency for China’s military procurement; (3) adapting to
China’s emerging military assets (especially those making it an overnight naval power); and (4) and
mitigating Chinese attempts at cyber warfare and cyber espionage. And these four areas have overlaps with
the critical points stressed in the 2010 NDPG under the Kan administration.” J. Berkshire Miller, “Abe’s
Gambit: Japan Reorients Its Defense Posture,” World Affairs (March/April 2014), p. 57.

152 Elena Atanassova-Cornelis, “Shifting Domestic Politics and Security Policy in Japan and Taiwan: The
Search for a Balancing Strategy between China and the US,” pp.71-72.
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It could be said that had it not been for the changes in Japan’s domestic politics and
the resulting institutional transformation, it would not have been possible for Japan to
choose from a broader menu of strategic options regarding China; however, this is just
a counterfactual argument that cannot be proven without changing the entire history of
Japan since the end of the Cold War. Although Japan’s domestic makeover has
provided a useful boost for Tokyo when it has wished to shift its posture toward China,
the question of why a parallel development has yet to happen in South Korea remains
unanswered.

Pressure from Washington

The last factor that | will briefly examine is pressure from Washington on Japan in the
post-Cold War world. It has been said that after the disappointment of Tokyo’s
“checkbook diplomacy” in the 1991 Gulf War, mounting pressure from the U.S. for
Japan to assume more of its own defense burden and to take a more active part in
planning for regional contingencies has pushed Tokyo to move toward becoming a
front line in balancing against China’s rise. Frequently cited results include Japan’s
decisions to participate in regional programs such as the BMD, PSI, and TPP (Trans-
Pacific Partnership), as well as the revision of the NDPO in 1995. In fact, Seoul’s
decisions to shy away from participating in the three regional initiatives Washington
initiated were often considered a sign that South Korea was drifting away from
Washington and closer toward Beijing. However, these differing decisions by Japan
and South Korea were the results of each government’s decisions based on strategic
calculations, and therefore were reflections of their differing strategic stance between

China and the United States, not the results of different pressures from the U.S. on
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Seoul and Tokyo. In fact, Washington’s pressure on Seoul to participate in the TPP and
TMD has recently been growing, but to no avail, at least at the moment of writing.*>
While all three factors have played a role in explaining why Japan’s shifts regarding
China have been more extreme than South Korea’s, as well as why Japan has decided
to “normalize” its security policy, the question of why South Korea has not been able to
change its strategic stance toward a more assertive China as much as Japan has still
requires us to examine other fundamental differences between the two countries, which
| now turn to.
Dramatic expansion, yet balanced
Trade between Japan and China has been dramatically expanding since the 1972
normalization. By the year 2000, China had already become Japan’s second most
important trading partner after the United States, while Japan was elevated into China’s
most important import source and second largest export market. And Japan was the
third most important investor in China after Hong Kong and the U.S., although
“investment in China accounts for a minor share in Japan’s overseas manufacturing
plants.” And even when political relations between Tokyo and Beijing hit a nadir

during the Koizumi administration, Sino-Japanese economic relations remained

133ith the rising pressure from Washington on Seoul, the debate over the potential effectiveness of MD in
securing the country from North Korea’s missile threat has intensified. Daily newspapers frequently run
opposing opinions on the matter. For instance, on February 16, 2013, Joongang llbo presented two
editorials with opposite views on whether Seoul should participate in the U.S. TMD program. Although
one editorial repeated Donald Rumsfeld’s view that “TMD is better than nothing,” the other argued against
participating in the MD program due to its cost and ineffectiveness in deterring the North Korean threat.
Chung nicely lays out the development of the MD debate in South Korea in his recent article on a daily
internet news site, Pressian. Jong-wook Chung, “Park Geun Hye: ‘Forget about God’s shield,””
Pressian.com, December 12, 2013. Available at
http://www.pressian.com/article/article.asp?article_num=10130305155323.

489



“extensive, well-advanced and solid.”*** And yet, over the past decade, the picture has
become a little different. First, China has been Japan’s largest trading partner since
2007, whereas Japan has slipped from being China’s largest trade partner in 2003 to
fourth place, surpassed by the European Union and United States in 2004 and then by
ASEAN in 2011. Japan’s trade deficit with China reached 17.75 billion U.S. dollars, an
increase of 158.5 percent, and in the first half of 2012, Japan’s imports of rare earth
resources from China decreased 50 percent year on year—a significant fact that I will
discuss in detail later. And Japan has been increasing its share of Chinese government
bonds as a hedge against the U.S. dollar and a China that has already become Japan’s

biggest debt holder.'*®

This abbreviated sketch of the progress of the bilateral economic relationship
between China and Japan gives the impression that economic ties with China carry
more weight for Japan than ties with Japan do for China, which is the reverse of the
case during the Cold War. There is little doubt that Japan’s economic recovery from its

long stagnation owed much to its soaring exports to China, and accordingly there is

134 Hanns Gunther Hilpert and Rene Haak, “Introduction,” Japan and China: Cooperation, Competition
and Conflict, p. 5.

156 “Key Facts on China-Japan Trade and Economic Ties,” Xinhua Agencies, September 22, 2012. On the
recent move of the Japanese government to enlarge its share of Beijing’s national debt and move away
from the dollar, particularly since the 2008 outbreak of the global financial crisis, some commentators have
presented a rather positive view. “The purchase of Chinese bonds is a clear signal that Japan thinks of
Chinese bonds as investable assets, which could encourage Japanese private investments in Chinese bonds
and other Asian currencies, and in turn develop offshore currency trading in Japan. All of this would help
improve relations between the two Asian giants. Japan’s purchase of Chinese bonds could see a higher
level of commitment from China to open up reform, which could benefit offshore yuan trading.” Mamta
Badkar, “Why Japan Would Want to Buy Chinese Government Bonds,” Business Insider, December 20,
2011. Available at http://www.businessinsider.com/japan-considers-buying-chinese-bonds-2011-12.
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growing concern among Japan observers that “rapidly increasing Japan’s dependence
on China means that Japan’s bargaining power vis-a-vis China has declined
significantly” and that “China may feel less constrained to challenge Japan than any
time hitherto.”**® However, we have already seen that the Japanese government has
somehow managed to shift its strategic stance from accommodation toward balancing
in the face of a rising China. In fact, if we take a closer look at the development of
economic ties between China and Japan, we will find that Japan’s economic
dependence on China is not as great as it appears at first blush. Thanks to cautious
moves by the Japanese government and business community, Japan has been able to
maintain a relatively balanced economic relationship with China, especially compared
to other regional countries, including South Korea. Observing Japan’s evolving

economic relationship with China in recent years, Green writes:

In terms of the larger structure of trade investment, however, Tokyo and Beijing arguably need
each other less rather than more. Japan’s trade with China has fallen from 18.4 percent of total
exports in 2000 to 11.2 percent in 2011, while Japanese exports to the ASEAN+6 economies
have risen from 9.7 percent to 10.9 percent over the same period. This relative diversion away
from China reflects Japanese frustration with Chinese labor costs, anti-Japanese demonstrations,

poor rule of law, and growing political risk. >’
There are several different ways to understand Japan’s economic dependence on
China. Given that the focus of this study is on Seoul’s limited scope of strategic shifts
compared to Tokyo’s in the face of a reemerging China, below I present four charts
comparing Sino-South Korean economic interdependence with Sino-Japanese

economic interdependence.

