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C H A P T E R  O N E

What Is Geoeconomics?

War and commerce are but two dif fer ent means of arriving at the 
same aim, which is to possess what is desired.

— Benjamin Constant, Franco- Swiss politician

The term geoeconomics is in much use  today, but almost always 
without a specifi c working defi nition.1 Some authors tend to focus on 

the use of geopo liti cal or military power for economic ends.2  Others tend 
to defi ne geoeconomics more broadly, as “the entanglement of international 
economics, geopolitics, and strategy,” a kind of catch- all defi nition that 
obscures more than it clarifi es.3 Still  others primarily stress trade and the 
protection of industries.4

In the par tic u lar context of U.S. foreign policy,  those who use the con-
cept have likewise primarily confi ned themselves to traditional examina-
tions of international trade and sanctions.5 Typically,  these inquiries depart 
from a narrow understanding of  U.S. trade policy— trade, done well, 
strengthens Amer i ca’s economic standing, and thus, at least in theory, en-
hances its power projection accordingly— but have no specifi c geopo liti cal 
dimension, apart, perhaps, from a widely held belief, rooted in the early 
twentieth- century liberalism of Norman Angell and  others, that expanded 
trade promotes peace.6 It is essentially trade for trade’s sake.  Others apply 
the term to almost all American economic activity, domestic and foreign.7 
 These analysts sometimes begin by connecting U.S. power projection in a 
general way to the strength or weakness of the U.S. economy or even Amer-
ican society.8

Indeed,  these calls are fi nding purchase, as the two most recent U.S. na-
tional security strategies attest.9 A strong domestic economy over the long 
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20 W A R  B Y  O T H E R  M E A N S  

term  will of course remain a general requirement for any country’s power 
projection, the United States included. History has not looked kindly on 
any country that has allowed its geopo liti cal responsibilities to outstrip its 
economic wherewithal for long. It is as good a universal law as one could 
hope to fi nd in politics. And just as with physical laws of nature,  there are 
no exceptions for size:  great powers have found their economic constraints 
no more pliant in the face of geopo liti cal burdens than any other country.

 These and other earlier interpretations of geoeconomics are useful, but 
they are also incomplete. Strikingly, none of the existing written under-
standings of geoeconomics succeeds in comprehensively capturing the 
phenomenon that, as a plain empirical  matter, seems most responsible for 
the term’s recent resurrection: the use of economic instruments to produce 
benefi cial geopo liti cal results. Despite the considerable attention paid to 
the global fi nancial crisis and its geopo liti cal aftereffects, as well as to the 
growing need to place U.S. foreign policy more fi rmly in the ser vice of the 
country’s domestic economic interests, matters of where, how, and how 
well states  today wield economic instruments as tools of statecraft remain 
sorely underexplored analytic and policy territory.10

With this in mind, we urge the following defi nition of geoeconomics:

GEOECONOMICS:  The use of economic instruments to pro-
mote and defend national interests, and to produce benefi cial 
geopo liti cal results; and the eff ects of other nations’ economic 
actions on a country’s geopo liti cal goals.

On this understanding, geoeconomics stands as both a method of analy sis 
and a form of statecraft.11 The fi rst dimension of this three- part defi nition 
(“the use of economic instruments to promote and defend national inter-
ests”) applies in a general way to traditional understandings of how do-
mestic economic strength promotes U.S. power projection, at least in theory. 
This dimension is impor tant and well understood.12

Similarly, the fi nal ele ment of this defi nition of geoeconomics (“the ef-
fects of other nations’ economic actions on a country’s geopo liti cal goals”), 
while historically underattended compared to other aspects of international 
relations, has attracted growing interest in recent years. The revival of in-
ternational po liti cal economy certainly deserves some of the credit for this 
renewed interest.13 But across much of that lit er a ture, the predominant 
focus remains at the level of the system, rather than the nation- state, in at-
tempts to explain how broad economic phenomena— globalization, for 
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instance— might impact multilateral institutions. With some impor tant 
exceptions, contemporary debates in the fi eld of international po liti cal 
economy still show  little interest in more applied matters of power projec-
tion and managing relations between nation- states.  These positive steps not-
withstanding, Alan Dobson is quite right that “economic affairs still often sit 
uneasily beside po liti cal and diplomatic matters.”14

