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Overview

For the rest of its term the Bush Administratiotl wontinue its current policy towards
Southeast Asia based on the assumption that tienregl remain an area of peace,
stability, economic growth, relatively free and ogeade and comparatively low priority
to US global interests. President Bush’s cangefiah early July 2007 of what would
have been the first annual US-ASEAN Summit, schetiidr September 5, and
Secretary of State Condoleezza Rice’s decisiokifotee annual ASEAN Regional
Forum meeting for the second time in three yeaderstored the region’s secondary
place in the Administration’s priorities.

The Administration has achieved significant resuitpromoting anti-terrorist
cooperation with Southeast Asian countries butretlse its policies have shown neither
a strategic vision nor a consistent focus. Thegrepation of senior officials with the
conflicts in Iraq and Afghanistan and a mismatclkesired objectives and resources
have been important sources of inconsistency. Administration has made some
modest policy adjustments in the past several ytbatshould keep US involvement
with the region generally on an upward path, blib¥othrough remains a problem. The
Administration has belatedly responded to Chinsisig role and influence with several
low cost initiatives designed to signal greaterpsupfor the 10-member Association of
Southeast Asian Nations (ASEAN). On the otherdh#s efforts to respond to the ever
expanding “noodle bowl” of low quality and prefaetial free trade agreements (FTAS)
in Southeast Asia, such as the so-called China-ASEAA, have been hampered in part
by a “one-size-fits-all policy of using regional & negotiations to promote a global
trade agenda.

Changing Regional Dynamics

Since the 1991 Paris Peace Accord on Cambodiahvignaught to an end more than four
decades of conflict, Southeast Asia has enjoyedyn&@ years of comparative peace,
stability, and economic growth. The AssociatiorBolitheast Asian Nations (ASEAN),
which is celebrating its ZDAnniversary, now encompasses all ten countrighef

region. All of the Southeast Asian governmentsehdnetorically committed to the goal
of creating an ASEAN Economic Community by 2010arlything, the rise of radical
Islamist terrorism and other nontraditional segutireats, which still appear
manageable, have drawn the affected countriesrdogether rather than driving them
apart.



Competition for markets and influence, not militamalry or proxy warfare has
characterized relations among the main extra-regjipowers, the United States, China,
and Japan. In the future, China’s rising power iafluence could disturb Southeast
Asia’s current internal cohesiveness and stabilitiius far, the ASEAN countries have
emphasized the opportunity side of growing econamagration with China in public
and expressed their worries about possible donoimdily Beijing only in private
conversation. Because of the huge power diffemebgtween China and its neighbors,
their ability to avoid Chinese hegemony will depaighificantly on the policies of the
United States and its main Asia-Pacific allies,aigphe Republic of Korea and
Australia, which also play an important regionabmamic and security roles.

Status of US Engagement with Southeast Asia

In terms of perceptions of the United States, tdenkistration had largely recovered the
ground lost when Secretary of State Condoleezza &cided to skip the July 2005
ASEAN Post-Ministerial Meetings (PMC) and ASEAN Ratal Forum (ARF) meeting

in Vientiane, Laos. The impact of her decisiosk® the August 2, 2007, meeting in
Manila, coupled with the President’s decision tnaed the planned US-ASEAN summit,
takes US political standing in the region backgoase one. The Administration did
further damage by leaving it to Singapore, whictl bagerly looked forward to hosting
the summit meeting, to announce that it had belenthat it “was not convenient” for the
President to come.

Southeast Asians had viewed the planned summnigdkals an occasion to celebrate the
30" Anniversary of US-ASEAN relations, as an importstefp towards greater US
political engagement with the regional organizatidime fact that the President would
bypass the planned summit in Singapore while kegpis plan to attend the annual
Leaders’ Summit of the Asia-Pacific Economic Cogpen forum (APEC) in Sydney
also suggested that the Administration viewed dingdr Pan-Pacific grouping as more
important than ASEAN.

In addition to their concerns about their plac& priorities, Southeast Asians also
perceive arad hoc aspect to US policy. To be fair, the Southeasardssalso tended to
view the preceding Clinton Administration in thight; officials and analysts in the
countries most affected by the 1997 Asian finanaieslis still complain about the failure
of the United States to render direct financialstaace during a time of need.

In contrast with effect of its erratic policy moyéise Administration’s response to
unexpected human security crises in Southeasth®&laan important positive impact on
US standing in the region The impressive resptm#ee disastrous 2004 Indian Ocean
Tsunami by American naval and other military forbe$ped significantly to raise the
United States’ image in the region. The Unitedeédtalso gained significant credit from
the efforts of Center for Disease Control (CDC) attter US government agencies to
support regional surveillance and enhance the teahcapacity of countries threatened
by the spread of the H5N1 Avian flu virus. The Adistration’s response to both crises



underscored for Southeast Asians the value ofioantaque American capabilities,
which no other power can provide.

The Bush Administration’s Policy Priorities

For most its tenure the Bush Administration hasi$ed on two primary policy

objectives towards Southeast Asia: (1) gaining eoafon against local Islamic terrorist
groups with ties to Al Qaeda; and, (2) promotinigteral Free Trade Agreements (FTAS)
to expand trade and strengthen ties with stratlgicaportant countries. Somewhat
counterproductively, the Administration also hagragsively pursued in Southeast Asia
its global strategy of seeking bilateral “WTO-plUsTAs. The “plus” aspect refers to
negotiating trade deals involving concessions bwidual trading partners on sensitive
issues touching on national sovereignty that gmbdyurrent WTO rules or what would
be achievable even in a successful Doha Rdund.

Counterterrorism Cooperation

The development of productive working relationshapsong American and regional
intelligence agencies has been one area of cleaess in an area it regards as the
“Second Front” in the global fight against raditsthmic terrorism. Cooperation against
terrorism, as well as piracy and other nontradal@ecurity threats has been facilitated
by the shared perception of common interests betweeUS and Southeast Asian
governments. In December 2001, just three montles 8f11, Singapore discovered and
arrested Jemaah Islamiyah (J1) militants who wéaiarpng terror attacks on American
and Australian military facilities embassies, adlag British and Israeli embassies and
diplomats. Malaysia, Thailand, the Philippines, émibnesia have all made major
terrorist arrests in cooperation with US intelligeragencies.

