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FOREWORD

China’s economic, political, and military growth has altered the global balance of power. This growth has
engendered mixed feelings in Europe and America: Some view China’s rising influence as an opportunity for
engagement and partnership; others see it as worrisome competition or a potential threat. There has been
considerable confusion in the West about China’s strategic intentions in various fields including defense, trade,
energy and environmental policy. At the same time, the United States and the European Union are confronted
with the necessity to rethink their own previously dominant roles in international affairs. China faces its own
challenges managing relations with the United States, Europe and the international community while seeking
to ensure stability and sustainable development within its own borders.

Many have described the U.S.-China relationship as the most important bilateral relationship of the 21st
century- and it is. Itis time that one of the most important trilateral relationships - one that includes Europe -
be recognized and understood as well. It is essential to build relationships and mutual understanding between
the three powers, but a regularized and serious Track 2 policy- and confidence-building exercise is needed.

It was for these reasons that the EastWest Institute (EWI) and the China Institute of International Studies
(CIIS) developed the “Trialogue21” initiative in 2006. Trialogue21 provides an opportunity for focused Track
2 trilateral discussions and debate among leaders from government, business, academia and civil society that
seeks to build trust and foster new modes of cooperation that will benefit the global community as a whole.
EWI and CIIS’s links to those who decide on and influence policies in the U.S., Europe and China have put us
in a good position to make a difference.

The first cycle of this initiative helped leaders from China, the U.S. and Europe better understand each
other’s views on several issues detailed in this report, including China’s development, counterterrorism, military
cooperation, energy security, management of the effects of globalization, and responses to the global financial
crisis. The next cycle, due to begin in Brussels in November 2009, will build on this common understanding
and develop concrete measures the three parties can take to ensure the stability of global energy supplies, man-
age the effects of climate change, work towards regional security in Africa, and address a number of pressing
security concerns. Admittedly, there are areas and issues we continue to see from different perspectives. But
globalization means interdependence; China, the United States and Europe ignore that at their peril.

We are grateful for the efforts of the EWI and CIIS staff who have contributed to the success of the first three
Trialogue21 meetings. From EWI, we thank Toni Mickiewicz, Benjamin Sturtewagen and Stephen Tankel who
prepared the first meeting; Piin-Fen Kok for her role in organizing the second and third meetings; and Michele
Miranda, Allison Doenges and Sarah Terry for providing logistical and administrative support. CIIS staffers
Yang Yi, Guo Binhong and Li Minjie have also proven integral to the process. Also invaluable are our generous
donors, especially Kathryn Davis, H.E. Gilbert Chagoury, Thor Bjorgolfsson and the Marshall Bennett Estate
Trust, without whom the Trialogue21 process would not be possible.

John Edwin Mroz Ambassador Ma Zhengang Ambassador Ortwin Hennig
President and CEO, President, China Institute of Former Vice President and
EastWest Institute International Studies Head of the Conflict Prevention

Member of the Board of Directors, = Program, EastWest Institute
EastWest Institute



EXECUTIVE SUMMARY

From 2006 to 2008, the EastWest Institute (EWI) and the China Institute of International Studies (CIIS) co-
organized the first three annual discussions of the Trialogue21 initiative — an off-the-record process involving public
and private sector leaders from China, the United States and Europe. The meetings, which were held in Berlin
(December 2006), Beijing (November 2007), and Washington, D.C. (December 2008), served as an annual review
of relations among the three powers and addressed a wide range of common domestic and foreign policy concerns.

This report summarizes the key outcomes of the discussions during the three meetings. Despite the divergent
strategic perceptions and priorities of China, the United States, and Europe, one general conclusion was that all
three sides have a significant role to play in addressing a broad range of common challenges, including weapons of
mass destruction, terrorism, violent extremism, and energy and environmental security. At the same time, while
the United States and the European Union expect and want China to play an increasingly important role in tackling
global problems, they are also worried about its growing influence. All three sides need to be honest about their
expectations and perceptions of one another in order to address this “engagement paradox” and cooperate more
effectively.

Specific recommendations were also developed for how the three powers can work together and with the inter-
national community in the following areas:

B Peace and security cooperation: This includes police and military cooperation to counter terrorism and violent
extremism along with greater attention to longer-term security concerns such as the environment, the global
economy, and the management of conflicts over natural resources.

m Security of African resources: All three parties have an interest in Africa’s natural resources. Opportunities
for cooperation include infrastructure development and economic reconstruction, coordination of Official
Development Assistance (ODA) policies, and Chinese engagement in visible public-private partnerships to
counter perceptions of its role in Africa.

m Energy security cooperation: Appropriate international or bilateral mechanisms are needed for greater policy
coordination among energy-producer, -consumer and -transit countries, and for ad hoc emergency responses
to energy market fluctuations. Stronger public-private partnerships and tax incentives are needed encourage
clean energy technologies.

m Managing the effects of globalization: A China-U.S.-EU trilateral strategic economic dialogue was suggested
to help build trust and manage backlash against globalization. Since countries and regions now have to deal
with similar issues such as social safety nets, port and airport security, environmental sustainability, and cross-
border trade, governments and other stakeholders should coordinate and develop best practices for managing
these challenges. Shared surveys on local perceptions toward globalization and its effects would facilitate more
effective policy coordination to manage those effects.