136 Min Gyo Koo, “The Senkaku/Diaoyu Dispute and Sino-Japanese Political-Economic Relations: Cold
Politics and Hot Economics,” The Pacific Review, Vol. 22, No. 2 (June 2009), p. 227.

157 Michael J. Green, “Japan Is Back: Unbundling Abe’s Grand Strategy,” pp. 15-16.
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Figure 28
Exports of Goods and Services (% of GDP), 1990-2010
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Source: World Development Indicators, World Bank.

Figure 29
Exports to and Imports from China, 1990-2010
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(1) Data on South Korea’s total exports, total imports, exports to and imports from China:

The Korea International Trade Association (kita.net).

(2) Data on Japan’s total exports, total imports, exports to and imports from China: Asian Development Bank (adb.org).
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Figure 29-1
Export Dependence on China and the U.S., 1990-2010
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First, as Figure 28 suggests, Japan’s overall dependence on exports for economic
growth has remained almost constant except for the sharp decline in 2009, which was
mainly due to the global financial crisis that put downward pressure on world trade in
2008-09. Although South Korea and Japan are both well-known to depend on exports
for their economic growth, the latter’s export dependence has increased by 50%, while
the former’s has shot up by some 85%. Therefore, the significance of export growth for
output growth would appear to loom larger for South Korea than for Japan.™® Second,
despite both countries’ simultaneous expansion of trade ties with China, there is one
contrasting trend: in contrast to South Korea, whose export dependence on China is

deeper than its import dependence on China, for Japan, the reverse is true (Figure 29).

198 |1 his analysis of the causal relationship between real exports and GDP growth in Japan using two
causal modeling approaches, Awokuse has argued that in the case of Japan “the causal path between
exports and GDP growth is bi-directional.” That is, not only has exports growth boosted output growth, but
productivity growth as a result of GDP growth has also enhanced export growth. Titus O. Awokuse,
“Export-led Growth and the Japanese Economy: Evidence from VAR and Directed Acyclic Graphs,”
Applied Economics, Vol. 38, No. 5 (2006), pp. 593-602.
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Furthermore, in comparing South Korean and Japanese export dependence on China
and the U.S., we find that South Korea shows a more dramatic shift from the U.S. to
China in terms of export dependence. That is, while Japanese export dependence on
China increased by 47% and its export dependence on the United States decreased by
41.3%, South Korean export dependence on China increased by almost 68% while its
export dependence on the U.S. decreased by 51%. Despite the fact that the importance
of the China market for both countries’ export growth surged in the post-Cold War era,
Japan’s trade dependence on China remains comparatively mild, particularly compared
to South Korea’s. And Japan’s balanced trade relationship with China becomes more
apparent when we compare Japanese export dependence on China with Chinese export
dependence on Japan (Figure 30).
Figure 30

Japanese Exports’ Dependence on China Market
vs. Chinese Exports’ Dependence on Japan Market
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Though rapidly expanding since the 1990s except for 1996-2000, Japan’s investment in

China has grown more moderately than South Korea’s, partly due to the depreciation of
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the Japanese yen in the mid-1990s and growing anti-Japanese sentiment in China. The
boom in Japanese investment in China began in 1990 and peaked in 1995. However, in
1996, one year before the 1997 Asian financial crisis, the rising trend abruptly reversed
and Japanese outward investment in China contracted until 2000, when the euphoria
about China’s entry into the WTO drove many Japanese MNCs to rush into China.
According to Xing, in addition to weakened domestic demand as a consequence of the
long-lasting economic stagnation since the bursting of the Japanese economic bubble
and rising production costs due to rising wages, which led to decreasing productivity,
the appreciation of the yen has been an important contributing factor in Japan’s
increasing FDI in China. “The appreciation of [the] yen was always followed by an
increase in FDI inflows while the depreciation [of the] yen was associated with a
decrease in FDI,” because “the wealth effect due to the devaluation was tremendous
and too large to be ignored by Japanese MNEs,” Xing writes.™ But again, despite the
increase in Japan’s investment in China since 2001, not only has this increase been
comparatively moderate, but also Japan’s investments in other countries have been

showing an upward trend (Figure 31).

159 Yugqing Xing, “Japanese FDI in China: Trend, Structure, and the Role of Exchange Rates.” Unpublished
manuscript, May 2004, accessible at http://faculty.washington.edu/karyiu/confer/beijing03/papers/xing.pdf.
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Figure 31
Japan’s Outward Investment
(Balance of Payments basis, net and inflow, USD in millions)
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However, there are two incidents that show Japan’s increasing economic vulnerability
to China’s economic statecraft: the 2001 “Tatami war” and the 2010 Senkaku boat
collision incident. Particularly after the 2010 incident, Tokyo became greatly alarmed
by the Japanese economy’s vulnerability to a Chinese import ban on natural resources
(notably rare earth minerals), and began more actively diversifying its sources of
imports as well as its export destinations. The 2010 East Asian Strategic Review,
published after the boat collision incident, pays particular attention to the PLA’s
ongoing research on “Disintegration Warfare,” one aspect of which is “economic

disintegration warfare.” Interpreting China’s ban on the export of rare earth elements to
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Japan right after the boat collision incident as an instance of economic disintegration

warfare, the Review states as follows:

“Economic disintegration warfare” is an activity which seeks to disintegrate the enemy’s
economic system and eliminate the capacities that support it. This is accomplished through a
variety of means. ... Using such tactics, the strategy confuses the enemy’s economic system,
with resultant declines in its productivity capabilities and in the standard of living felt by people
on an everyday basis... After the Senkaku incident in September 2010, exports of rare earth
metals to Japan began to drop off. Although the Chinese government denies it, it is commonly
accepted in Japan that this interruption was intended as retaliation by China. In terms of the
categories being discussed here, this action falls under trade sanctions. In addition, some
Chinese economic experts were advocating that China punish Japan by intervening in foreign
exchange markets to increase the value of the yen. Such an action would be lumped under

monetary destabilization. *®°

With Japan increasingly mindful of China’s economic disintegration warfare,
especially after the 2010 incident, Japan’s moves to expand ties with other regional
countries such as India, ASEAN countries, and Australia in an effort to search for
markets to find substitute natural resource suppliers have received a boost from the
government itself as well as big business groups. In fact, Japan’s growing apprehension
regarding China’s exploitation of its economic prowess as a means for retaliation was
already noticed during the “Tatami war” between the two countries.