Southeast Asian complaints after 9/11 that the B\ddinistration was focusing on
combating terrorism and radical Islamic extremisnthie detriment of other issues tended
to subside after the home-grown terrorists begaim tteadly work. Both governmental
and public attitudes in the region changed markattgr the devastating bombings at a
Bali nightclub in October 12, 2002 and the Markuttel in August 2003. The Bali
bombings killed more than two hundred people, lotbigners and Indonesians. The
high concentration of container cargos emanatiaghfmajor regional ports and

transiting major regional sea-lanes and the Stfalalacca and other “choke points”

also has been a spur to regional cooperation agamsrism and piracy, as has

ASEAN's dependence on Persian Gulf oil.

“Developing Countries Warned Against WTO-Plus Issues andsin FTAs,” Third World Network
(TWN) Report in theBUNS (South North Development Monitor)
http://www.twnside.org.sg/title2/twninfo253.hfrAugust 31, 2005; UNDP Regional Centre in Colombo,
Discussion Paper, “The Great Maze: Regional and Bilateral Frde Agreements in Asia,” September
2005.http://www.twnside.org.sg/title2/FTAs/General/TheGreatMadB\BPDiscussionPaper. pdf




Cooperation with Southeast Asian governments haguyzed a number of
counterterrorist successes. The Administrationdess frustrated at times with the
judicial follow up to these arrests, but overatelligence and police cooperation has
been highly successful.

Malaysia was cooperating closely with the CIA ebeifore the 9/11 bombings and had
supplied information that might have preventedatiacks if it has been acted on. The
Malaysia security forces captured a number of Jhbers who had fled from Singapore
after the discovery of the December 2001 plot agiadmerican and other foreign
embassies and other facilities. In September db@8land’s security forces captured
Hambali, a senior Jemaah Islamiyah figure beligwdake a close aide to Osama bin
Laden and the mastermind behind the October 2002t club bombings. As
recently as June 2007 Indonesian security forcesitged Zarkasih, said to be the “Emir”
of the JI operations in Indonesia as well as aosdarrorist commander.

Role of US Military Forces

The tendency towards what some call the “secutitinaof US foreign policy seems to
have lessened since the departure of former SegiEt&tate Donald S. Rumsfeld.
Nonetheless, the ample financial resources of B&dpartment of Defense and the
American intelligence agencies have been a sigmifi€actor in promoting cooperation
and expanding the capacity of regional intelligemedice, and paramilitary
organizations.

The US Pacific Command (PACOM) continues to plageagor role in US regional
counterterrorism cooperation and diplomacy. Pits training, and joint exercises
aimed at enhancing cooperation on problems likecgiand natural disasters play a
particularly important role in relations with stegically important countries that are not
allies or primary security partners.

Since February 2002 the Bush Administration hasayei hundreds of US Special
Forces troops to support counterterrorism operatipnthe Philippines Army in the
southern islands of Mindanao and the Sulu Archgelagainst Abu Sayyaf, a home
grown terrorist group with ties to Al Qaeda and damislamiyah. These special
operations force (SOF) units conduct training ard-military operations on a day-to-
day basis and through multi-month “Balikatan” naiflf exercises. Some of these
exercises have taken place very near to areadwadlaommbat. The Administration is
likely to maintain this deployment so long as Alaygaf continues to carry out
kidnappings and terrorist attacks in the regiomnl, #ae Philippines government is
politically able and willing to withstand criticisthat that US SOF troops are violating
Philippines law by conducting combat operations.

The bloody anti-government insurgency by ethnicayiaiuslims in three provinces of
Southern Thailand has caused growing Administratmmcern. US relations with
Thailand have been strained in recent months beaafysublic resentment of what are



seen as excessive American demands in the FTAiaégos and the criticism by senior
Bush Administration officials, albeit somewhat per€tory, of the September 2006
military coup.

Apart from the practical necessity of working wikle Thai military to combat terrorism,
US officials also recognized that the coup wasexisph case. US diplomats and Thai
specialists recognized that the Thailand’d &6nstitution since 1932, adopted in 1997,
never contemplated the chaotic situation that ¥o#ld the opposition’s boycott of the
April 19, 2006 snap parliamentary elections. Wpdead doubts about whether Prime
Minister Thaksin’s “interim” government was evemettutionally legitimate also
reinforced the Administration’s decision to minimigriticism of the coup.

US military and intelligence analysts have watctiedsituation in the southern provinces
closely because of the evidence that the Muslimarsgists are receiving outside funding
and training from radical Islamist groups with Ah€lla connections, and the presence of
a small number of foreign fighters. Whether infatnmtelligence cooperation has taken
place between US and Thai intelligence organizat@annot be determined from open
source information.

The similar considerations governed the decisiogotahead with PACOM'’s annual
multinational “Cobra Gold” joint exercises, whidkke place in the Gulf of Thailand.
These exercises have long provided a venue forgemgant with regional military
forces. Especially because Thailand, a treaty higts the multilateral exercises, the
Defense Department went forward with thd' 2&inual exercise during May 8-18, 2007.
This year’s exercise focused on UN-sanctioned psapport operations (PSO) and
related contingency planning and execution.

Multilateral Counterterrorism Cooperation in Southe ast Asia

Beyond bilateral intelligence and police coopermatith the United States, Southeast
Asian countries themselves have hosted multilafadrams for regional capacity-
building and engaged in their own intelligence-gigaand anti-piracy initiatives. In July
2003, with support from the United States, Ausralapan and other countries, Malaysia
established a multinational Southeast Asia RegiGeaiter for Counterterrorism
(SEARCCT). The Center focuses on training regiafaials and police, and on
information sharing. It has little organic capébibut relies on experts from a wide
variety of Asia-Pacific and European countriesrovpe training for Southeast Asian
military, police and civilian intelligence agencgrgonnel.

The US-Thailand International Law Enforcement AcagddILEA) in Bangkok, which
predates 9/11, also supports regional capacitydimgilagainst terrorism and international
crime. Like the SEARCCT, the ILEA cooperates clps@th American, Australian and
other allied police and intelligence agencies, @ravs upon experts from a wide range
of countries for training.