B Responding to the global financial crisis: Financial sector reform should address financial rules and procedures
in addition to institutions. Sustainable economic development measures over the immediate and medium
terms can address a broad range of areas, including credit flow, the international tax regime, and assistance to
less developed regions. The role of bilateral preferential trade agreements should be reassessed to ensure that
the multilateral free trade system is not compromised. Especially during a financial crisis, private philanthropy
can complement official development efforts.

Besides providing these policy recommendations, Trialogue21 evolved into an early warning mechanism for prob-
able future scenarios and common challenges. Moving forward, the key is how China, the United States and Europe
can coordinate responses to address such potential developments in a timely manner.

Equally significantly, the discussions served to address, clarify and even change perceptions and misperceptions
among the participating regions on several fronts. For example, China’s international energy activities and its stra-
tegic intentions were extensively discussed, with the Chinese participants taking pains to explain China’s “peaceful
development” and the challenges it still faces. While the Chinese sought greater understanding from their Western
counterparts about their culture, history, and concerns over territorial integrity, the American and European par-
ticipants pointed to the need for China to reconcile its different identities as a fast developing country in economic
terms and an emerging power in political and military terms.

Meanwhile, the European participants sought to explain the difficulties of the EU in forming a single foreign or



security policy due to the overriding national interests of its member states. And participants were interested in the
future direction of American foreign policy, including the U.S. response to an increasingly multipolar world, the way
forward in areas such as Iraq, and the new policy priorities under the Obama administration and its management
of the financial crisis.

Over time, there was a gradual but discernible shift in the language and mentality of the participants in the discus-
sions — from the “us versus them” approach to a focus on how all three sides could collectively address the myriad
common challenges they face. There was a recognition of the value of the China-U.S.-Europe trilateral relationship
in coordinating responses to transnational challenges such as regional security concerns, proliferation of weapons of
mass destruction, climate change, and the global financial crisis - all of which require multilateral cooperation.

A note of caution was also sounded about keeping expectations in check: Misperceptions among the three parties
will persevere. It is therefore important to maintain the will and appropriate mechanisms for continued trust-
building and dialogue. Participants also agreed that it was important to systematically incorporate aspects of the
Trialogue21 discussions in their dialogues with other partners, and to convey the messages from these discussions to
policymakers and public opinion leaders.






Introduction

In 2006, the EastWest Institute (EWI) and the
China Institute of International Studies (CIIS) launched
Trialogue21 - a high-level, off-the-record dialogue proc-
ess among government and non-government leaders
from China, the United States and Europe. Created
in response to the shifting global realities of the 21st
century, this endeavor seeks to use quiet dialogue to
clarify perceptions, build trust and identify areas of
cooperation among today’s most important global ac-
tors. Annual Trialogue21 meetings rotate among cities
in the three participating regions and are attended by
representatives from government, academia, business,
the media and civil society. The Chinese, American
and European delegations were led by CIIS President,
Ambassador Ma Zhengang; EWI President and CEO
John Edwin Mroz; and EWI Vice President and Head
of the Conflict Prevention Program, Ambassador Ortwin
Hennig. Participants have included current and former
representatives of the Chinese Ministry of Foreign
Affairs, the Directorate General for External Relations
at the European Commission, the European Council
Secretariat, national European governments, the U.S.
government, major think tanks and universities, com-
panies, foundations, civic organizations, and media
organizations. All meetings are conducted under the
Chatham House Rule.

The agendas for the first three annual meetings were
as follows:

m 2006 (Berlin): Perceptions and key strategic fault-
line issues; energy and global resource cooperation;
combating violent extremism and maintaining
global security.

®m 2007 (Beijing): Energy security; rethinking glo-
balization; security in the Persian Gulf and Horn of
Africa; China’s development and its relations with
the United States and the EU.

®m 2008 (Washington, DC): China-U.S.-Europe rela-
tions - continuity and change; what can be collec-
tively done to strengthen international peace and
security; China’s opportunities and challenges - 30
years of opening up and reform; special session on
“moving forward with global efforts to develop the
world economy.”

The Trialogue21 discussions have not occurred in a
vacuum. Much of what was addressed has links to other
EWTI and CIIS initiatives, including their joint China-U.S.
High-Level Security Dialogue, and EWT’s global efforts
on weapons of mass destruction and the stabilization of
Afghanistan.

Rather than provide a chronological account of the

proceedings over the three meetings, this report sum-
marizes the discussions and recommendations under
two general categories: strategic issues and economic
issues. This categorization allows for reflections on the
continuity in themes over the three years.

Strategic Issues
China-U.S.-Europe Relations

Key Policy Recommendations

m Despite divergent strategic perceptions and priori-
ties between China, Europe and the United States,
joint action is needed to effectively address com-
mon concerns such as the proliferation of weapons
of mass destruction, terrorism, violent extremism,
cyber terrorism, massive refugee movements, food
security, and energy and environmental security.

m Participate in honest discussions about mutual
expectations and perceptions in order to address
the “engagement paradox” with regard to China:
while the United States and the EU ask China to
be an active global player and to take on more
responsibility, they are also increasingly nervous
about China’s growing influence.

m Shift the China-EU relationship from a primarily
commercial focus to a strategic one by defining a
roadmap for China-EU relations and undertak-
ing a series of reciprocal steps to manage their
relationship.