The “Tatami War”

The so-called “Tatami War” between China and Japan resembles the “Garlic War”
between South Korea and China in 1999 in some ways; however, the ways in which
Tokyo and Beijing approached the matter to prevent the dispute from further damaging
their economic interests were different from the case of the “Garlic War.” First, the

dispute began when the Japanese government, under mounting pressure from the farm

160 “Chapter 4. China: Toward a Less Cooperative, More Assertive Posture,” East Asian Strategic Review
2010, p. 131, accessible at http://www10.iadb.org/intal/intalcdi/PE/2010/06045.pdf.
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lobby, decided to slap tariffs on Chinese agricultural products such as mushrooms,
leeks, and the reeds used in tatami mats. In retaliation, the Chinese government
imposed punitive 100 percent tariffs on the import of Japanese manufactured products
such as vehicles, air conditioners, and mobile phones. As a result, sixty categories of
Japanese imports were hit by tariffs. That is, as in the case of the trade dispute between
Seoul and Beijing in 1999, the Japanese government, facing an upcoming election and
desperately in need of the support of the powerful farm lobby, accommodated the
Japanese farmers’ growing complaints that “Chinese vegetable imports have brought
down market prices by 30 percent over the last year, especially in onions and

»161 and imposed provisional safeguards in April 2001 on some Chinese

mushrooms
farm products.

Although Beijing employed the same tactic that it had used against Seoul in
1999, taking advantage of the fact that the value of Japanese industrial products
affected by the tariffs exceeded the value of Chinese agricultural products affected by
the restrictions, in the case of “Tatami war,” it waited two months before imposing the
punitive measures against Japanese industrial imports and warned Tokyo in advance.
This was the preliminary step Beijing skipped with Seoul during the garlic dispute.*®?
However, as the reported losses as a result of the tariffs increased, Japanese business

investment in China accelerated in anticipation of China’s accession to the WTO, and

the prices of Japanese agricultural products continued to fall even after the imposition

161 Uli Schmetzer, “China Slaps Tariffs on Japan,” Chicago Tribune, June 22, 2001. Available at
http://articles.chicagotribune.com/2001-06-22/news/0106220196_1_tariffs-japanese-trade-war.

182y.¢ Ho Chung, “From a Special Relationship to a Normal Partnership? Interpreting the ‘Garlic Battle” in
Sino-South Korean Relations,” p. 567.
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of the tariffs on Chinese farm products, the Japanese government came to a decision to
rule out permanent restrictions by a December 21 deadline. After Japan tasted the
bitterness of China’s use of its asymmetric leverage against Japanese imports, there
were growing voices among Japanese elites with regard to the rising Chinese economic
threat and the “hollowing out” of the Japanese domestic manufacturing sector.
China’s embargo of rare earth elements
On September 22, 2010, the Chinese government blocked exports to Japan of rare earth
elements (RRES), a crucial category of minerals used in products such as hybrid cars,
wind turbines and guided missiles, in protest over the Japanese government’s decision
to detain the captain of the trawler that collided with two Japan Coast Guard ships near
uninhabited islands in the East China Sea that both sides claim. This prompted great
alarm in Japan, since the country has few natural resources and has long been worried
about its dependence on imports.*®® The dispute ended with Japan releasing the skipper
and China ending its de facto ban on exports to Japan of rare earth materials. Although
this incident arguably demonstrated the Japanese economy’s vulnerability to Beijing’s
economic statecraft, Japan’s moves in the aftermath of the incident have shown
Tokyo’s increasing efforts to balance against China’s assertiveness, as in the changes in
Japan’s 2010 NDPG and 2011 Defense White paper that pinpointed the East China Sea
as a major area of concern.

Furthermore, since the 2010 incident, Tokyo has been putting more energy into

diversifying supply sources of REEs in an effort to reduce its dependence on China.

163 Keith Bradsher, “Amid Tension, China Blocks Vital Exports to Japan,” The New York Times,
September 22, 2010. Available at
http://www.nytimes.com/2010/09/23/business/global/23rare.html?pagewanted=all& r=0.
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During the two-month Chinese embargo, Japanese companies such as Toyota Motor
Corp. began to diversify their REE sources. In addition to accessing REE stockpiles,
Toyota, the world’s largest producer of hybrid gasoline-electric vehicles, signed a
contract with Lynas Corp., a Sydney-based miner of rare earth metals. Also, “Toyota
Tsusho Corp., a trading company affiliated with the carmaker, has formed a joint
venture with Sojitz Corp. and a Vietnamese state-run mining company to export rare
earth metals to Japan from 2012.” And India and Mongolia are additional sources of
RRESs that Japan contracted with after the 2010 incident.'®*

The nature of economic interdependence between Japan and China

and Japan’s broader scope of strategic shift toward China

As we have seen, Japan’s economic relations with China have expanded dramatically
since the end of the Cold War, but this has not necessarily resulted in Japan becoming
as heavily dependent on China as South Korea has. As Figure 27 shows, until 2005
Chinese export dependence on the Japanese market exceeded Japanese export
dependence on the Chinese market. Furthermore, Japan’s dependence on exports for
the country’s economic growth has not increased as dramatically as in other regional
countries like South Korea. Even the three economic crises of the post-Cold War
era—the 1997 Asian financial crisis, the 2001 dot-com bubble burst, and the 2008
global financial crisis—do not appear to have had any serious impacts on the level of
Japan’s export dependence. This is important especially when we think about the South

Korean case, where rapidly increasing export dependence has pushed the country to

184\ fakiko Kitamura and Jason Scott, “Toyota Forms Task Force on Rare Earth Metals Amid China Export
Ban Reports,” Bloomberg, September 28, 2010. Available at http://www.bloomberg.com/news/2010-09-
29/toyota-forms-team-on-rare-earth-metals-amid-china-export-ban-.html.
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accommodate Beijing’s growing demands. Although Japan’s heavy reliance on China
for imports of critical natural resources indispensable for the country’s manufactured
products, such as fuel-electronic cars, has increased the country’s vulnerability to
Beijing’s coercive economic statecraft, Tokyo has been diversifying sources of natural
resource supplies since the 2010 Senkaku boat incident.