Maybe it should come as no surprise, then, that the role of economic 
phenomena in shaping geopo liti cal outcomes also tends to go underre-
ported in much of the press commentary on the foreign policy dilemmas of 
the day. For all of the discussion surrounding the  causes and accelerants of 
the 2014 Ukraine crisis, for example, it was rare for anyone to highlight the 
role of international monetary policy in exacerbating the country’s long- 
running economic woes into full- scale crisis. “Ukraine’s fi nancial problems 
had been mounting over many years,” explained Benn Steil, director of in-
ternational economics at the Council on Foreign Relations.15 “But it was 
the mere prospect of the [United States] Fed pumping fewer new dollars 
into the market each month that pushed the cost of rolling over its debt . . .  
beyond Kiev’s capacity to pay. . . .  The rest is history.”16 That history, Steil 
correctly notes, has largely “overlooked the role that the Fed’s taper talk 
played in the toppling of Yanukovych and the chaos that followed.”17

But things may be changing. Thanks in large part to two par tic u lar eco-
nomic headlines bearing undeniable geopo liti cal consequences,  there are 
reasons to think that a revival of interest in this par tic u lar strand of geo-
economics could prove widespread and enduring. The fi rst is the 2008–
2009 fi nancial crisis (and the attending eurozone crisis), which now, six 
years on, continues to prompt a fl urry of popu lar and academic commen-
tary trained on the geopo liti cal meaning of the ordeal.18 The second is the 
rise of China, thus far largely an economic story, but one that is widely 
understood to carry some of the most profound geopo liti cal effects since 
the United States emerged from World War II as the world’s leading power. 
Given their magnitude and long tails, both of  these stories have helped 
bring economic phenomena and their geopo liti cal impacts into foreign 
policy reporting and commentary.

Our focus is instead the  middle ele ment of our defi nition of geoeco-
nomics: “the use of economic instruments . . .  to produce benefi cial geopo-
liti cal results.” For it is these economic techniques of statecraft that, while 
aptly describing much of foreign policy practice  today, puzzlingly remain 
underexplored territory, especially in any conceptual way and especially in 
the United States.

British international relations theorist Susan Strange spotted this over-
sight as far back as 1970, arguing that “what is noticeably missing from 
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22 W A R  B Y  O T H E R  M E A N S  

the picture are more general studies of international economic relations— 
whether of problems or issue areas— treated analytically, with the po liti cal 
analy sis predominating over the economic analy sis.”19 This conceptual gap 
is not for lack of topical interest; the last several years have seen consider-
able, sustained attention to individual geoeconomic instruments, as well as 
around specifi c countries.20 Among the most compelling of  these country- 
specifi c portrayals is Edward Luttwak’s most recent book on China. In it, 
Luttwak argues that  because the “logic of strategy . . . mandates growing 
re sis tance to growing power,” and  because “any signifi cant warfare between 
nuclears [is now] largely inhibited,” opposition to Chinese ascendance  will 
manifest geoeco nom ical ly.21 For Luttwak,  because “China’s continuing rise 
ultimately threatens the very in de pen dence of its neighbors, and even of its 
present peers, it  will inevitably be resisted by geoeconomic means— that is, 
by strategically motivated as opposed to merely protectionist trade barriers, 
investment prohibitions, more extensive technology denials, and even re-
strictions on raw material exports to China if its misconduct can provide a 
suffi cient excuse for that almost warlike act.”22

 Others have looked at the role that economic techniques of statecraft have 
played historically— a slight but impor tant difference from  those historians, 
such as Gavin and Sargent, who tend to focus more on explaining how 
vari ous economic considerations have  shaped foreign policy outcomes. Im-
pressively researched over ten years, Dobson’s 2002 US Economic Statecraft 
for Survival amounts to a revisionist Cold War history, one that accounts for 
the neglected role of economic statecraft in explaining U.S. policy between 
1933 and 1991. And, although not his apparent motivation in writing, the 
par tic u lar question that Dobson asks— how the United States moved from 
assiduously defending its neutral trading rights in war time (prior to entering 
World War I) to prosecuting a kind of economic warfare against the Soviet 
Union in peacetime (immediately post– World War II)—is itself a testament 
to the sort of schizophrenic, often contradictory relationship the United 
States has had with geoeconomic techniques over its history.