Perceptions and Key Strategic Fault Lines

The Trialogue21 process started with a frank discus-
sion about Chinese, American and European percep-
tions of strategic issues and how these perceptions affect
each region’s priorities and approaches. It was easy to
agree on the common threats that all parties face but
more difficult to agree on common tactics to address
these issues. Much of this discord stems from the fact
that each of the three entities views these threats with
varying degrees of urgency. For example, a recurring
theme was China’s need for stable political and eco-
nomic relationships abroad, especially with regard to
energy security, in order to allow its continued peaceful
development. Some U.S. and European participants
also sought clarification of the Chinese concept of a har-
monious world based on common security. They wanted
to know how the Chinese balance their respect for the
sovereignty of other countries with their obligation to
uphold internationally recognized human rights, which



some states clearly violate.

Another observation was that while China, the United
States and Europe all claim to subscribe to similar val-
ues such as democracy, human rights and freedom, they
perceive and define these values differently, and conse-
quently do not agree on how best to promote them.

Early in the Trialogue21 process, Europe was per-
ceived as relying too much on soft power, in part because
it lacked the military capacity of the United States. The
United States was perceived as focusing too much on hard
power, and China was described as too “obscure” about
its intentions. Other underlying assumptions about
how each side views the others were put on the table.
For example, an American participant observed that his
countrymen assume Europeans can be trusted because
they are “Western,” making it difficult to revise thinking
about traditional alliances and global interdependence.
Many outside the United States incorrectly assume that
American perceptions are influenced entirely by their
media, when, in fact, public opinion is influenced in its
worldview by a broad array of factors. And while the
West perceives China’s fixation on internal stability to be
based on concern over the future of Chinese Communist
Party rule, the Chinese believe that internal stability is
inextricably linked to national unity. It is that link be-
tween internal stability and national unity, contended a
Chinese participant, which makes China so concerned
about the Taiwan issue.

Ultimately, participants agreed that it is premature
to expect the three sides to share a common vision and
unrealistic to believe the three will reach accord on every
issue. But by focusing on areas where needs and visions
overlap, and by building trust through additional meet-
ings and continued interaction, the three entities may
identify new areas of common interest. The increasing
number of concerns shared by the three actors demands
cooperation and a new, post-partisan thinking on all
sides. Because of this confluence of interests, partici-
pants agreed, all three powers must develop a framework
for continued dialogue at all levels that is based on trust,
confidence and an acceptance of cultural differences,
instead of on political ideology or Cold War thinking.
Participants also noted that the onset of the global fi-
nancial crisis in 2008 has made the China-U.S.-Europe
relationship less ideological for the simple reason that
all three powers recognize the need to work together to
resolve the crisis.

Trilateral Relations

From the outset, Trialogue21 participants agreed
on two major assumptions: First, the world is likely to
be truly multipolar in 20 years. Second, the U.S. will
almost certainly continue as an intellectual, economic,

and military leader. But both China and Europe are
increasingly looking outward, with China rising and
Europe evolving. While some Americans still believe in
a unipolar world, there is no doubt that global issues
such as climate change must be addressed through mul-
tilateral cooperation. And China is certainly needed for
this new international system. Mutual understanding
and stronger relationships are essential, but a serious
dialogue among the three powers has not taken place.

The China-U.S.-Europe trilateral relationship was
deemed mutually beneficial, politically necessary and
strategically significant. Still, there is considerable con-
fusion in the West about China’s strategic intentions in
various fields, including defense, trade, energy, and the
environment. Thus, we have an “engagement paradox
on the part of the United States and the EU: Both ask
Beijing to be an active global player that takes on more
responsibility, yet they are also increasingly worried
about China’s growing influence. This paradox needs to
be addressed if China is expected to play a larger global
role.

Several Chinese participants took pains to empha-
size China’s “peaceful development” and interest in
cooperation, not competition, with its international
partners. They noted that China’s continued economic
growth is vital to the United States and Europe, and to
China’s internal stability. In fact, it was argued, China
had neither the ambition nor the capacity to domi-
nate the world stage, and the future might not lead to
a “China century” but to an “Asian century” centered
around the development of China, India and other Asian
countries. Chinese participants urged the United States
and Europe to better understand the developmental
challenges that their country still faces after 30 years of
economic reform and liberalization, China’s history and
culture, and its concerns over its territorial integrity and
sovereignty in areas such as Tibet and Xinjiang. One
Chinese participant commented that, despite enhanced
international cooperation, China still does not feel the
United States and the EU understand those issues. The
continued controversy over the role of the Dalai Lama is
just one example of this.

As American and European participants emphasized,
China needs to reconcile its competing identities: as a
developing country in economic terms; a permanent
member of the United Nations Security Council; and a
growing power with substantial military capabilities and
a space program. China also needs to realize that the
American and European governments must take into ac-
count public opinion at home, which means they need
China’s help selling their case about the importance of
nurturing strong ties with China. Some participants sug-
gested that China should develop a stronger presence
in the global media, or develop a global media network,
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in order to express Chinese views and improve under-
standing of China’s international relations. However,
others suggested that this could not happen until cred-
ible investigative journalism exists in China.