Maritime Security Cooperation in the Strait of Malacca

Malaysia and Indonesia initially reacted negativelyhe Administration’s proposed
Regional Maritime Security Initiative (RMSI) focusen securing the Strait of Malacca
and adjacent waters against piracy and terrorisinaler agreed to cooperate in ways
that did not violate their sovereignty. Both ctiigs bristled after then PACOM
Commander Admiral Thomas B. Fargo suggested atralvai, 2004, congressional
hearing the possibility that Navy and Marines umight patrol the Strait of Malacca,
which falls within their territorial waters. Undarternational law, warships have the
right of “innocent passage” but cannot conducttaniji operations.

Malaysia, Indonesia, and Singapore, which itsedf ha qualms about patrols by the US
Navy, themselves took the lead by establishing adta Straits Security Joint Working
Group (MSJWG) to promote the same objectives.uly 2004, less than four months
after Admiral Fargo’s much criticized remarks, Ma, Indonesia and Singapore
deployed a total of 17 ships to begin Operationiii, an initiative designed to provide
year-round anti-piracy patrols. A month later Mala formed a Coast Guard to patrol
the Strait of Malacca. The three countries havablished an "Eyes in the Sky" program
to carry out aerial sea lanes surveillance andligg@ce sharing.

The combination of tighter port security and patobth by reconnaissance aircraft and
maritime patrol craft quickly reduced incidentspafacy or attempted piracy, most of
which involved common thievery, from a peak of A6idents in 2004 to 19 the
following year and 16 in 2006. Lloyd’s took thed&t off its list of dangerous waters
requiring an added insurance premium in 2006, #ftenaval patrols began.

The Administration and PACOM will likely to contieuto push for additional
cooperation with Australia and Japan, especiadlyyark with littoral states to increase
intelligence cooperation and improve their capafatyanti-terrorist and anti-piracy
operations. The sharp fall in incidents sincelitheral states began their patrols
undercuts the main rationale for US initiativesyleaer. This could complicate the
Administration’s efforts to pursue its larger aganahich includes not just preventing
terrorist incidents but also activities such appiog ships that might be carrying
weapons of mass destruction.

Anti-terrorism Cooperation in Southeast Asia underthe APEC Framework

In the weeks after the 9/11 attacks the Bush Adstriaiion cast the widest possible net in
its effort to mobilize international support for atithe called the “Global War on
Terrorism. One of the first opportunities aroséhatannual Leaders Meeting of the 21-
Member Asia-Pacific Economic Cooperation (APECufarin October 2001, in Los
Cabos, Mexico, where Bush gained a strong commitihoesinti-terror cooperation under
several relevant UN resolutions.



Cooperation within APEC has been ambitious and gaeful, both on the part of
governments and industry groups, but action hasoary slowly. In February 2003 the
APEC Senior Officials group established a Countestesm Task Force (CTTF), which
resulted more than three years later in a Symposiuifotal Supply Chain Security.

The symposium addressed ways to promote busineg&sfgoent cooperation to protect
trade and commerce against terrorism. Almost years later, at its first meeting in
Canberra in January 2007, the group agreed to aleweframework for reconstituting the
global supply chain after a terrorist attack

The main value of the APEC statements and ini&stig the creation of frameworks for
bilateral and multilateral cooperation by governtregpartments and ministries with the
relevant responsibilities and the requisite cajigsl The biggest limitations on anti-
terrorism cooperation under APEC are the samelwatecbnfines the 21-member forum
to the periphery of trade and economic liberal@at+ its wide diversity of size, interests,
and level of development — and the voluntary natfi®operation with its initiatives.

Bush Administration Initiatives for Engagement with ASEAN

Southeast Asian countries have regarded with ceredide skepticism the
Administration’s efforts to demonstrate its comnetmhto ASEAN as an organization
and its support for their aspirations to creategaan-wide political and economic
community. US officials have from time to time neaclear their frustration with “the
ASEAN Way,” with its principles of consensus andinterference in member
countries’ internal affairs. The Administrationsheonsistently stressed its impatience
with the reluctance of the more economically anlitipally advanced ASEAN countries
to support sanctions against the military regim®yanmar (Burma).

One reason for Southeast Asian doubts about thie Bdsiinistration’s intentions has
been its reliance on a succession of initiatives ithvolve little cost and very modest
objectives. The Administration’s proposals forageg cooperation with ASEAN have
served as useful frameworks for US policy formaatand coordination across
bureaucratic lines, but their actual impact hasi\besy limited.

In order to achieve maximum impact, the Administrathas always announced its
initiatives at ASEAN ministerial level meetingsiarmeetings between the President and
ASEAN leaders in the wings of the annual APEC Sutsimihen Secretary of State

Colin Powell announced the US-funded ASEAN CoopenaPlan (ACP) during an
eight-state swing through South and Southeast prga to attending the annual

ASEAN ministerial meetings and ASEAN Regional For(&RF) in Brunei. The ACP
emphasized broad objectives that are as impoahSEAN as to the United States.
These included mobilizing limited US budgetary &oanan resources for three purposes:
to help ASEAN absorb and integrate its newest autgst members, Cambodia, Laos,
and Myanmar (Burma); to strengthen the resourcdsapacity of the ASEAN
Secretariat; and to promote cooperation on growiggsnational problems such as
HIV/AIDS and trafficking in persons.



Three months later, at the October 2002 annual AB&Clers’ Summit in Los Cabos,
Mexico, President Bush announced an Enterpris&&EAN Initiative (EAI), a follow
on to the then nearly completed Singapore-US FTHhe initiative aimed at fostering
over time a network of FTAs which would promotedity in the region and generate
trade and economic benefits. In October 2003 aactM2006, respectively, the
Administration launched the now stalled FTA nedatias with Thailand and Malaysia
under the EAI framework.

President Bush proposed yet another initiative ABEAN-US Enhanced Partnership
(EP), during a meeting with ASEAN leaders at thev&ober 2005 APEC meeting in
Busan, South Korea. The EP sets out a broader warkdor multi-sector cooperation,
including both security and economic cooperatidhe significance of the EP will
depend on what level of resources and high leviedypattention the Administration is
chooses to provide. Action thus far has been mai#torical.