Moreover, although Japanese export dependence on the U.S. market has been
decreasing since the end of the Cold War, the rate of decrease is relatively moderate
compared to South Korea. Also, although Japan’s investment in China has been
increasing partly due to shrinking domestic demand in Japan and a rising yen since the
early 1990s, the country’s investment in the EU and the U.S has recently begun
growing rapidly due to Japanese companies’ efforts to avoid the risk factors inherent in
increasing disputes between Tokyo and Beijing while diversifying their production
sites in an attempt to take advantage of the tariff benefits that come from the formation
of large regional markets (i.e., the EU and NAFTA markets). Given Tokyo’s recent
announcement that it will join the TPP, Japan’s efforts to diversify investment
destinations are expected to increase in the near future.

Japan’s economic prowess has often been regarded as an important asset for the
country in dealing with growing Beijing’s assertiveness; therefore, in studies analyzing
East Asian countries’ divergent responses toward China’s rise, Japan has often been
treated as an outlier case that should be regarded as a “lesser great power,” a
“secondary great power” or a “secondary state with huge economic prowess.”
However, few have examined how the economic luxury that Japan has been enjoying in

contrast to other regional countries has played out in Japan’s shifting strategic posture
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toward an ascending China in the post-Cold War world. Although more reliable
evidence from further research is needed, it seems that Japan’s economic power, which
is greater than that of other regional countries, has provided the country with more
room to maintain a balanced economic relationship with China even while expanding
economic ties. Although Japan’s growing exports to China in the early 2000s became
one important factor that boosted Japan’s economy from its decade-long stagnation,
even during that time Japanese export dependence on China remained relatively stable,
partly due to the steady increase in exports to developed countries.

As a result, unlike South Korea, whose economic destiny is very much tied to
bilateral economic relations with China, by maintaining a more symmetrical economic
relationship with China, Japan appears to have been enjoying more room for maneuver
in reacting to China’s rise and therefore has been freer than other regional countries to
make strategic decisions regarding China based on geopolitical calculations. In contrast
to the South Korean government, which has been forced to consider the possible impact
of its strategic decisions on its bilateral economic relationship with Beijing as well as
on Pyongyang’s reactions, Tokyo has been reacting to China’s growing assertiveness in
a more immediate and less ambiguous way. Indeed, while Tokyo has revised its
National Defense Program Guidelines four times since the first one was issued in 1976,
placing steadily growing emphasis on Beijing’s growing military provocations and
military modernization programs (the 2010 NDPG was only in effect for three years

165

while the previous ones have lasted more than a decade) >, Japan’s economic

185 Miller argues that the fact that the previous (2010) NDPG lasted for only three years “shows how
threatened Japan now feels by developments in the region (China’s rapidly expanding maritime activities in
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interdependence with China has remained balanced and relatively symmetric. Surely,
other factors such as changes in Japanese domestic politics, pressure from Washington,
and increasingly unfavorable Japanese views of China have played a facilitating role in
Japan’s decision to shift its strategic posture toward China away from accommodation
and closer toward balancing. And yet, although similar conditions have been noticed in
other regional countries, including South Korea, they do not appear to have had the
same impact on these countries’ strategic decisions regarding China. Although further
research is required to support these tentative conclusions, based on the differing
patterns of bilateral economic relationships with China between Japan and South
Korea, it seems that if the economic interdependence between Japan and China had
tilted in favor of the latter and away from the former, Japan would not have been able

to change its strategic stance toward China as much as it has in fact done.

the East China Sea).” J. Berkshire Miller, “Abe’s Gambit: Japan Reorients Its Defense Posture,” p. 56. But
Professor Mochizuki says that the fact that the Abe administration adopted the new NDPG only a few years
after the previous one has more to do with domestic political changes (i.e. the LDP retaking power from the
DPJ).
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Figure 32
Japanese Export Dependence on China and
Japan’s Changing Modes of Response toward a Rising China, 1990-2010
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Table 42
Japan’s Modes of Response toward China in the Post-Cold War Era
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attempts to change the
status quo by
coercion")

: Proactive pacifism

: Decision to increase
defense-related
expenditures for the first
time in 11 years

: Consideration of
possessing strike power
and amphibious
operation capabilities
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Summary

Compared to other countries in East Asia, Japan has shown the greatest strategic shift
toward a rising China, moving away from its long-held accommodation policy and
closer toward balancing by revising its Defense Guidelines with the United States and
its National Defense Program Outlines four times since 1995. Through these changes,
Tokyo has not only strengthened its alliance with the United States and broadened the
geographic scope of its national defense; it has also made the JSDF more compact and
mobile to respond swiftly to international and regional incidents. Therefore, Japan’s
possible role in contingencies in the “areas surrounding Japan” appears to have
expanded, and there is a rising possibility the country will become involved in future
regional contingencies, including contingencies involving Taiwan and mainland China.
Furthermore, Japan’s previous tendency to put its growing apprehension about China’s
military modernization programs and growing assertiveness in the region in oblique
terms has begun to fade away since the adoption of the 2005 NDPG.

Since Japan’s changing strategic posture toward China since the end of the Cold War
has been a reflection of the country’s effort to “normalize” its security policy, many
have pointed to such conditions as changes in Japan’s domestic politics, mounting
pressure from Washington, and a growing perception of a Chinese threat as important
determinants explaining Japan’s dramatic strategic shift regarding China. But similar
changes have occurred in other regional countries as well without bringing about
corresponding changes in their strategic alignment decisions regarding China. Japan

has shown the broadest scope of strategic shifts toward China while others, including



South Korea, have been stuck with a more limited scope of strategic changes in the face
of a rising China.

One major difference between Japan’s bilateral relationship with China and
South Korea’s bilateral relationship with China is that the former has remained
balanced and symmetric while the latter has become lopsided in favor of China.
Despite the complementarity between the two economies, Japan has been more
cautious when expanding economic ties with China; as a result, Japanese export
dependence on China has not increased as dramatically as South Korean export
dependence on China. Furthermore, given the relatively unchanging degree of Japan’s
dependence on exports for economic growth despite the three economic crises of the
post-Cold War era, Japan’s dependence on China for economic growth does not appear
to have increased as much as South Korea’s has. Given the balanced nature of the
economic interdependence between Japan and China and Japan’s increasing efforts to
diversify its export destinations and sources of natural resources, Japan appears to have
been enjoying more room for maneuver in coping with growing Chinese assertiveness
in the region. If Japan’s economic relationship with China had been as lopsided in
favor of China as South Korea’s, Japan would not have been able to choose from as
broad a range of strategic options as it has. Japan’s strategic shift would have been
more limited and similar to South Korea’s strategic responses toward China in the post-