Bilateral Relations

The discussions highlighted the differences between
the China-U.S. and China-EU relationships. An often-
repeated point was that the EU is not a single political
or economic actor but a diverse body of 27 member
states with distinct national interests. This diversity has
obvious implications for the EU’s ability to formulate
coherent foreign and security policies. As a result, the
China-U.S. relationship was described as bilateral and
the China-EU relationship as multilateral, since China
maintains individual bilateral relationships with EU
member states.

It was noted that China-U.S. relations have remained
steady within a narrow range over the past three dec-
ades, and the dual policy of engagement and mutual
hedging (strategic development of alliances in Asia and
other regions) is expected to continue for the next few
decades. One participant wondered how the United
States would respond if it were challenged simultane-
ously by Chinese hard and soft power in the future, or
if China, India, Brazil and other emerging powers col-
lectively challenge the rules of international dominance.
Following Barack Obama’s election, the bet was that his
administration was likely to maintain a tougher stance
on issues such as Sudan, Myanmar, trade and human
rights, with trade protectionism remaining a big con-
cern for China (and Europe). Nevertheless, there was a
general sense that the new administration has inherited
a stable and positive U.S. relationship and still perceives
China as a strategic player in the international system.
Furthermore, neither country can break their economic
interdependence.

Other participants pondered the possibility that
China might not be an immediate foreign policy prior-
ity for a new U.S. administration that is inheriting two
wars and an economic crisis. There was also some dis-
cussion of the possibility that the more than 60 existing
bilateral dialogues with China might be streamlined and
reduced.

Meanwhile, China-EU relations have developed from
a trade-based relationship to one based on political dia-
logue. A European participant commented that Europe
does not perceive China to be a military threat. However,
in December 2008, the souring of China-EU relations
in the wake of China’s postponement of the China-EU
summit and controversy over the Tibet issue caused
concern among some Trialogue21 participants, although
most felt that the relationship remains fundamentally
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strong despite the differences. It was noted then that
Europe and China lack the kind of strategic relationship
that exists between the United States and China: While
the United States plays a major role in China’s “core” is-
sues such as the Taiwan issue, Europe does not. It was
suggested that the EU and China lay out a roadmap and
take a series of reciprocal steps to manage their relation-
ship at a strategic level.

China has also served as a test case for management
of differences between the United States and the EU. A
prime example was the EU’s 2005 debate on whether
to lift its arms embargo on China. As one participant
observed, that was the first time the United States had
an interest in EU actions in the Asia-Pacific. At the same
time, it was a wake-up call for the EU when this episode
clearly highlighted both the trans-Atlantic and Pacific
dimensions of the United States.

Some participants cautioned against taking the
trans-Atlantic partnership for granted, since it is unclear
whether the problems between the EU and the United
States in recent years were caused only by the Bush
administration’s policies or by more fundamental shifts
in either region. Nevertheless, EU-U.S. relations were
expected to remain strong under the Obama admin-
istration. One participant predicted that the new U.S.
administration will request cooperation from European
partners on issues such as Afghanistan, which will put
pressure on parliaments, publics and governments in
Europe. He added that if the Obama administration
continues to show that it is willing to address the issues
of climate change, international law and the problems at
Guantanamo Bay, these will be positive signals for trans-
Atlantic relations and will lessen the possible negative
impact of those requests.

Maintaining Global Peace
and Security

Key Policy Recommendations
On combating violent extremism:

m Explore collaborative research to broaden and ar-
rive at common definitions of terrorism and violent
extremism.

m Strengthen police and military cooperation, both
to build trust and to address issues related to pro-
tection against terrorism and violent extremism.

On addressing security challenges:

m Work with Russia to undertake a common threat



analysis in the Middle East and coordinate foreign
policy responses, for example on the nuclear situ-
ation in Iran.!

m Strengthen cooperation on arms control and
nuclear nonproliferation. For example, consider
engaging in EWI-brokered discussions on elimi-
nating intermediate-range nuclear forces.?

m Collaborate on reconstruction efforts in Iraq after
U.S. withdrawal.

m Engage in international efforts to secure and stabi-
lize Afghanistan, which requires greater participa-
tion from non-NATO countries.

m Begin policy dialogue and cooperation on longer-
term security concerns, such as energy and envi-
ronmental security; global economic challenges,
including trade and currency issues; and the man-
agement of conflicts over water, lumber and other
natural resources.

On cooperation in Africa:

m Focus on positive cooperation on infrastructure de-
velopment and economic reconstruction in Africa,
and coordinate Official Development Assistance
(ODA) policies on the continent.

®m Encourage Chinese engagement in very visible
international public-private partnerships to coun-
ter perceptions of its activities and intentions in
Africa.

Combating Violent Extremism

The first Trialogue21 meeting addressed the problem
of violent extremist groups targeting the core infrastruc-
ture upon which the global economy is built. Participants
agreed that the three regions need to find a way to bring
business into cooperation with governments on the issue
of terrorism. In addition to collaboration on counter-
terrorism, each of the entities is faced with the problem
of preventing the continued rise of violent extremism.
A number of participants offered observations on the
issues associated with violent extremism:

m The lack of education, employment opportunities,
and the failure of governments in the Middle East

1 InMay 2009, EWI published Iran's Nuclear and Missile Potential: A Joint
Threat Assessment by U.S. and Russian Technical Experts, a report that
has been shared with the international community to generate dialogue
on appropriate responses.