Despite ample attention to historical, topical, and country- specifi c issues, 
 there has been far less in the way of conceptual thinking about economic 
and fi nancial instruments as tools of statecraft. Noting Susan Strange’s 
original call to this effect, David Baldwin’s 1985 Economic Statecraft re-
mains among the few works that have sought to answer it. Baldwin’s pri-
mary task is “to think about thinking about economic statecraft,” and he 
does so by taking explicit aim at the double standards and intellectual 
hindrances that impede clear policy refl ection about geoeconomic tech-
niques. His insights, now thirty years on, remain more evergreen than not.23 
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Baldwin’s purpose, however, was less to understand how states deployed 
 these techniques and more to vindicate  these practices “as more useful 
than the [prevailing] conventional wisdom would have one believe”— a 
feat he attempts through a series of historical case studies on sanctions, as 
well as impor tant looks at trade and aid.24 He does not address  whether 
 these techniques  were in regular or effective use by foreign policy prac ti-
tion ers of his day, and he does not attempt to apply his framework to gain 
insight into the challenges foreign policy makers faced.

Nor has  there been much pro gress on  these fronts since Baldwin, as sev-
eral observers— Dobson, Walter Russell Mead, Juan Zarate, Robert Zoel-
lick, and  others— have lamented in more recent years.25 While for a time 
this relative neglect may have been regrettable but not concerning, the sit-
uation seems dif fer ent  today. With economic instruments of statecraft now 
in such widespread use, promulgated by some of the world’s most power ful 
countries, it seems worth a clearer acknowl edgment and understanding of 
the phenomenon. Ultimately, however, defi nitions count for only so much. 
Much of understanding what geoeconomics is comes in acquiring the ca-
pacity to think about it. It is worth elaborating our defi nition with a few 
additional clarifying points:

P O I N T  1

Geoeconomics is diff  er ent from geopolitics.

Rather than focusing on economics as the means to advance geopo liti cal 
aims, some defi nitions of geoeconomics have reversed this means- ends re-
lationship, emphasizing instead how countries might apply military or 
geopo liti cal muscle (what some call “hard power”) to bring about benefi -
cial economic results.26 It is undoubtedly an impor tant topic, but one more 
for a book on geopolitics than for a volume on geoeconomics. For when it 
comes to classifying vari ous forms of statecraft, it is the means, not the 
ends, that should dictate.  After all, as David Baldwin explained, “bombing 
a library is not called cultural warfare; bombing homes is not called resi-
dential warfare; bombing nuclear reactors is not called nuclear warfare; 
and bombing factories should not be labeled economic warfare.”27

Indeed,  there has been a tendency to treat geopolitics and geoeconomics 
as interchangeable. While the two are doubtless related, they should be 
distinguished.28 Part of the diffi culty is that, much like geoeconomics,  there 
is no single agreed- upon defi nition for geopolitics; if anything, that term is 
invoked even more loosely than geoeconomics. According to one of the 
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24 W A R  B Y  O T H E R  M E A N S  

most widely cited defi nitions, geopolitics is a method of foreign policy 
analy sis that seeks to understand, explain, and predict international po-
liti cal be hav ior primarily in terms of geo graph i cal variables.29 Other, more 
general defi nitions tend to focus on the relationship between politics and 
territory— that is, the art and practice of using po liti cal power over a given 
territory.30

Put other wise, geopolitics is  really a set of assumptions about how a state 
exercises power over territory— what constitutes this power, and how it is 
increased and spent down. The same is true of geoeconomics as we defi ne 
it  here. But most geopo liti cal accounts traditionally explain and predict 
state power by reference to a host of geographic factors (territory, popula-
tion, economic per for mance, natu ral resources, military capabilities,  etc.).31 
Geoeconomics, in our view, is about providing a parallel account of how a 
state builds and exercises power by reference to economic factors rather 
than geographic ones.