Cold War era.
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CHAPTER 8

CONCLUSION

“It is better to recognize that we are in darkness than to pretend that we can see the light.”
- Hedley Bull, The Anarchical Society: A Study of Order in World Politics®

“I have come to the conclusion, after many years of sometimes sad experience, that you cannot come to

any conclusion at all.”
- Vita Sackville-West, In Your Garden Again

This concluding chapter is intended to carry out three tasks. In the first section, | lay
out the main argument of this study and then briefly reintroduce the key findings
derived from the previous chapters (Chapter 5, 6, and 7). In the next section, based on
the findings | have drawn from the cases of South Korea and Japan in the post-Cold
War era, | discuss the growing significance of the nature of economic interdependence
between secondary states and a rising great power when the former are called upon to
make strategic decisions regarding the latter. In the final section, | acknowledge the
limitations inherent in this study and suggest the direction of future research to further
develop its findings.
Reintroducing the Key Findings

| started this study aiming to answer the theoretical question why in the post-Cold War
era some secondary states tend to be more constrained than other secondary countries
in shifting their strategic stance regarding a rising regional great power whose
behavior toward its neighbors is becoming more assertive. That is, this study has

sought to shed light on the conditions under which a secondary state fails to alter its

! Hedley Bull, The Anarchical Society: A Study of Order in World Politics (New York: Columbia
University Press, 1995).
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strategic posture toward a growing regional power in the post-Cold War era despite its
increasing willingness to make a change. In searching for the answers, this study has
begun with the premise that there are two features that define the structure of the
international system in the post-Cold War era: power shift and globalization. In the
literature on smaller states’ alignment decisions in the post-Cold War era, two theories
based on structural realism—namely, balance-of-power and balance-of-threat
theories—are most frequently invoked; thus, the first feature, shifts in the balance of
power and the changes in conditions that they are assumed to cause (e.g., the rise of
uncertainty, changing threat perceptions) still constitute one of the most important
factors in explaining a country’s strategic decisions regarding an emerging great
power. However, changes in economic conditions occasioned by the “new” trend of
globalization since the end of the Cold War have rarely been brought into such
analyses of secondary countries’ alignment decisions. Although many IR scholars
have acknowledged that the growing economic ties across the two blocs that used to
oppose against each other during the Cold War will not only alter the way countries
calculate costs and benefits in making alignment decisions but will also drive
countries to reconfigure their alignment stance toward countries that used to be their
adversaries, few have done any systematic research into how changes in economic
relationships and the consequent transformation in the nature of economic
interdependence between countries may affect any given country’s alignment
decisions in the post-Cold War era.

Studies of smaller states’ alignment behaviors toward a rising great power are not

an exception to this gap in the literature. For instance, most studies on why there are
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divergent patterns among East Asian countries’ strategic behaviors toward a
reemerging China tend to place considerable emphasis on the different degree of
threat perception each country has regarding China. At the same time, seemingly
mitigating effects of the economic ties between China and East Asian countries on the
latter’s threat perceptions regarding the former are often mentioned in studies that deal
with various East Asian countries’ benign views of China in the post-Cold War world.
In order to go beyond presenting snapshot views of East Asian alignment behaviors in
the face of the rise of China and see how the changing bilateral economic relationships
between a rising China and smaller East Asian countries that have resulted from
intensified globalization since the end of the Cold War have been affecting the latter’s
alignment decisions regarding the former, this study focuses on two cases: South
Korea and Japan.

South Korea, the main case of this study, has been regarded as a showcase for the
theory that a secondary state tends to accommodate a rising great power. On the other
hand, Japan, the contrasting case to my main case of South Korea, has received
“special” treatment mainly due to its economic prowess, which is greater than that of
the other regional countries in East Asia. As many regional experts point out, South
Korea has been showing a limited scope of strategic shift toward an assertive China,
often oscillating between accommodation and hedging and showing no sign of moving
closer toward balancing, even though the bilateral relationship with China has hit a
nadir and South Korean public opinion on China has radically deteriorated since 2010,
when the Lee Myung Bak government failed to gain support from Beijing to directly

condemn North Korea in the United Nations for two tragic provocations by
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Pyongyang. But while Seoul has still been seeking to maintain a balanced approach
between China and the United States, irrespective of mounting concerns with regard to
increasingly assertive Chinese behaviors in the region, by the mid-1990s the Japanese
government had already discarded its long-held policy of accommodation with China
and reaffirmed its alliance with the U.S. as a hedge against China’s rise. Throughout
the process of overhauling the country’s National Defense Program Guidelines, which
have undergone four revisions since 1994, Tokyo has become more forthright in
pointing to China as a threat to its national security and has incrementally expanded its
role in its own defense as well as in regional contingencies, including a possible
Taiwan conflict. Since the adoption of the 2010 NDPG that introduced the new
concept of a “Dynamic Defense Force,” Japan has been moving closer toward
balancing against China’s rise. That is, while Seoul has been showing a delayed
response to China’s rise and not been able to move toward balancing even though
South Koreans increasingly perceive China as a threat, Tokyo has chosen a broader
scope of strategic shift, first from accommodation to hedging and more recently
edging toward balancing, make it the fastest to respond among East Asian countries to
a rising China’s assertive actions.

Japan and South Korea share several important features that can be controlled for
in order to examine the effects on their strategic decisions regarding China of the
evolving nature of each country’s economic interdependence with China. But when it
comes to their bilateral economic relationships with China, they present divergent
patterns. While the rapid expansion of economic ties between China and South Korea

has tilted the bilateral economic relationship in favor of China and away from South
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Korea, thus making the latter increasingly dependent on the former for its economic
growth, the dramatic growth in economic transactions between Japan and China has
not driven the former to be heavily dependent on the latter for economic growth. As a
result, Japan’s economic relationship with China has remained balanced and rather
symmetric compared to South Korea’s. Since South Korea is the main case of this
study, I started by tracing South Korea’s China policy during the Cold War and found
some important clues that show the significance of Seoul’s increasing economic
interests in China even before the end of the Cold War. In examining the limited scope
of South Korea’s strategic shift in the face of China’s rise in the post-Cold War era, |
have connected the dots between South Korea’s changing stance toward China and the
country’s growing economic dependence on China. And while briefly reviewing
Japan’s changing China policy since the Cold War time, I have followed the same
steps in examining Japan’s broader scope of strategic shift toward an ascending China
and comparing it with South Korea’s more constrained strategic shift toward China.

In performing these case studies on South Korea’s and Japan’s changing China
strategies, | have made several key findings that support the main argument of this
study that the effects of a threat posed by a rising great power on a secondary
country’s strategic posture toward it are weakened to the extent that the economic
interdependence between them is asymmetric in favor of the emerging great power.
Below are the key findings that I have drawn from the previous chapters.