2 InApril 2008, EWI organized and the Icelandic government hosted a meet-
ing in Reykjavik to discuss Russia’s proposal to globalize the Intermediate
Nuclear Forces (INF) Treaty, initially forged between Washington and
Moscow in 1987.

have all greatly contributed to this phenomenon,
since people look for other ways to “matter” when
they are left with a sense of irrelevance.

® The root causes of violent extremism are likely to
be humiliation, alienation, despair, and fear.

m No religion advocates violence and extremists ex-
ist across almost all faiths, and overall, extremists
from different faiths have more in common with
one another than they do with members of their
own religion.

m Religion is often misrepresented to sanction vio-
lence, which is undertaken in response to problems
that are actually inherently political in nature. For
this reason, more, not less, religious education is
needed to ensure that young people are not sus-
ceptible to brainwashing by extremist religious
leaders.

All participants agreed that a solution to the prob-
lems of the Middle East was vital to combat much of
the violent extremism in the world today and to ensure
overall global security. A Chinese participant noted that
despite the high international expectations for a Chinese
role in the Middle East, there were clear limitations, es-
pecially when it comes to the question of what leverage
the Chinese may have over concerned parties. Hostility
between the United States and Iran was also an obsta-
cle, and any Chinese attempts to help broker peace in
the Middle East might be viewed with suspicion by the
United States.

Security in the Middle East

One prominent concern discussed at length was the
threat posed by Iran’s nuclear and missile potential.
Participants explored whether sanctions and military
confrontation are viable alternatives to negotiations
and engagement, which the Chinese advocate. They
discussed the extent to which the experience of the
six-party talks on North Korea could be applied to
Iran, and whether Iran should have the right to develop
nuclear power for peaceful uses. Certain participants
commented that various levels of scenario planning
are needed with regard to the nuclear situation in Iran,
including planning for the possibility that Iran might
actually develop a nuclear bomb. Iran’s existing missile
program exacerbates that threat. There was concern that
anuclear-armed Iran will have a ripple effect across the
Middle East, as the major Sunni countries in the region
(such as Saudi Arabia) will not be content to leave Iran
as the only nuclear power in the region. Both Russia and
China have stated that they do not wish to see a nuclear-
armed Iran.



Some participants argued that the international com-
munity, led by the United States, has set double stand-
ards in allowing the development of nuclear weapons in
countries like India, Pakistan and Israel. To convince
Middle Eastern countries not to go nuclear, they said,
the major nuclear powers need to set an example by
taking their obligations under Article 6 of the Nuclear
Non-Proliferation Treaty seriously.

On Iraq, some participants commented that a key
challenge lies in assessing the potential consequences
of a total withdrawal of U.S. troops on internal (Iraqi),
regional, and global stability. Other challenging tasks
include resolving ethnic conflict and the promotion of
balanced sharing of oil resources and political power.

Elsewhere in the Middle East, participants pointed
to the need to address the internal situation in Saudi
Arabia and to pay more attention to the Sunni-Shiite
divide. Some participants commented that the United
States and the EU need to do more to promote the peace
process between Israel and Palestine, which will help
address the problems with Iran and Iraq. There was a
general sense that the U.S. strategy of democratization
in the Middle East has been a failure, but the question
then is: What is the alternative?

Additional security concerns discussed included radi-
cal Islam, terrorism, energy security, and cross-border
issues. The United States and Europe are now facing the
challenges of radical Islam and terrorism on their own
soil. For example, the July 2005 bombings in London
were carried out by Muslims born and raised in the
United Kingdom. One can also not discount the pos-
sibility of another attack on the United States similar to
the attacks of September 11, 2001. On the energy secu-
rity front, there were concerns that rising oil prices could
lead to a recession in other parts of the world. Cross-
border security challenges include illegal immigration,
trafficking of arms and drugs, and the potential flow of
refugees resulting from instability in some parts of the
Middle East.

Security of African Resources

Turning to Africa, some partcipants commented that
the United States and EU are losing support on the
continent with their policies of linking aid to institution-
building and human rights. China, on the other hand, is
gaining more emotional support among Africans with its
“no-strings attached” policies of aid and a focus on very
visible infrastructure-building projects. Some Chinese
participants expressed the frustration that China is be-
ing misunderstood on human rights issues.

Other Security Challenges

In addition to regional concerns, participants also
pointed to the need for cooperation among China,
Europe and the United States in transforming the glo-
bal strategic landscape and a security environment with
new challenges that transcend national borders. Modern
warfare has blurred the lines between civilian and mili-
tary combatants, and extended the parameters of the
battlefield to include outer space and cyberspace. In
addition, targets now are no longer just military instal-
lations but also civilian infrastructure, such as banking
systems, which could have devastating implications for
a broad range of people.

Economic Issues

Energy Security Cooperation

Key Policy Recommendations

m Establish appropriate mechanisms for greater
policy coordination among energy producer, con-
sumer and transit countries, for interested parties
to negotiate and accommodate their mutual energy
interests, and for ad hoc emergency responses to
unforeseen events affecting energy markets. Such
mechanisms could take the form of an interna-
tional energy institution performing such roles, or
bilateral channels.

m Strengthen public-private partnerships on a global
scale and introduce tax incentives to encourage
clean energy technologies.