On this understanding, then, the use of military power in ser vice of eco-
nomic goals fi ts more comfortably as a facet of geopolitics than of geoeco-
nomics. Even so, the two are obviously closely linked, and the relationship 
between them begs for study and further thought. In par tic u lar, it is worth 
questioning  whether the growing use of geoeconomic tools as instruments 
of statecraft is changing patterns of when and how countries engage in the 
use of military power.32 While not directly within the scope of this book, it 
is an impor tant question and one we touch on intermittently throughout 
the coming chapters.

Critically, understanding geoeconomics requires appreciating deeply em-
bedded differences in the operating assumptions of geopolitics and eco-
nomics. The logic of geopolitics is traditionally zero- sum, while the logic 
of economics is traditionally positive- sum. As Michael Mandelbaum put 
this point in his latest book, “The heart of politics is power; the aim of 
economics is wealth. Power is inherently limited. The quest for power is 
therefore competitive. It is a ‘zero- sum game.’ Wealth by contrast, is limit-
less, which makes economics a positive- sum game.”33 Geoeconomics es-
sentially combines the logic of geopolitics with the tools of economics, 
viewing the economic actions and options of a given state as embedded 
within larger realities of state power. This fact often puts geoeconomic 
approaches in tension with the assumptions of economics.

Consider it this way: returning to the idea that, as Mandelbaum puts it, 
in “economics, unlike in war, every one can be a winner,” the point about 
geoeconomics is that this distinction holds up only as long as economic ac-
tions are being pursued for the sake of economic ends.34 It turns out, how-
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ever, that when put to geopo liti cal use, economic instruments can produce 
outcomes that are  every bit as power ful and as zero- sum as  those resulting 
from traditional military showings of state power.

Symptoms of  these disciplinary tensions between economics and foreign 
policy surface in the U.S. context all the time. Most of the calls to re-
orient U.S. foreign policy to account for the expanding role of economic 
power—to do geoeconomics better— also tend to speak plaintively about 
the U.S. government’s institutional inability to integrate foreign policy and 
economic strategy. Former secretary of state Hillary Clinton did so in her 
confi rmation hearing.35 Clinton is joined by a chorus of outside observers 
that spans former  U.S. military leaders, economists, and foreign policy 
strategists, Republicans and Demo crats alike.36 Shortly  after her economic 
statecraft agenda debuted, David Rothkopf, CEO and editor of Foreign 
Policy, penned a piece on Hillary Clinton “ingesting” the Commerce De-
partment, deeming “the Clinton speech a sign of a successful Secretary of 
State continuing to work to reinvent the department she leads—to ‘think 
dif fer ent’ in the words of Steve Jobs . . .  [and] the sign of an administration 
maturing and developing better priorities and vital competencies where they 
are needed.”37  Others, such as former State Department offi cial Nicholas 
Burns, began to ask  whether Secretary Clinton’s new agenda would enable 
the Obama administration to change the way Washington has traditionally 
worked by placing economic issues on par with military and diplomatic 
ones in calculating the national interest.38

Why has any exchange across the realms of foreign policy making and 
economics proven so diffi cult? The most commonly held view is that it was 
not always so; that in fact, the United States historically has been quite 
adroit at economics- centered foreign policy. As Robert Zoellick, former U.S. 
trade representative and World Bank president, recently put it, this “sepa-
ration of economics from U.S. foreign policy and security policy refl ects a 
shift from earlier American experience. For its fi rst 150 years, the Amer-
ican foreign- policy tradition was deeply infused with economic logic. Un-
fortunately, thinking about international po liti cal economy has become a 
lost art in the United States.”39

Zoellick details this view with a power ful historical account— what 
amounts to a far better reading of U.S. history.40 But this account raises a 
crucial question: if the United States was once so  adept at this brand of 
economics- centered statecraft, why are we not anymore? This impor tant 
question we take up  later, in Chapter 6.
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26 W A R  B Y  O T H E R  M E A N S  

P O I N T  2

To focus on the use of economic instruments to advance geo-
political ends is to say nothing about the nature of the ends 
themselves;  whether the ends of foreign policy are also changing 
stands as a separate question.