Trade Policy Initiatives

The Administration’s pursuit of FTAs and other #aahreements in Southeast Asia has
involved a mix of objectives that may be congruarterms of its overall trade and
foreign policy goals, but which have not alwaysrbewitually reinforcing as received by
the Southeast Asians. The most direct motivatorséeking trade agreements in
Southeast Asia is the fact that the region coletyiis the fourth largest US trade
partner, with annual two-way trade in excess oftBillion, but one that maintains
significant tariff and non-tariff barriers to USp¢tts and business investment.
Additionally, the Administration has tried with afrst no success thus far to respond to
the growing “noodle bowl” of low quality prefergal trade agreements involving the
Southeast Asian countries and their more devel&aestl Asian neighbors and Australia
and New Zealand.

Beyond the obvious economic motivations, the Adstmtion has used offers to
negotiate FTAs and Trade and Investment Agreemerasnsolidate ties with
strategically important countries and to promotedt\fe globalization in the absence of
progress in the Doha Round of the WTO negotiatidiéth the exception of the 2003
US-Singapore FTA, the latter goal may have compsenhihe prospects for FTAs with
ASEAN countries whose industries are not readyéweloped country standards on
market opening and IPR protection, and whose faamppose US agricultural subsidies
and protectionism.

Thus far the Administration has not succeeded piyapg the template of the Singapore-
US FTA in its currently stalled negotiations withdiland and Malaysia. In fact, the
Singapore agreement was unique in two aspectst, Bingapore already was one of
Asia’s most open economies. Second, and perhapsimportant, former Prime
Minister Lee Kwan Yew, who continued to set broatigies from his position as
“Senior Minister,” saw an FTA with the United Staies a means to imbed the United



States more deeply in Southeast Asia. The stiaigminded Lee worried that in the
future the United States might scale down its negjionilitary presence, or even lose
interest in the region, thereby leaving Singapo@ ather Southeast Asian countries to
face a rising China by alofe.

Until the 9/11 attacks the Bush Administration haéelved the FTA negotiations, which
had begun in the months of the Clinton Administnatiwith some diffidence. The talks
made little progress as of the fourth round ofgalkhich concluded on July 20, 2001,
but everything changed after 9/11. Of necessgyAtiministration postponed the fifth
round, originally scheduled for September 20-2812®ut in when the talks resumed
during October 22-26 both countries’ negotiatoengaged with a stronger sense of
purpose. The parties reached an agreement inr§a2@@3, which the President signed
on May 6, 2006. Congress passed the US-Singagakar-August 2003 and it came
into effect in January 2004.

The outlook for the FTA negotiations with Thailazwd Malaysia remains very doubtful,
especially since the lapse of Presidential Tradenévity at the end of June 2007. The
September 2006 Thai military coup already had ftbe suspension of negotiations on
an FTA with Bangkok. Demonstrations by Thai farenho criticized protectionist
aspects of the US draft and by urbanites who ogptieeBush Administration’s
demands on patent protection for pharmaceuticalsatraady clouded the prospects for
the negotiations. Well-organized Thai civil sogigtoups contend that giving in to US
demands will raise the cost of medicines for HIMMS and other life-threatening
diseases, by outlawing the production generic s dinat are produced locally under
prevailing patent laws.

The negotiations with Malaysia stalled in the Sgriri 2007 because of a reported lack
of consensus in the Malaysian ruling coalitionhia face of public opposition to
provisions in the draft on IPR, genetically modifig&M) crops and food, and
agriculture. Malaysia has strongly resisted Ugotiating demands that affect its New
Economic Program (NEP), a kind of affirmative aotjrogram for the indigenous ethnic
Malay population which generally has not been &bleompete with the business
acumen of the ethnic Chinese minority. Some prorgsof the NEP, which Malaysia
initiated in 1979 following ethnic riots, are trgasently anti-competitive but politically
sacrosanct.

More broadly, public opposition to both of thesgaitations has stemmed from a
nationalistic reaction to globalization and in parkar to US pressure for concessions on
contentious provisions that probably would be uiaable in multinational

negotiations. Because the President’s congrediigranted Trade Promotion

Authority (TPA) expires on June 30, 2007, the pexsp for concluding these

2 Tommy Koh, Introductory Remarks, “US-Singapore FTplications and Prospects,”
Trends in Southeast Asian Affairs Series, May 2003, Institute of Southeast Asian Studies
http://www.iseas.edu.sg/52003.pdf




negotiations are increasingly doubtful. The Thagetiations cannot be resumed until
after planned elections in November 2007, at tmkest, and US and Malay negotiators
do not expect to wrap up sectoral negotiationd daty 2007 at the earliest.

Ineffective Response to the “Noodle Bowl” of Regial FTAS

Thus far the Administration has not been able &orétent proliferation of preferential
trade agreements. The current suspension of tha Bound of the WTO as well as
China’s aggressive courting of ASEAN has playedjaiicant role in the proliferation

of bilateral and multilateral Free Trade Agreemé&RiBAS) in Asia, most of which
involve Southeast Asian countries. Few of thesecamprehensive, “high quality”
agreements. Most cover a limited number of sedotariff lines. These deals
transparently create preferential trade, tariff] amvestment agreements whose benefits
are not available to other trading partners.

Most of these trade agreements involve SoutheaahAsuntries and their more
industrialized trading partners. Many of them/uding the 2005 Australia-Thai FTA,
fall short of the comprehensiveness required forQAMbmpatibility, but no country has
yet been willing to open “Pandora’s box” by chajerg them. The 2002 China-ASEAN
agreement to achieve free trade in agriculturalmadufactured goods by 2010 falls well
short of WTO standards on comprehensiveness anyg aihar grounds. Agreements
such as the 2002 Japan-Singapore Economic Parimémgireement do not pretend to be
FTAs. The scope and quality of the Australia-ASENBw Zealand FTA, now in the
substantive phase of market access negotiatiomsims to be seen.

The Bush Administration and the Office of the U%de Representative have struggled
to forge a response that counters the prefereag@dcts of these agreements, but this
goal faces several severe obstacles. For dedaglésX Congress has granted the
President authority to negotiate agreements tieanair subject to legislative amendment,
but only under condition that the parameters ofatpeeement fit within specific
congressional guidelines. In recent years thed Redmotion Authority (TPA) has
included strong IPR protection, a well as labohtsgand environmental conditions
considered important to securing a “level playiredof”

The 21-chapter Singapore-US FTA in fact broke neswugd with regard to issues such
asliberalizing professional services; granting Armsan investors national treatment; IPR
protection; regulatory transparency; rules of arigind labor and environmental rules.
The extent to which the Administration sought ttabksh the FTA as a template for
other negotiations can be concluded from its iesis¢ that Singapore, with the strongest
and best managed currency in Southeast Asia, &gEenpensate US investors in the
event that it imposed capital controls in a finaheimergency.