B Strengthen cooperation between the United States
and China in the area of clean coal technology.

Rethinking the Framework for Energy
Cooperation

Energy and resource security was a recurring theme in
the first and second Trialogue21 meetings. It was noted
that in the international oil market, the emergence of
new consumer countries such as China and India and
the increased importance of suppliers such as Russia
and African countries have sparked talk about a chang-
ing balance of power. The following developments are
anticipated:

® India could overtake China’s rate of development
in the next 10-15 years.
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m Russia can produce more oil than Saudi Arabia,
and it is likely to become a bigger energy supplier
for Europe and China, both of which are becom-
ing more dependent on Russia. More pipelines
stretching from Russia to China are likely in the
future.

m Turkey and the Black Sea will increasingly become
energy bridges, and this will increase Turkey’s
influence.

m By 2025 China’s energy needs will increasingly rely
on international markets. This will take colossal
investments and possibly joint ventures.

As one participant pointed out, foreign policies are
largely driven by energy needs. There was a common
recognition that China, Europe and the United States
have shared interests in stable prices, reliable sources,
and transport security for energy resources. Participants
agreed that a new framework is needed for international
cooperation on energy security, and that there should
be greater policy coordination among energy producer,
consumer and transit countries. However, views dif-
fered as to what form this new framework should take.
A European participant argued for an international
mechanism dealing specifically with energy, which
would encourage all interested parties to negotiate and
accommodate their mutual energy interests. However, a
Chinese participant disagreed, suggesting that bilateral
action on the issue would be more effective. The goal
should be to create an emergency response group to deal
on an ad-hoc basis with repercussions from unforeseen
events.

There was a general consensus that the dialogue on
energy security should focus on how to constructively
address the issues rather than engaging in political rhet-
oric. Participants agreed that competition for interna-
tional oil reserves is not a zero-sum game: Competition
to invest in upstream resources increases the total global
supply pool, and competition over time tends to increase
efficiency in the market, although there may be short-
term inefficiencies. Some participants called for further
discussion of collective ways to manage demand in an
era of rapid globalization.

Chinese Overseas Energy Activities and
Intentions

Ninety percent of China’s energy supply is currently
met by domestic energy sources. Seventy percent of
its domestic consumption needs are met by coal. The
transport economy is heavily dependent on oil-based
fuels, but it only accounts for about 12% of total energy
demand - far less than in the West. Citing these fig-

ures, an American participant commented that China
has a choice in determining its policy of dependence on
overseas energy resources. A Chinese participant noted
that China’s energy imports are not merely for Chinese
consumption, but also for the manufacture of goods
such as cars that will be consumed by the United States
and Europe.

Much of the discussion focused on perceptions and
clarification of China’s international energy activities and
intentions. It was generally accepted by the American
and European participants that China is hardly alone
in supporting so-called energy-rich “rogue regimes”.
Certain key allies of the United States and Europe are
doing likewise but have not been singled out for criti-
cism the same way China has. It was suggested that a
more effective way for the West to engage China and
other countries on this issue is to be more consistent in
its approach to all parties.

A Chinese participant explained that the Chinese
government’s foreign policy is based on the principle of
equal rights for all countries. China follows a policy of
non-interference and thus finds it acceptable to engage
with any sovereign nation. Aside from natural resources,
Africa for the moment does not have much else to export
to China; its natural resources remain the single most de-
sirable product and thus key to most African economies.
It was argued that China has a need and a right to secure
its energy sources, and that it should not be criticized for
dealing with certain African states or with Iran, which it
invited to a Shanghai Cooperation Organization (SCO)
summit in Beijing (something for which Europe criti-
cized China). In this participant’s view, Iran is a regional
player, and it should not be criticized for promoting the
safe use of nuclear energy.

Some participants familiar with the Chinese energy
industry also stressed that Chinese energy companies are
driven primarily by profit motives and competitive pres-
sures in their desire to acquire energy resources, and that
overseas energy investment decisions are generally initi-
ated by Chinese companies rather than the government.
They explained that motives for Chinese international
energy investments are complex. They include efforts to
increase a firm’s autonomy and independence relative to
regulators at home in China (international investments
are not subject to the same scrutiny and regulation as
domestic investments, and revenues are controlled by
the company, not by a ministry in Beijing). Chinese
energy firms also often need to tap foreign sources of
energy in order to stay competitive at home. Finally,
while there is a closer consultative relationship between
Chinese energy companies and the Chinese government
than there is between international oil companies and
Western governments, this connection does not mean
that a ministry in Beijing “directs” Chinese companies



to invest somewhere.

Chinese companies’ interest in equity oil was at-
tributed largely to a perception that upstream invest-
ments carry higher profit margins than midstream and
downstream investments (this perception is also com-
mon among international oil companies). Also, like
international companies, Chinese companies find that
their share prices increase when their reserves of oil and
gas increase, since stock markets reward companies for
increasing their reserves.

The discussions about Chinese overseas energy
activities prompted one Chinese participant to ask: 1)
what is the difference between the behavior of Chinese
oil companies and that of oil companies from other parts
of the world? And 2) what is the rest of the world really
concerned about with regard to China’s overseas energy
investments?