If some understandings of geoeconomics employ a reverse means- ends con-
fi guration (again, military power in ser vice of economic aims),  others focus 
only on the ends. Indeed, many a foreign policy commentary has invoked 
the term geoeconomics as a way of arguing that the priorities of foreign 
policy  either would or should shift  toward economic goals and away from 
military- oriented ones.

Most would agree that this understanding of geoeconomics entered the 
modern lexicon of international affairs with a 1990 article by Edward 
Lutt wak, wherein Luttwak argued that “the waning of the Cold War is 
steadily reducing the importance of military power in world affairs.” “World 
politics,” he believed, was giving way to geoeconomics, “the admixture of 
the logic of confl ict with the methods of commerce.” “As the relevance of 
military threats and military alliances wanes,” Luttwak observed, “geoeco-
nomic priorities and modalities are becoming dominant in state action.” He 
expounded on the topic of his article in a 1993 book, this time in a more 
alarmist tone. Geoeconomics, he explained,

is not more and not less than the continuation of the ancient rivalry of the 
nations by new industrial means. Just as in the past when young men  were 
put in uniform to be marched off in pursuit of schemes of territorial conquest, 
 today taxpayers are persuaded to subsidize schemes of industrial conquest. 
Instead of fi ghting each other, France, Germany and Britain now collaborate 
to fund Airbus Industrie’s offensive against Boeing and McDonnell- Douglas. 
Instead of mea sur ing pro gress by how far the fi ghting front has advanced on 
the map, it is worldwide market shares for the targeted products that are the 
goal.

Similarly, while they do not explic itly use the term geoeconomics, scholars 
like Mandelbaum and Francis Gavin make a case that the nature of states’ 
geopo liti cal aims would shift away from military issues and hard security 
dilemmas  toward economic preoccupations. This may well be true, but it is 
largely outside the scope of this book.41 By contrast, geoeconomic ap-
proaches, as defi ned  here, are concerned only with how states are exercising 
economic and fi nancial tools to achieve their desired geopo liti cal aims. 
However, as a state comes to perceive the geopo liti cal climate as increasingly 
about economic power projection and hones its own geoeconomic refl exes 
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accordingly, it may— indeed, should—be the case that this realization and 
re- tooling pro cess leads to changes in its foreign policy strategies.

Next, to suggest that a state is marshaling an economic tool in further-
ance of some geopo liti cal objective is not necessarily to imply that  there are 
only geopo liti cal objectives at stake. States can and often do design geoeco-
nomic policies that si mul ta neously advance multiple interests—geopo liti cal, 
economic, and other wise. China’s strategic investments in Africa stand as 
perhaps the strongest example. But in this re spect, geoeconomics is no dif-
fer ent from any other brand of statecraft (think, for example, of the eco-
nomic spoils that war can produce). It is the presence (and not the solitary 
presence) of an impor tant geopo liti cal interest that is controlling, in other 
words. And while countries typically do not offer much insight into the rank- 
ordering of relative motivations, design choice is often telling. As we argue in 
Chapter 7,  there are plenty of economic policies that could ostensibly si mul-
ta neously advance economic and geopo liti cal goals; often, though, a trade 
agreement conceived as a serious means of pursuing some foreign policy ob-
jective would be a dif fer ent sort of agreement from one that was aimed nar-
rowly at economic goals.

P O I N T  3

Geoeconomic attempts at power projection can take many 
forms. And just as not all states are created equal in their 
capacity to proj ect geopo liti cal power,  there are certain 
 structural features—or geoeconomic endowments— that dictate 
how eff ective a country is likely to be in the use of geoeconomic 
tools.

Not only do states deploy geoeconomic tools against a broad range of non-
economic ends, they also use  these tools in a variety of ways. The most 
obvious distinction  here is between positive and coercive forms of geoeco-
nomic leverage. But geoeconomic attempts differ across a range of other 
scores: objectives can be shorter- term or longer- term; some mea sures are 
more transactional (where objectives are narrowly construed and anticipated 
benefi ts are fairly well identifi ed), while  others are more general (where ob-
jectives are broader and benefi ts are less understood); and the range of geo-
economic techniques during war time  will differ from  those in peacetime or in 
the absence of active military confl ict.