The reduction of US tariffs served the interestbath trade partners, since American

multinational companies generate well over hal)8fimports from Singapore. The
deal, which included a commitment by Singaporectede to the World Intellectual
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Property Organization (WIPO), among other stepslagned to have made Singapore’s
IPR regime the best in Asia.

Although the United States generally has gottewdg, thanks largely to the huge size of
the American market, the US approach may haveveutlits usefulness in Southeast
Asia. Even before the Thai military coup the USaTRTA negotiations had faced
strong, vocal and growing opposition from farmend aivil society organizations
concerned about American demands in the pharmaaésgctor while seeking to
maintain protectionist policies against Thai agtioal exports. Neither country has
been willing to subject its less competitive indigst to the ambitious standards of the
US- Singapore agreement. The Malaysian governmnieawise has resisted the US
demand that it foreswear the introduction of camitentrols, as under the FTA with
Singapore. While the issue continues to be a stibfedebate among economists, the
Malaysian political and economic elite stronglyieeés that then-Prime Minister
Mahathir’s imposition of temporary restrictions outward capital flows saved the
country from the worst effects of the Asian finaldarisis.

The Administration has attempted, with little susxéhus far, to promote trade and
investment liberalization with other ASEAN coungri@hose stage of development rules
out what USTR Susan Schwab calls “Gold Standard®$=TA number of the
Administration’s trade-related initiatives suchtiag Enterprise for ASEAN Initiative
(EAI), ASEAN-US Enhanced Partnership (EP), andititeation of the ASEAN-US
Trade and Investment Framework Arrangement (TIF&)ehhad largely symbolic
importance thus far.

The TIFA proposal seems to reflect both the desifend a mechanism to respond to the
flurry of bilateral and multilateral trade agreertseimvolving Southeast Asian countries
that are not near-term prospects for US-style FBAg, the search for an alternative in
the event that the Congress does not renew TPA Wwieapires on June 30, 2007. The
offer of a TIFA to ASEAN, however qualified, alspgears intended to overcome the
political obstacles created by its refusal to ddtth the Myanmar regime because of its
suppression of the democratic movement led by Aseng Suu Kyi. Although the letter A
in TIFA has always stood for “Agreement,” in the 4ASEAN TIFA the “S” stands for
“Arrangement.” The change in nomenclature may appsatively insignificant, but in
the history of US diplomacy, seemingly small stepge often led to major policy
changes.

Significance of PNTR for Vietham

The Administration’s success in negotiating anchig@ congressional approval of
Permanent Normal Trade Relations (PNTR) to Vietiabecember 2006 reflected
mutual acceptance of the underlying strategic aot@mic logic of ties between the two
former enemies. Vietnam’s desire for both rapidneenic growth and to avoid Chinese
regional hegemony complemented the Administratiows goals. Hanoi further
increased its standing with the Administration ahdwed off its economic progress by
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successfully hosting the November 2006 annual mgeti the APEC leader’s and senior
ministers.

Geopolitical considerations related to China’s grmwregional role were more at play in
the Administration’s successful effort to negotiatel gain congressional approval for
Permanent Normal Trade Relations (PNTR) for Vietnaxs in the case of the FTA with
Singapore, both parties had foreign policy as agléconomic interests in promoting
closer trade and investment ties. In spite of staseminute technical hitches in getting
the bill passed by Congress before the Presidem’so Hanoi for the APEC Leaders
Summit in November 2006, the bill easily gainedifipassage a few days after the
President left Vietnam. The cleared the House §glid bipartisan margin of 212 to 184
despite concerns of many Members about human nigbitstions in Vietnam, the Senate
by an overwhelming margin of 79-9. As with manguss of local community interest,
gaining support in the House can sometimes be diffreult than in the Senate, with its
state-wide constituencies.

The Hanoi meeting gave President Bush a uniquertppty to engage with the leaders
of seven of the ten ASEAN countries that belongR&C, i.e., Brunei, Indonesia,
Malaysia, the Philippines, Singapore, Thailand, ¥rednam. The Administration’s
achievement in negotiating the PNTR agreement Migtnam was diminished only
slightly by its inability to gain congressional appal before the President’s trip to Hanoi
for the APEC meeting the previous month. Thedakily passed the Senate but initially
failed in the House on the evening of Friday, Noleeml3. Despite a strong majority of
228-161 the bill did not achieve the two-thirds andy necessary for passage under a
“suspension of rules” provision. The bill finalbassed the House a week later, on
December 9, as a part of a package of trade I¢éigisla

In fact, PNTR for Vietham was comparatively poputaCongress. This was the case in
spite of growing resistance to trade liberalizafiothe face of the continued loss of
manufacturing jobs and the soaring US trade defiCarporate investors and agricultural
exporters needed PNTR to take advantage of theefagening commitments that
Vietnam had made as a requirement for gaining aameso the WTO, to which it
acceded on January 11, 2007. US companies, anangy through their regional
affiliates in other Southeast Asian countries, almdady become the largest investors in
Vietnam. Intel Corporation underscored the pogritir the blossoming of trade and
economic ties with Vietnam when it decided in e2006 to build a $300 million
semiconductor assembly and test facility in Ho Kimh City.

Centrality of China to US Southeast Asian Interests

The most glaring weakness of the Administratioggpraach to Southeast Asia has been
its inability thus far to develop an effective respe to China’s growing regional role and
influence, and the. The Administration has natatated a clear vision for the role it
would like China to play in Southeast Asia, anksathe leverage to significantly
influence Beijing’s policies. Unlike Northeast Aswhere China has cooperated with the
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United States by hosting the Six-Party Talks ontN&morea’s nuclear program and other
issues of mutual interest, Beijing treats SouthAast as its own bailiwick.