The European participants pointed out that there is
no single European energy strategy. Many EU states still
view energy as a national sovereignty issue, and opin-
ion is divided on nuclear energy. They recommended
that China’s engagement with Europe on energy issues
include dialogue with individual national governments
in addition to the European Commission. Certain U.S.
participants commented that U.S. energy policy is itself
fragmented. An observation was made that the United
States could gain both economic and security benefits
from reducing its dependence on oil.

Renewable and Clean Energy Technologies

The question of oil dependenceled to another area that
needs greater cooperation between China, the United
States and Europe: How to jointly develop, deploy and
transfer environmental technologies? The United States
and Australia are the only industrial states that have not
ratified the Kyoto Protocol. As is widely known, gasoline
prices cannot be increased in the United States because
this would be political suicide for whoever supported it.
Thus, it is crucial for the United States to develop new
ways of producing fuel and energy, with the understand-
ing that the private sector could drive this process and
reap the profits from such innovations. That said, such a
change would need to be driven by a top-down approach,
since global warming is itself a product of market failure.
While Europe is often viewed as favoring multilateral
binding agreements rather than new technologies, one
European participant commented that the best bet for
defeating the problem of oil monopolies might be new
technology. There was a realization, however, that in-
vestment in renewable technologies remains a challenge,
primarily because the difficulty in overcoming the “first
mover” advantage of established fossil fuel industries
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means that renewable energy is still far more expensive
and harder to fund than fossil fuels.

China’s government is developing hydropower
resources, especially in Southwest China, which has
substantial water resources. At this time, there is a
great deal of potential in this technology - two thirds
of hydropower resources in China remain untapped.
China has also enacted a law on renewable energy and
is looking toward wind and solar power as priorities
in this area. This is good news, but challenges remain
in moving toward renewable energy. For example, as
of 2007, renewables accounted for less than 1% of pri-
mary energy supply in China, while in 2006 alone China
added 100 GW of new coal fired power plants - more
than the entire installed capacity of the United Kingdom.
It was suggested that clean coal technology be an area
of further cooperation between China and the United
States.’

Other possible sources of clean energy were also
discussed. Nuclear energy poses problems, namely the
potential military ambitions of some countries that de-
velop it (e.g. Iran) and the question of safe disposal of
nuclear waste and old power plants. Another option was
geothermal energy: Iceland has achieved full security of
supply, and India is exploring it as a viable option.

Some participants advocated public-private part-
nerships on a global scale, as well as tax incentives to
encourage clean technologies. One U.S. participant said
that he would like to challenge the next U.S. president to
give the country a “leadership statement” along the lines
of John F. Kennedy’s 1961 statement that “We will put a
man on the moon.” For example: “X% of our energy will
be from renewable resources.”

Rethinking Globalization

Key Policy Recommendations

m Consider establishing a China-U.S.-EU trilateral
strategic economic dialogue to help build trust and
manage backlash against globalization. (China
now has such dialogues separately with the United
States and EU.)

® Learn from both the good and bad aspects of each
other’s globalization experience. What has worked
for one country may not necessarily work for an-
other. All sides need to be very candid about what
has worked and what has not.

3 In August 2008, EWI and CIIS co-published, in English and Chinese, the
policy publication Clean Coal: U.S.-China Cooperation in Energy Security,
authored by David Wendt of the Jackson Hole Center for Global Affairs.
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m Coordinate and develop, on a global scale, best
practices on common issues affecting various parts
of the world, such as social security, training of of-
ficials at ports and airports, management of a sus-
tainable environment, and managing the shared
risks and benefits of cross-border investing.

® Conduct shared surveys among citizens across
China, the United States and the EU to obtain a
more realistic understanding of local views of glo-
balization and its impact, which would facilitate
more effective policy coordination to manage this
impact.

m Globalize high school curricula to inculcate inter-
national perspectives in youth.

m Promotejoint international studies and research be-
tween think tanks on the effects of globalization.

Economic Relations

Several Chinese participants expressed concern about
protectionist tendencies in the developed world, espe-
cially in the United States and Europe, in response to
emerging economies such as China and India that have
benefited from globalization. They reassured their U.S.
and European counterparts that China’s development
will not threaten the way of life of others and should not
be feared or demonized, noting that the report of the
17th Congress of the Chinese Communist Party in 2007
has committed China to a strategy of “peaceful develop-
ment” and “mutual win-win cooperation.”

Recognizing the increasing number of trade disputes
that China is facing with the United States and the EU,
certain Chinese participants commented that these dis-
putes are a natural phenomenon that should not disrupt
relations between countries. They pointed to the fact
that the World Trade Organization (WTO) dispute set-
tlement mechanism has been used most often to resolve
disputes between the United States and the EU without
affecting U.S.-EU relations overall.

China’s economic policies and their effect on invest-
ment and trade relations were also discussed. Some
participants expressed hope that more could be done
to liberalize foreign direct investment in China, which
would lower the cost to investors, and they welcomed
China’s prudence in managing the appreciation of the
renminbi (RMB). One Chinese participant was of the
view that after having internationalized its financial
markets, businesses and talent, China should interna-
tionalize the RMB next.