1. Although during the Cold War secondary states showed a strong tendency to

choose such extreme strategies as balancing and bandwagoning, mainly

because of the structural rigidity inherent in bipolarity and the resultant lack of
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options for partners in security and economics, in the post-Cold War era
secondary states are more inclined to choose intermediate strategies such as
accommodation and hedging toward a rising great power as a result of
globalization and the removal of the bipolar structure. That is, as the two
formerly opposing blocs have started engaging with each other by expanding
their trading ties and the disintegration of the Soviet Union has undermined the
principal rationale for the alliance with the United States, many countries have
moved away from extreme strategies. With the South Korean government’s
growing commercial interest in China, which was encouraged by Korean big
business groups in the early 1980s, South Korea began to accommodate
Beijing even before the end of the Cold War, accomplished diplomatic
normalization with it in 1992 and has dramatically improved their bilateral
economic relationship ever since (Chapter 1 and 5).

. As the rigid structure that overshadowed the international system began to
crumble in the region with the accomplishment of the Sino-American
rapprochement in 1972, the Park Chung Hee administration began to reach out
to Beijing, moving from its decade-old policy of containment of China. As
many have noted, a growing fear of abandonment by the United States
following the announcement of the “Nixon Doctrine” in 1969 and increasing
provocations by Pyongyang in the late 1960s elevated Seoul’s insecurity to the
point that the Park government decided to make peaceful overtures toward
Beijing and Pyongyang. However, Seoul had economic motives as well. As

economic growth slowed down due to a combination of domestic and
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international conditions adverse to the South Korean economy (i.e., the 1973
Arab oil embargo, the collapse of the Bretton Woods system, growing
protectionism in developed countries, a decrease in U.S. development aid, and
a rising number of labor strikes at home), the South Korean government
wanted to improve relations with socialist countries that it considered not
“hostile” in the belief that trading with them could help it solve some of the
economic difficulties it was facing in the 1970s. Despite Beijing’s one-Korea
policy that led it to rebuff Seoul’s peaceful overtures and to conduct
preemptive diplomacy toward North Korea to allay Pyongyang’s anxieties
regarding the Sino-American reconciliation, the Park administration not only
amended Article 2 of its foreign-trade law to permit trade with Communist
countries, including China (but excepting North Korea and Cuba); it also
continued to show its peaceful intentions to open the country to China
(Chapter 5).

The South Korean government’s effort to engage China in the economic arena
first continued throughout the terms of Presidents Chun Doo Hwan and Roh
Tae Woo. Despite the rapid decline in South Korea’s fear of abandonment by
the U.S. and its growing realization that Beijing was less willing and able to
deter Pyongyang’s adventurism than previously thought, the South Korean
government persisted in its effort to expand economic ties with China. As the
great potential for trade between the two economies began to materialize in the
early 1980s, with China exporting labor-intensive manufactured products and

primary products to South Korea, and South Korea exporting capital-intensive
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and high-technology products to China, the Chun government’s push to
improve its economic relationship with China received a further boost. Three
macroeconomic measures adopted by the Chun government immediately after
the debt crisis (trade liberalization, technological upgrading, and financial
liberalization) had the effect of increasing bilateral trade between China and
South Korea. Furthermore, as the South Korean business community’s interest
in advancing into the Chinese market grew, several influential chairmen of the
South Korean conglomerates played a critical role as a communication channel
between Seoul and Beijing in the former’s pursuit of diplomatic normalization
with China (Chapter 5).

From the end of the Cold War until the mid-2000s, Seoul maintained its policy
of accommaodation with China. For example, the conservative Kim Young Sam
government welcomed and accommodated China’s reemergence in the region
despite Beijing’s lack of willingness and capability to resolve the first nuclear
crisis in the Korean peninsula. Moreover, while other regional countries, such
as the ASEAN countries and Japan, strongly protested Beijing’s missile tests
in the waters near Taiwan in 1995-96 and were moving toward hedging against
China’s growing assertiveness, Seoul shied away from making any official
statements against China’s provocations in the Taiwan Strait or in support of
Washington’s “aircraft carrier diplomacy.” Although there was a concern
especially among military circles that China’s rise could have a negative
impact on Seoul’s plan to expedite unification by absorbing the North, the Kim

Young Sam administration’s master plan to globalize the country in every area
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(the so-called “segyehwa” plan) drove the country a lot closer to China.
Alongside the Kim Young Sam government’s globalization policy, the
complementary structures of the bilateral trade between the two countries
brought the two economies closer, so trade interdependence between South
Korea and China dramatically surged, while South Korea’s trade dependence
on the United States gradually declined. Surging exports to China and the rush
by small- and medium-sized South Korean firms to penetrate China in order to
exploit low production costs there helped the Kim Young Sam government to
achieve the two simultaneous goals of upgrading product lines and
diversifying export markets, two goals which were a major part of the
government’s globalization plan in economics (Chapter 6).

South Korea’s accommodation with China’s rise peaked during the two
progressive administrations. Throughout the period 1998-2004, Seoul and
Beijing had maintained parallel positions on almost every regional issue,
including the North Korean nuclear weapons problem, the creation of the
Asian Monetary Fund, strategic initiatives led by Washington (i.e., the TMD
program and the PSI), and the Japanese prime minister’s visit to the Yasukuni
shrine. Despite China’s dramatically rising capabilities, which some regional
countries perceived as a threat, due in large part to the convergent interests
between the two countries in economics and security, Seoul continued to
accommodate China’s rising demands, until 2004 when Beijing’s Northeast
History Project alarmed South Koreans. While South Korea was

accommodating a more powerful China, economic interdependence between
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7.

the two countries began to tip in favor of the latter and away from the former,
intensively increasing South Korean export dependence on China and thereby
augmenting South Korea’s dependence on China for the country’s economic
growth (Chapter 6).

Despite outside observers’ growing concerns that Seoul had been tilting
toward Beijing and drifting away from Washington, during the latter half of
the Roh Moo Hyun administration South Korea began to move away from its
decade-old accommodation policy and closer toward hedging. The growth
rates of South Korean exports to China began to decline during the five-year
term of President Roh Moo Hyun, thereby decreasing South Korea’s trade
dependence on China. Although the South Korean public’s views of China
sharply deteriorated after the 2004 eruption of the history dispute over
Koguryo, and also despite the Roh government’s growing concern with regard
to Beijing’s economic dominance of North Korea, Seoul could not move closer
toward balancing and stopped at hedging. Although in 2006 President Roh
Moo Hyun pressed ahead with an FTA with the U.S. and made it one of his
administration’s top priorities, since he regarded the KORUS FTA as a
counterforce to China’s increasing economic influence over South Korea’s
economy, there were few noticeable changes in the country’s Defense White
paper or Diplomatic White Paper that dealt with China (Chapter 6).