The Administration’s most signal failure has betsninability to effectively address
China’s growing regional role and influence andpheallel rise of Asian regionalism, in
which ASEAN plays a central geographic and politrode. Beijing’s rising economic
power and cheap agricultural and manufactured ¢xpooupled with a huge demand for
raw materials and other industrial inputs, havenlibe main drivers of economic
integration with Southeast Asia. China has alstei@d economic integration and
expanded its influence through its large and unsgparent aid programs.

In 2005 China passed the United States to becontANS third largest trade partner,
and is likely soon to surpass Japan. Along wighabcelerating flow of cheap fruit and
vegetables and manufactured goods, has come hsnofréftbusands of Chinese citizens
migrate illegally or overstay tourist visas in maimd Southeast Asia. Especially in
Cambodia, Laos, Myanmar and Northern Thailandjlkbgal Chinese migrants have
established businesses and put down roots.

With official backing, Chinese companies are sgttip joint-venture rubber plantations
in northern Laos, and China is financing the 228rketer Laotian section of a highway
connecting Kunming, in Yunnan Province, and Bangk®ke link is part of the Greater
Mekong Subregion (GMS) cooperative developmentgatded and substantially funded
by the Asian Development Bank (ADB). A spur of #sne North-South Corridor will
connect Kunming to Hanoi and its port of Haiphoma a multilane highway.

Beijing’s crash program to exploit the immense loydiwer potential of its mountainous
Yunnan Province has become the largest nationastrficture project since the Three
Gorges Dam. China’s efforts to build massive hpdwer dams on the upper Mekong,
which it calls the Lancang; and the Salween Riwich it calls the Nu, will give it
extraordinary economic and geopolitical leveragjae same dam projects will also
support navigational improvements in the uppermaidtlle reaches of the Mekong to
facilitate greatly expanded river trade with doweam countries. In January 2007, two
Chinese ships, carrying cargoes of refined oil, enadiden voyages from Thailand’s
river port of Chiang Rai to a port in Southwestétmnan Province. Reportedly, China
plans to ship some 70,000 tons of refined oil yead the Mekong, and to build a
pipeline through Myanmar to Kunming to reduce gpendence on the Strait of Malacca
for its oil shipments.

The Administration has rightly chosen not to regéhina’s emerging regional
leadership and influence as a direct security ehgk. However, this stance appears as
much a lack of ideas and the means to carry ouhimgful counter-measures, as much
as a calculated policy judgment.

Part of the reason that the Administration hagthihus far to come to terms with

China’s growing regional influence, partly becaiiseeds Beijing’s cooperation on
higher priority objectives in Northeast Asia, esp#y its role in hosting the 6-Party
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Talks on eliminating North Korea’s nuclear weapoapability. In addition, the
Administration has failed thus far to reach intémagreement on how to respond to
ASEAN-centered Asian regionalism as symbolizedhigyannual East Asia Summit
(EAS) meetings.

Conversations with senior American officials in 8mast Asia produce expressions of
concern about China’s growing economic and polifitduence, especially in mainland
Southeast Asia. Likewise, senior officials in frity Southeast Asian capitals express
concern both about China’s rising influence andldlc& of a sufficient response from the
United States.

The immediate costs to the United States of fallgatch China’s initiatives may not
be great, especially because the still very immbites market and the American offshore
military presence remain important to Southeasa@Asiountries. Nevertheless, the
continuing lack of a strong American response tm&k advances may have negative
longer term implications for Southeast Asia’s digband prosperity; and, more broadly,
for US allies and friends in East Asia.

Neglected Opportunities for US-Japan Cooperation irSoutheast Asia

Japan shares with the United States a strong sttieran economically dynamic and
politically stable Southeast Asia, but for the Béglministration thus far has made little
serious effort to add a trade and economic dimertsidts alliance cooperation in the
region. The reasons are rooted in a lack of gii@fecus in capitals, as well as domestic
politics and incompatible national economic andifess models. Nonetheless, the lack
of broader policy coordination between the Unit¢éak&s and Japan on Southeast Asian
issues remains a lost opportunity for both coustrie

More so than in the case of alliance security coatpen, trade and economic policy in
both countries respond strongly to domestic camstities with deep connections to the
political process. Consequently, the idea of ‘orai interest” in both countries with
regard to trade and economic policy tends to beaviea results from the interplay of
competing interests in the political arena.

Because of the much greater freedom of action ai&$ leaders in shaping foreign
policy, Beijing at least superficially has consiaely eclipsed its northeast Asian rival in
the competition for regional influence. For moSthe past decade Japan has been
playing catch up, especially in regard to Beijintgmile diplomacy” and promotion of
preferential trade arrangements such as the sedc@hina-ASEAN FTA thadppear to
involve some sacrifice of certain economic intesestthe interest of stronger political
ties. On the surface, China’s promotion of “edndyvest” agreements under the CAFTA
involve some market opening concessions, ostensililye interest of promoting good
will, but whether by design or because of the astiof local interests, Thai, Filipino, and
Vietnamese farmers, for instance, have been cifpinlg
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Japan joined the competition with a proposal foA&EAN-Japan Economic Partnership
(AJCEP) in late 2002, also at the annual ASEAN+@&it, a year after the beginning of
negotiations on the China-ASEAN.

Japan’s fortunes are of considerable importantegdJnited States and vice-versa.
Tokyo’s image has been eclipsed in recent yeaGHiga, which has been much more
deft and creative in its diplomacy. Nonetheleapah remains the leading source of
business investment, technology, and developmeigtasce, and Southeast Asian
governments remain very mindful of this fact.

Japan’s strongest asset remains its financiakandomic power, and its technological
leadership. The Japanese Ministry of Finance lea®&g a leading role in promoting
currency stabilization since the Asian financiasist most notably the May 2000 Chiang
Mai Initiative (CMI) for creating a regional currenswap mechanism to deal with
temporary balance-of-payments crises. The CMIlvre®ASEAN and its “plus one”
partners, Japan, South Korea, and China. Tokgwide has been the driving force in
the creation of an Asian Monetary Fund (ABM) aneggional bond market.