The decision by President Car ter to impose a grain embargo against the 
Soviets in response to the USSR’s 1979 invasion of Af ghan i stan and the 
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Truman administration’s offer of concessionary loans to U.S. allies to pur-
chase war materials in World War II  were both targeted mea sures, enacted 
in response to par tic u lar events and intended to elicit a specifi c set of re-
sponses. The push in the late 1970s by the Federal Republic of Germany to 
adopt a single Eu ro pean currency (which it saw as necessary to preempt 
Western fears over Germany’s increasing strength at the time) and the ad-
vent of the Eu ro pean Union itself  were both longer strategic plays, where 
the goals  were broad, involving multiple targets, and where the benefi ts, 
while understood to be power ful, went mostly unforeseen among the chief 
proponents of  these policies at the time. The $8 billion Qatar invested in 
Egypt between President Mubarak’s fall in early 2011 and President Mor-
si’s ouster in mid-2013 prob ably falls somewhere in the  middle, bearing 
some reciprocal, shorter- term, specifi c assurances, if still coming with a 
fairly broad set of objectives and some expectation of benefi ts over an ex-
tended time horizon.

Second, geoeconomic power, like geopo liti cal power, is a function of cer-
tain structural factors and policy choices. Much as states differ in their 
capacity to proj ect geopo liti cal power,  there are certain structural features—
or geoeconomic endowments— that shape how successful a country is 
likely to be in the use of geoeconomic tools. Indeed, compared to the vast 
lit er a ture on the inputs and workings of geopo liti cal power, no similar an-
alytic framework exists for geoeconomics;  there is no consensus as to the 
range of geoeconomic tools that presently exist or to the set of factors that 
make states more or less suited to wield them effectively.42 Are nondemoc-
racies better suited to apply geoeconomic tools? Are small countries just as 
disadvantaged when it comes to geoeconomics as with geopolitics? Absent 
any sort of conceptual blueprint or predictive logic for  these instruments, 
it should hardly be surprising that foreign policy makers seem far more re-
luctant to analyze their choices in geoeconomic rather than geopo liti cal 
terms. We take this up in more detail in Chapter 3.

P O I N T  4

 There are some fuzzy, borderline cases.

When it comes to applying this conception of geoeconomics to real- world 
cases, no  matter how carefully constructed the par ameters, inevitably cer-
tain fuzzy, borderline examples  will arise. Most analysts— although not 
all— would share David Baldwin’s intuition that bombing a factory should 
be excluded from any conception of geoeconomics, seeing this as belonging 
more to the realm of traditional military application.43 But what about 
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using elements of force— a naval blockade, perhaps—to impose an eco-
nomic embargo, which itself comes as part of larger war- fi ghting? What 
of state- sponsored cyberattacks targeting banks or critical infrastructure 
as a means of venting disagreement over another country’s foreign policy 
decision?

 There are no bright- line answers. Broadly speaking, the actions and pol-
icies of interest  here are economic techniques of statecraft; sometimes  these 
techniques  will involve tools that are straightforwardly economic in nature 
(for example, coercive trade mea sures, economic aid, or sovereign invest-
ment), and on other occasions they  will involve mechanisms that are not 
purely economic in nature (such as state- sponsored cyberattacks) but where 
the means by which states are trying to infl uence the be hav ior of other 
states are economic. By this logic, certain cyberattacks— say,  those targeting 
the critical economic or fi nancial infrastructure of another country— would 
be considered geoeconomic, whereas other types of cyberattacks (against 
military and other government targets) would not.