With the inauguration of President Lee Myung Bak in 2008, Seoul showed its
increasing willingness to strengthen its alliance with Washington, treating this

as a priority. However, in the economic realm, with the 2008 outbreak of the
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global financial crisis, China regained its position as South Korea’s most
important source of economic growth, since domestic demand in the United
States was faltering. Indeed, despite the moderate decline of South Korean
export dependence on China market, the country’s trade surplus with China
dramatically increased in 2009-10 and played a major role in sustaining South
Korea’s economic growth after the 2008 global financial crisis. Thus, although
Seoul beefed up its security ties with the U.S. to the highest level since the end
of the Cold War, especially after the tragic incidents provoked by Pyongyang
(the Cheonan sinking and the Yeonpyong artillery attack), and proceeded with
military exercises in the Yellow Sea over Beijing’s protests, it did not alter its
strategic stance from hedging toward balancing against China’s assertiveness.
In spite of growing demands from the South Korean public that the country
join U.S.-led strategic initiatives intended to balance against China’s rising
military capability, the Lee government did not move toward balancing. Other
than the decision to participate in the U.S.-led PSI, there were few signs of
strategic shifts in the country’s military doctrines. Moreover, with China’s
comeback serving as a good shield for South Korea against the recent financial
crisis, there were growing voices among the elites arguing that the country had
to push for an immediate resumption of bilateral talks with the Chinese over an
FTA, which would have the effect of cancelling out the KORUS FTA’s
influence as a counterforce to China’s growing economic influence in South
Korea. With the intensification of South Korea’s economic dependence on

China leading to a growing economic stake in maintaining a friendly bilateral
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relationship with China, the voices within business circles (especially the
chaebols) supporting the rapid conclusion of an FTA between South Korea and
China have become even louder since the mid-2000s, when the history dispute
with China led to a sharp deterioration in South Korean public opinion
regarding China. These voices may have put additional pressure on the South
Korean government to dissuade it from moving closer toward balancing after
the two tragic incidents of 2010 (Chapter 6).

. Although Japan’s trade ties with China dramatically increased after the end of
the Cold War, Japan’s economic interdependence with China has remained
symmetric and balanced, partly due to Japan’s larger domestic market and
cautious approach to investing in China. Therefore, since the Japanese
government was less concerned about possible negative effects on its
economic relationship with China from changing its strategic posture toward a
rising China than the South Korean government was, Tokyo has shifted its
strategic stance toward China from accommodation to hedging and has
recently begun moving closer toward balancing against China’s rise (Chapter
7).

In both South Korea and Japan, growing economic interests in China,
particularly after Beijing adopted its “Open-Door” policy in 1979, played an
important role in changing each country’s strategic stance toward China from
containment to accommodation, although Japan had never been fully
incorporated into Washington’s containment plan during the Cold War. And as

structural constraints imposed by the rigid bipolar structure of the Cold War
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were removed in the region, economic ties between South Korea and Japan on
the one hand and China on the other have dramatically expanded, so much so
that economic calculations have come to play a significant role in both
countries’ strategic decision-making regarding China, albeit to different
degrees. In the case of South Korea, as the country’s dependence on China for
economic growth has grown so much that its trade surplus with China
constitutes a major part of its total world trade surplus, at the same time that
the country’s dependence on exports for economic growth has also intensified,
both conservative and progressive South Korean governments have been very
cautious about changing their strategic posture toward a rising China. Seoul
has been greatly concerned over how its strategic decisions might affect its
profitable economic relationship with China, especially when it comes to
participating in Washington’s regional initiatives that Beijing considers to be
intended to contain China’s rise. When Beijing’s “comrade relationship” with
Pyongyang is added into the equation, Seoul has opted for a limited scope of
strategic shift, and is still oscillating between accommodation and hedging. By
contrast, boosted by changes in domestic politics and growing support from
the Japanese public for “normalizing” its security policy and being less
constrained by its balanced economic relationship with China, Japan has been
reacting to China’s assertive actions more quickly and directly than South
Korea by reaffirming its security ties with Washington and revising its military
doctrines several times. In sum, the moderating effect of economic

interdependence between a secondary state and a rising great power on the
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former’s alignment decisions with regard to the latter has been greater in South
Korea than in Japan because of the highly lopsided economic relationship
between South Korea and China; thus, Japan has been responding to China’s
rise much as balance of threat theory would predict, while South Korea has not
(Chapter 6 and 7).
Revisiting Alignment Theories
Two alignment theories—Dbalance-of-power (BOP) and balance-of-threat (BOT)
theories—have provided the major theoretical framework for analyzing a country’s
strategic alignment in times of shifting power. Although many realists have agreed
that great powers are very much inclined to balance against a rising great power, they
have diverged on how secondary states tend to react. Whereas offensive realists
predict that smaller states will bandwagon on the back of the rising great power,
mostly due to their weak military capabilities vis-a-vis the ascending great power,
many defensive realists argue that non-great powers are more likely to balance against
the rising great power. However, as seen in our examination of the cases of South
Korea and Japan in the post-Cold War era, most of the time, these two secondary
countries have opted for intermediate alignment strategies (accommodation and
hedging) against a rising China instead of choosing to either balance or bandwagon.
Furthermore, there have been significant differences in the scope of their strategic
shifts in the face of a reemerging China.
In fact, on the basis of the two alignment theories founded on structural realism
(BOP and BOT), it would be hard to explain, let alone predict, the two Northeast

Asian Countries’ strategic behaviors toward China in the post-Cold War era. Given
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that the two theories were constructed during the Cold War, when economic ties
between countries was a lot looser than in the post-Cold War era, it is understandable
that they attempt to explain states’ alignment decisions based on security variables
such as military capability and threat while dismissing economics. However, the
structural conditions under which countries react to each other have changed since the
end of the Cold War. International economic integration brought about by the force of
globalization since the early 1990s is one of the features that define the international
system in the post-Cold War era. East Asia is one region where strong economic
interdependence between countries has developed rapidly and intensively.

As economic interdependence with China has grown to the point that there is no
turning back, South Korea and Japan have shown a tendency to take into account the
possible effects on their economic relationship with China of their alignment decisions
about it, although they have done so to differing degrees. Depending on the nature of
the economic interdependence each country has developed with China, the extent to
which it is able to shift its strategic stance in the face of China’s growing assertiveness
is different. That is, while Japan has opted for a broader scope of strategic shift and
has reacted to China’s rise more promptly, South Korea has showed a limited scope of
strategic shift, moving back and forth between accommodation and hedging.