Japan remains the largest donor of official devalept assistance (ODA) in Southeast
Asia, both bilaterally and through the Japan Spéaiad to the Asian Development
Bank (ADB), which constitutes about half of thealoAsian Development Fund (ADF),
the bank’s window for grants and soft loans. Japembegun refocusing its ODA on the
same kind of health and human security issuesatieathe main focus of the
comparatively small US assistance role in Southi&sist, but its total aid remains
overwhelmingly focused on highly visible infrasttuie projects, including loans for
bridges, ports, and airports in Cambodia, Laostnéien, Indonesia and the Philippines.
Many if not most of Japanese aid projects invohedreation of infrastructure to
facilitate Japanese business investment and muitte dfusiness goes to Japanese
contractors and machinery suppliers.

Like the United States, Japanese trade policymsrey constrained by strong
protectionist forces, especially the powerful Agtiare Ministry, which until recently
had a virtual veto on trade agreements that inebaggicultural concessions. As a
consequence, Japan finds it difficult to significararket-opening opportunities that
would allow Southeast Asian countries to capitatingheir own comparative advantage
and gain more access to the Japanese market. ughhbe situation has changed
considerably since surge of FDI into Southeast Asidng the “bubble economy” years
of the late 1980s, Japanese companies still tefal/tw investment aimed at third
countries, not the home market. On the wholemhbeket access aspect of US FTAs is
considerably more attractive, since US companied te go offshore as much to enhance
their domestic price competitiveness as to exphen tegional markets.

Of course, Japanese manufacturing investment pl&gy role in a number of the larger
Southeast Asia economies, especially in electronig®dmobiles and trucks, and other
important export sectors. Vietnam and other itrikl&zing Southeast Asian countries
are also beginning to benefit from the currentit@hplus one” investment strategy of
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Japanese multinational companies, which stemsfbmtha desire to hedge against
political risk as well as to anticipate rising latamd other costs as demand continues to
outstrip supply in China overheating economy. Nbelkess, the high degree to which
Japan’s trade deals promote specific sectors réttaarproviding a more general
liberalization of investment and trade createsgyeaftial arrangements that are not open
to other countries. Unlike the more comprehenki@estyle FTAs, Japan’s deals tend
not to do very much to help its trade partnersateer their competitiveness overall.

Japan’s value as a US partner in Southeast Asibdesreduced to a certain extent by
negative reaction to Prime Minister Shinzo Abe’soralistic stance and historical
revisionism, which are an affront to countries thaffered from Japanese aggression and
brutality in World War 1l. These feelings are st strong as in China and South Korea,
where Abe’s efforts to deny official culpability the case of the “comfort women” has
created public outrage and fueled anti-Japanesem&mations, but they are strong
enough to hamper Tokyo’s efforts to counter Beigriggmile Diplomacy” towards
Southeast Asia.

The Future Bush Agenda in Southeast Asia

Looking ahead, the Bush Administration will contnto put most of its emphasis on
anti-terrorism cooperation and maritime securitpoutheast Asia, areas where it also
has the greatest financial resources. The admatimt faces major challenges in
promoting further trade liberalization after theogation of TPA.

In addition, the Bush Administration is running afitSoutheast Asian countries with
whom to negotiate US-style FTAs. The US-Singapard was relatively easy to
negotiate because of Singapore’s status as ome adst open economies in Asia; the
long presence of US multinational companies; arbge it has no agriculture sector.
Negotiations with Thailand and Malaysia, both ofiehhhave diversified economies and
major agricultural sectors, have been much mofedif. At the moment, no other
ASEAN countries are sufficiently developed or op@&ough to qualify for initiating FTA
negotiations.

At the same time, the failure of current FTA initv@s and the expiration of TPA is
likely to promote some creative thinking about miggive approaches to “gold standard”
FTAs. Some in the Administration, including the TR appear to be considering
alternatives for achieving further market openggater protection for IPR and other
goals without TPA. One indicator in this directias the signing of the ASEAN-US
TIFA. While the agreement might look like moreaopublic relations response to the
China-ASEAN agreement and the proliferation of ofhreferential trade agreements,
Deputy USTR Karan Bhatia has suggested otherwiseweral occasions. According to
Bhatia, the Administration would like to use thé=Ak to negotiate sectoral agreements
or other agreements with Indonesia and additiofgt AN countries to achieve near-
term progress on issues that currently are obstacleegotiating an FTA.
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The Real Issue: Can the Bush Administration Crafta Coherent
Strategy for Southeast Asia?

For the rest of its term the most important issaretie George W. Bush Administration

is not the future of its ongoing initiatives towar8outheast Asia but whether it can yet
craft a broader strategy to meet the challengeharids rising regional influence and the
wider effects of globalization. The nub of theus is how the Administration addresses
the challenge of Asian regionalism.

The Administration would appear to have four bagitions:
1) Join the East Asian Summit

The future of East Asian regionalism remains veuncima “work in progress,” but Asian
leaders, many analysts, and observers argue tbatinvay or another, regionalism is the
wave of the future. The Bush Administration is hiely to join the East Asia Summit
(EAS) for at least two reasons, though this cabeatuled out. First, membership in the
EAS requires signing the 1976 Treaty of Amity armb@eration. The Administration

has acknowledged the treaty but is unlikely to sidiecause of concerns about its effect
on the right of free navigation through territoneters such as the Strait of Malacca.
Second, like many Western governments, the Admatish has not been able to decide
how important or effective the organization is likéo be.

It may be somewhat more likely that the Administnatmight decide to accede to the
ASEAN Treaty of Amity and Cooperation (TAC), whichrrently is the main obstacle to
US participation in the East Asia Summit (EAS) megg. That will not happen,
however, unless and until the Administration reesllarger question of whether and how
to respond to the movement towards Asian regiomalis

2) Continue to Emphasize its Bilateral Hub-and-Spke Alliance Relationships

This option follows from the first. US bilateradlations with its allies and other regional
partners are far more substantive than anythingidéikes place in regional organizations.
Moreover, so long as US allies and partners hasie thivn interest in not seeing the
United States isolated in Asia, the Administrati®unlikely to take multilateralism very
seriously. In particular, the successful effogslapan, Singapore, and some other
countries to get India, Australia and New Zealartd the EAS, seem to have lessened
the Administration’s concerns about US isolatidm fact, the successful effort to dilute
membership in the EAS appear to have caused Chin@h hoped to use the meetings
as a vehicle for regional leadership--to lose ggeand focus instead on the ASEAN-
Plus Three (Japan, ROK, China) structure.