American and European participants acknowledged
the great strides made by China in the past three dec-
ades of'its development. These include improvements in
intellectual property rights protection, respect for indi-

vidual property rights, and urban planning innovations
led by Chinese cities. Yet questions were raised as to
how China would reconcile the apparent contradiction
between a fast-developing economy and a static political
system, and how the economic implications of an aging
population would affect China’s economic and financial
relations with major partners.

Roles and Responses to Globalization

Turning to the phenomenon of globalization itself,
all sides agreed that there is merit in further analyzing
the legitimate elements of opposing sides to globaliza-
tion. Some European participants noted that there is
no single European view of globalization, although the
EU is the most extreme form of globalization in that it
has created a truly unified market for its member states.
It was noted that globalization is increasingly driven by
the growth of global cities, not just national economies.
In addition, national aspirations play an important role
in the age of globalization. These two observations led
some participants to comment that despite the increasing
importance of cities in the world economy, it is unclear
whether their citizens view the residents of other global
cities as competitors or as consumers who are dealing
with shared problems in an age of globalization.

Participants saw the need for governments to rethink
their roles in globalization. For example, what structural
adjustments need to be made to the system of interna-
tional public goods and international public law? What
international public goods can a country or region pro-
vide? Governments were urged to differentiate between

“necessities” and “luxuries” in allocating scarce resources,

and to maintain the sustainability of globalization by
implementing measures such as the reduction of carbon
emissions. Also emphasized was the importance of reju-
venating dialogue and cooperation between the United
States, Europe and China on managing the effects of
globalization.

The Global Financial Crisis

Key Policy Recommendations

® Promote financial sector reform that includes
measures to improve not only the international fi-
nancial system and institutional monetary systems,
but also international rules and procedures.

m Afford developing countries greater say in global
economic affairs. The World Bank should help
developing countries adapt to economic globaliza-



tion and achieve the UN Millennium Development
Goals.

® The International Monetary Fund (IMF) should
set up a monitoring and early-warning system for
international financial markets and play a greater
role in upholding international financial stability.

m Pursue sustainable economic development through
a mix of immediate and medium-term measures.
The former might include: make credit available
to promote the flow of goods and share some of
the stimulus packages with developing countries
while managing domestic benefits; ensure the
sustainability of food, water, and energy supplies;,
and pay greater attention to developmental needs
in less developed regions such as Aftrica.

m Rethink the role of bilateral preferential trade
agreements and whether they aid or hinder the
multilateral free trade system.

m Harness the growth of private philanthropy, in-
cluding the increasing volume of aid payments
through social networking sites and mobile phones,
as a means of complementing official develop-
ment assistance. This would help ensure that the
Millennium Development Goals can be achieved
despite the financial crisis.

Development of the World Economy

The onset of the global financial crisis in 2008
prompted Trialogue21 participants to review the role of
the three participating actors in managing the effects
of the crisis. In December 2008, the Trialogue21 ini-
tiative, in co-sponsorship with the World Bank, organ-
ized a special discussion session, “Moving Ahead with
Global Efforts to Develop the World Economy.” The
focus of this session was Chinese President Hu Jintao’s
four-point proposal on sustainable global economic
development that he presented to the Major Economies
Meeting on Energy Security and Climate Change at the
July 2008 G-8 summit in Japan. His proposal advo-
cated a sustainable world economic system, an inclusive
and orderly international financial system, a fair and
equitable international trade regime, and a fair and ef-
fective global development system — themes he echoed
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at the G-20 financial summits in November 2008 and
April 2009. An international panel of speakers from
business, academia and think tanks made a number of
specific recommendations, as listed above, in response
to the proposal.

The proposal and recommendations were gener-
ally well received by participants at the session. The
financial crisis had led to a common understanding that
China, the United States and Europe need to work with
the G-20 to redefine the international financial architec-
ture, and to ensure that the global economy develops in
a more sustainable manner.

China’s Response to the Financial Crisis

China’s response to the global financial crisis was also
a topic of great interest. There was a general recogni-
tion that the ongoing financial crisis is an opportunity
for China to re-orient its economic growth model from
one driven by exports to one driven by domestic con-
sumption. However, some participants observed that
the question remains whether China can transition its
economy in a sufficiently timely manner during a period
of deep crisis.

Next Steps

The first cycle of the Trialogue21 process has high-
lighted several opportunities for enhanced cooperation
among China, Europe and the United States on a variety
of global and regional challenges. Some of these issues,
such as climate security and regional developments in
Africa, will be explored in greater detail during subse-
quent Trialogue21 cycles. At the same time, effective
cooperation requires mutual trust and understanding,
which is still sorely lacking in many cases. EWI and CIIS
will continue to facilitate trust-building and in-depth
policy discussions through discreet channels such as
private seminars and a password-protected web forum,
while promoting ideas for trilateral policy cooperation
in the public domain through joint publications and
op-eds.
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Trialogue21 is a high-level, off-the-record process among government and non-government
leaders from China, the United States and Europe. Created in response to the shifting global
realities of the 21st century, this endeavor seeks to use quiet dialogue to clarify perceptions,
build trust and identify areas of cooperation among today’s most important global actors.
Annual Trialogue21 meetings rotate among cities in the three participating regions and
are attended by representatives from government, academia, business, the media and civil
society.
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