As we have seen in the cases of South Korea and Japan, it is undeniable that the
threat posed by a rising great power has a considerable impact on a smaller state’s
alignment decisions with regard to it. And yet, depending on the nature of the
economic interdependence between the ascending great power and the secondary

state, the effects of threatening behavior by the rising great power on the secondary
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country’s alignment behavior may be either amplified or moderated. That is, in the
case of South Korea, the impact on the country’s alignment decisions of an
increasingly assertive China is weakened to the extent that the economic
interdependence between the two countries is tilted in favor of China and away from
South Korea.

At the moment this is being written, economic ties between countries are
developing and deepening everywhere in the world. When the conditions under which
countries deal with each other are changing, IR theories that are solely intended to
explain the evolving relationships between countries need to be changed accordingly.
This is one important way International Relations survives as a field of study—by
linking theory with real life. Therefore, if we give greater weight to the burgeoning
economic interdependence between countries and add this factor to studies of
countries’ alignment behaviors, the alignment theories will not only be more fully
enriched; they will also have a greater capacity to explain and predict countries’
strategic alignment behaviors in times of shifting power.

Acknowledging the Limitations of the Study and
Opening to Future Research
This dissertation is a preliminary research project on why secondary states are more
likely to choose intermediate strategies instead of extreme strategies in the face of a
rising great power in the post-Cold War era and why some secondary states opt for a
limited scope of strategic shift when the threat posed by a growing great power is
increasing while others choose a broader range of strategic shift toward the newly

assertive great power. Instead of choosing multiple cases to generalize the findings,
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this study has focused on only two cases, South Korea and Japan, paying more
attention to the former case than the latter, mostly for feasibility reasons. These two
countries, which share many important features, have shown a divergent pattern in
reacting to China’s rise since the end of the Cold War, particularly in terms of the
extent to which they are willing and able to shift their alignment posture toward a
reemergent China. | have studied these two countries in detail as examples of the two
main research questions cited above. With regard to the first research question, by
focusing on the two cases and delving into the case of South Korea in detail, | have
attempted to show in this study that on the basis of both economic and strategic
calculations, secondary countries changed their strategic stance toward their great
power adversaries even during the Cold War instead of passively following in the
footsteps of their great power security partners. Moreover, partly because of stronger
economic ties with the rising great power, which the secondary powers must take into
account in their decision-making on how to deal with it, the secondary countries are
more likely to choose intermediate strategies in the post-Cold War era, when
globalization is the defining feature, than they were during the Cold War era, when
international economic integration was looser. On the second question, this study has
endeavored to show that when secondary countries make alignment decisions about a
growing great power, the significance of the economic interests that they have in the
rising great power (which has been providing them with cheap production sites and
profitable markets) has been increasing in the post-Cold War era, primarily due to the
rapid spread of globalization. These economic concerns are so powerful in the case of

South Korea that its economic interdependence with an ascendant China has become
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highly tilted in China’s favor. In such cases, the secondary power is more likely to be
constrained in changing its strategic posture toward the assertive rising power than in
a case like that of Japan, a secondary state that has maintained a balanced economic
relationship with the rising great power. Therefore, this study suggests that despite the
increasing threat posed by a rising China, the secondary countries of East Asia—for
example, South Korea, Vietnam and the Philippines—will become more reluctant to
engage in forthright balancing at the expense of the potential economic rewards to be
reaped by maintaining a favorable economic relationship with China. This tendency
becomes ever stronger the more each country’s economic destiny becomes tied to
trading with China. However, if China becomes less of a key contributor to these
countries’ economic growth, the story will be different.

By tracing the history of the two countries’ changing and divergent strategic
patterns toward a rising China in the post-Cold War era, this study has attempted to
present the effects of economic interdependence between a secondary state and a
rising great power that moderate the effects of the threat posed by the emerging great
power on the secondary country’s alignment decisions. In so doing, this study has
tried to bridge the fields of international political economy and international security
to further our understanding of smaller states’ strategic behaviors in times of shifting
power.

However, there are at least three limitations that need to be overcome for fuller
understanding of secondary countries’ strategic decisions about a rising great power.
First, since the two major research questions raised in this study are about why

secondary countries react to a rising great power as they do, answers related to how
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questions have not received as much attention as they should have. That is, since this
study has paid most of its attention to analyzing why and under what conditions some
smaller states are likely to be more constrained than others in shifting their strategic
stance toward a growing great power, the tentative conclusions | have drawn are
contextual rather than concrete.” To develop further understanding of how economic
interdependence between a smaller state and an emerging great power moderates (or
amplifies) the effects of the threat posed by the rising great power on the smaller
state’s alignment decisions, it is also advisable to include in future studies domestic
processes within the secondary state that lead the economic ties with the growing great
power to play a role in the secondary power’s decision-making processes. That is,
changes in the domestic conditions of the secondary country that have been brought
about by the expansion of the bilateral economic relationship with the rising great
power—such as evolving public opinion about the growing great power and the
growth in private business interests in the evolving great power—should be included
in future studies of secondary countries’ alignment decisions in the post-Cold War era.

The second issue with this study is related to measurement. The way this study
measures the nature of economic interdependence is one-dimensional, focusing only
on the degree of symmetry. However, the extent to which the economic relationship
between countries is symmetric does not necessarily tell us how deep the bilateral

economic ties are. If a measurement of the depth of such ties is added, the effects of

2) personally thank Professor Mike M. Mochizuki for raising this point while we were having a discussion
on this study.
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more types of economic relationships can be added to the study of various countries’
alignment strategies. For example, one could examine the Sino-American economic
relationship as a representative case of a symmetric and deep bilateral economic
relationship, in contrast to the Sino-South Korean economic relationship, which is a
representative case of an asymmetric but deep bilateral economic relationship.
Measuring economic interdependence with two dimensions (symmetry and depth) will
help the researcher lay out a more detailed framework on how economic ties affect a
country’s alignment decisions.’

Third, more cases need to be studied to test whether the analytical framework
constructed in this study is applicable across cases. The two countries examined in this
study are from the same region of Northeast Asia, where economic integration has
proceeded more intensively and more rapidly than in any other region. In order to
improve the possibility of generalizing my key findings, more secondary countries
from the same region and other regions should be included in future studies. If future
research on secondary countries’ alignment behaviors in times of shifting power starts

by acknowledging this study’s limitations and then builds on its findings, theoretical

credibility and applicability to the real policy world will be much enhanced.

% | would like to thank Professor Scott Kastner for raising this issue when we had a talk about this study.
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