3) Seek Deeper Engagement with ASEAN

The United States needs to maintain productiveipalities with ASEAN, and will
continue to do so, but it could do much more tgéostronger ties and support for
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ASEAN’s ambitions to become a more integrated regicommunity even if this is

likely to remain a distant goal. The United Staepports ASEAN in both symbolic and
substantive terms, but could easily spend mordigallicapital even if it is unlikely to
provide more economic assistance. The Bush Adtratign and its predecessors have
found the ASEAN Regional Forum (ARF) to be a usefatform for security dialogue
and confidence building, especially as regardstism and nuclear proliferation. In

fact, the more effort the Administration expendsake the ARF more effective, the less
it need worry about the EAS or ASEAN-China relasion

The Bush Administration, like a number of other gaments, sis likely to continue to in
its inner councils to regard both ASEAN and the ARIfmarily as a “talk shops.”

Even if the Administration is correct in viewinget\SEAN Community as a distant
dream, ASEAN has an important role to play in hegpihe Southeast Asian countries
cooperate on a number of emerging “nontraditiosaturity issues of mutual interest.
These include such issues as air pollution froradbburning in Sumatra, Indonesia,
avian flu and other potential pandemics, globalmmag, possible conflicts over scarce
resources such as water, human trafficking, aedall migration.

4) Seek to Reenergize APEC

US ambitions for APEC peaked with the 1995 BogaclBration (Indonesia), in which
the 21 APEC economies committed to free and oatetand investment in the Asia-
Pacific region--by 2010 in the case of the developeonomies, and 2020 in the case of
the less-developed countries. Momentum towardsgbal slowed as early as the 1995
meeting in Osaka, when Japan, China, and othertwesiargued for flexibility in
interpreting the goal of comprehensiveness and ydadnsisted that the Bogor goals be
made voluntary. The 1997 Asian financial crisis st APEC goals on the shelf. The
Bush Administration further diluted the goals o thrganization by focusing on
cooperation against terrorism rather than tradeegodomic issues.

The Bush Administration signaled revived interesAPEC in July, 2005, when it
appointed a career foreign service officer withgl@ervice in Asia as Senior Official, to
APEC. The Administration has also devoted conslaerattention to working with
Vietnam on the November 2006 APEC meeting in Harbich Secretary of State Rice
and USTR Susan Schwab both attended. The Presiddrihe Secretary of State both
emphasized that APEC was the “preeminent channenfgagement with East Asia and
the Pacific.”

The Administration appears to remain unclear abg#t goals it wants APEC to
accomplish and how it will go about strengthenimg drganization. APEC has a number
of limitations--it may be too broad (i.e. transg@gito serve as a vehicle for promoting
ties with ASEAN and Northeast Asia and it is oustdp with current trends towards
regional FTAs. The voluntary aspect alone raigests about achieving anything more
than a forum, as does the continued emphasis &dh&nistration on a broad range of
discussion topics.
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Certainly, APEC is unlikely to serve as a usefdiigke for countering Chinese influence
in Southeast Asia or facilitating stronger US lgatlgp. APEC’s greatest utility is likely
to be its role as a forum for getting the US Presido Asia, when Asian countries are
hosting the meetings, and for the opportunity &vate bilateral and multilateral issues to
the head of state level.

Conclusions

For all of the reasons noted above, the engageofi¢ihe second George W. Bush
Administration with Southeast Asia is likely to episodic and ad hoc. The
Administration is unlikely to devise any seriouspense to China’s growing influence
and the “noodle bowl” of preferential — and hensEdminatory -- regional Asian trade
agreements. FTA activity will likely be limited liie small number of suitable
negotiating partners and growing disillusionmenithu the US public and Congress--
with free trade.

Even if the Administration were to undertake sigraiht new initiatives, Congress is
unlikely to be supportive. Thus far Congress la&en little note of Beijing’s growing

ties to Southeast Asia or even economic regionalisretead, Congress has focused most
of its attention on the huge and growintpteral trade deficit with China and the related
issue of what is widely believed to be a signifibaBeijing’s undervalued currency.
Congress shows no sign of taking China’s risingugrice into account when addressing
human rights issues in countries along China’sppery. However legitimate these
concerns may be, constituent pressure, ratherypamy broader foreign policy
perspective has tended to drive congressionallétiyis initiatives and oversight.

Despite a negative view of the Administration’sipiels in some Southeast Asian
countries the United States will retain considegdizdseline importance to the region
almost regardless of the Bush Administration'sqed or those of its successors. This is
true for at least three enduring reasons. Firgryegountry in the region wishes to avoid
domination by China, or by any external power,tfat matter, and all of them will try to
maintain balance in their relations with Beijingaghington, and Tokyo. Second, the US
economy will remain highly important both as a nedr&nd as a major source, along with
Japan and the EU, of high technology investmeniti&ast Asian countries have a
critical need for such investment if they are thiage an acceptable economic “division
of labor” in an FTA with China. Third, the Unitedd$es remains the only country with
an on-station military capability to reinforce regal security and stability; and provide
the kind of support to disaster operations thdemonstrated following the devastating
December 2004 Indian Ocean Tsunami.

Apart from the important stabilizing role of the W#litary presence in the region, it is
likely that the continuing importance of the Unitgthtes to ASEAN will lie less in the
realm of policy initiatives than in the privatedsaand investment actions of American
companies and the still coveted US market. Iaithspect, American “soft-power,” such
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as the continuing attractiveness of US higher efitutatechnology, and popular culture
will continue to be important assets. These ateassets that are very deployable by the
Administration, but policy changes can influencenth- for instance by making it easier
for Southeast Asians to get visas for educatiorestment, and professional
employment.

US economic and financial management could alse hawajor indirect effect on the
region, as would the imposition of trade barrianscertain Chinese exports, or success in
getting Beijing to revalue the Yuan upward. Traéderiers against China might benefit
Southeast Asian exporters, but the spillover efbecBoutheast Asian currencies would
be potentially destabilizing.

In the absence of a clear strategy towards Southesgs US interests and influence will
depend importantly on day-to-day cooperation amd8glepartments and agencies
across a range of issues such as trade disputesting; counterterrorism operations and
other nontraditional security issues; as well agoamg military-to-military relationships.
Attentiveness to Southeast Asian concerns and appbes for cooperation could
reinforce the role of the United States as a stailf not a source of strong leadership.
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