Like anything, the liminal cases are the hardest. Some might argue, for 
example, that this logic could be stretched to include bombing a factory as 
a geoeconomic technique of statecraft.  After all, basic market mechanisms 
of supply and demand are being manipulated— dampening a country’s pro-
ductive output, or causing supply shortages—to produce geopo liti cal re-
sults. What accounts for the widely shared instinct to exclude bombing a 
factory from the realm of geoeconomics, however, is not the fact that 
bombing is a noneconomic tool; it is rather that questions of military tar-
gets belong to a  whole dif fer ent set of social and normative practices 
around the conduct of war. That is not to say that geoeconomic techniques 
of statecraft cannot exist in conditions of warfare; of course they can. But 
the choice to counterfeit an  enemy’s currency during war time, for instance— a 
clear form of geoeconomic statecraft— stands as an enterprise substan-
tially separate from questions of military targets and war- fi ghting strategy.

By this reasoning, economic blockades that rely on aspects of military 
power arguably pose something of a hybrid case, but they are worth in-
cluding within the realm of geoeconomics for at least two reasons: such 
economic blockades can exist in conditions short of a hot military confl ict, 
and, more impor tant, the variable  doing the work in this case is the policy 
of economic denial, not the fact that it is achieved in part through relying 
on military power.44 Fi nally, many would place military and humanitarian 
aid outside the scope of geoeconomics. Certainly both are well- developed 
fi elds, populated with experts who do not seem to regard themselves as 
engaged in a particularly economic technique of statecraft. But it is also 
the case that, especially where states and governments are concerned, 
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money is fungible— meaning cost savings in one area can help offset ex-
penses in another. This fact argues for including all forms of aid— including 
military and humanitarian aid—as part of a conceptual understanding of 
geoeconomics, even while admitting that military and humanitarian aid are 
among the most well understood, least in ter est ing aspects of geoeconomic 
instruments; as such, we touch on them only intermittently in the coming 
chapters.

 Whether a given case falls just inside or outside of geoeconomics, the 
larger point is that certain cases are fuzzy. They demand greater attention 
as a result. But the lack of bright- line answers in some instances speaks to 
a muddle of circumstances, not defi nition or practice.

P O I N T  5

Geoeconomics is distinct from foreign (or international) eco-
nomic policy, mercantilism, and liberal economic thought.

Fi nally, it is worth distinguishing geoeconomics from foreign economic 
policy (or international economic policy), mercantilism, and liberal eco-
nomic thought.45 Benjamin Cohen and Robert Pastor defi ne foreign economic 
policy as governmental actions intended to infl uence the international eco-
nomic environment (as opposed to the geopo liti cal environment). And while 
many use the terms interchangeably, Stephen Cohen sees “international eco-
nomic policy” as distinct from and preferable to “foreign economic policy,” 
precisely  because the former can and should remain beyond the reach of 
foreign policy makers. By Cohen’s telling, “international economic policy 
must be viewed as being a separate phenomenon, not a tool for use by  either 
foreign policy or domestic economic policy offi cials.”46

Many of the most common and insidious misperceptions about geoeco-
nomics actually stem from a separate set of misunderstandings involving 
two other economic concepts— namely, a tendency to view mercantilism 
and liberal economic thought as direct opposites and a corresponding ten-
dency to view geoeconomics as some repurposed form of mercantilism and 
therefore as somehow inherently in tension with or opposed to liberal eco-
nomic thought. The tendency to contrast the liberal emphasis on limited 
state involvement in private markets against the mercantilist emphasis on 
heavy state intervention in economic life, as if the two occupied opposing 
ends of some spectrum, “easily leads to portrayal of liberalism as postu-
lating economics and politics as separate, distinct, and autonomous spheres 
of social life.”47

History tends to credit Adam Smith with severing the mercantilist link 
between politics and economics.48 But this amounts to a massive mis-
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reading.49 Smith knew well the limits of economic logic, always clear that 
what was mutually benefi cial in economic terms might not be so in po liti cal 
terms. According to him, “the wealth of a neighboring country” might be 
“dangerous in war and politics” even though “certainly advantageous in 
trade.”50 Smith saw no contradiction between his views on  free trade and his 
belief that “the  great object of the po liti cal economy of  every country, is to 
increase the riches and power of that country.”51

Indeed, Smith’s writings offer  little support for a portrait of economic 
liberals as bent on separating politics and economics and intent on seeing 
economic rationality as determining po liti cal relations. For Smith, “the fi rst 
duty of the sovereign . . .  [is] that of protecting the society from the vio-
lence and invasion of other in de pen dent socie ties.” “Defence is more impor-
tant than opulence,” he wrote, and “the capricious ambition of kings and 
ministers has not . . .  been more fatal” than “the impertinent jealousy of 
merchants and manufacturers.”52

Of the many mistaken distinctions between mercantilism and liberalism, 
however, the one that most hinders clear thinking about geoeconomics sur-
faces around the question of  whether “subservience of the economy to the 
state and its interests” differentiates the two doctrines.53 As Baldwin rightly 
cautions, that mercantilists viewed extensive state intervention in the 
economy to be in the national interest and liberals did not does not mean 
that liberals  were unconcerned with state interests. On the contrary, most 
liberals saw laissez- faire as merely a better means of advancing the interests 
of the state.54 Even their critics recognized how motivated economic lib-
erals  were by matters of war, peace, and state interests. “What did the 
nineteenth- century  free traders . . .  believe that they  were accomplishing?” 
Keynes once remarked.55 “They believed that they  were serving not merely 
the survival of the eco nom ically fi ttest, but the  great cause of liberty . . .  
and . . .  they believed, fi  nally, that they  were the friends and assurers of 
peace and international concord and economic justice between nations.”56 
For economic liberals such as Adam Smith and Norman Angell, laissez- 
faire was but a form of geoeconomics; they differed from the mercantilists 
only on the tactics. For both camps, the question was how, not  whether, to 
shape economic policies to serve state interests.57

Like anything, though, the practical bound aries of geoeconomics tend to 
be  shaped through disagreements— that is, in cases where a state’s eco-
nomic and geopo liti cal interests diverge. For early liberal economists such 
as Jacob Viner, a tendency to assume congruence across economic and 
po liti cal interests meant they seldom found themselves forced to choose 
between them. For  these early liberals—as for many policy makers today—   
free trade was the surest route to achieving both economic welfare and 
national security.58 Gilpin’s characterization of mercantilism as “the striving 
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 after security by economic means” hardly differentiates it from liberal 
beliefs that regarded  free trade as the surest route to national and inter-
national security.59

Not only did early economic liberals actively take up geopo liti cal ques-
tions, but where liberals did confront divergent economic and po liti cal 
goals, they usually reconciled the confl ict by privileging politics over eco-
nomics. Depression- era historian Edward Mead Earle, a founding  father of 
the fi eld of security studies, spent considerable energy on this question of 
how economic liberals reconciled their theories with national security in-
terests of the state. For Earle, the “critical question in determining [Smith’s] 
relationship to the mercantilist school is not  whether its fi scal and trade 
theories  were sound or unsound but  whether, when necessary, the eco-
nomic power of the nation should be cultivated and used as an instrument 
of statecraft. The answer of Adam Smith to this question would clearly be 
‘Yes’— that economic power should be so used.”60

The same is true of Richard Cobden, once hailed as “the towering fi gure 
among the  free traders and internationalists in the fi rst half of the nine-
teenth  century.”61 But Cobden was also quite comfortable subjugating eco-
nomics to politics where necessary. He opposed  free trade in cases where it 
threatened to undermine peace, as with loans to foreign governments to 
purchase arms.62 As World War II British intelligence offi cer turned Cam-
bridge historian Harry Hinsley once summarized Cobden, “He worked for 
 free trade  because he wanted peace, not for peace  because he wanted  free 
trade.”63

In sum, the real divides between mercantilism and liberalism concern 
how best (not whether) to pursue geoeconomics. “Its fundamental charac-
teristic is simply that economic policy be deliberately formulated so as to 
promote the foreign policy goals of the state— whatever  those may be,” 
wrote Baldwin.64 Mercantilism thus stands as only one of many forms of 
geoeconomics. By the same token, to the extent that leaders pursue prescrip-
tions of economic liberalism (minimal state intervention,  free trade,  etc.) 
in the belief that  these policies serve geopo liti cal interests, liberalism, too, 
falls comfortably among the many shades of geoeconomics.65
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C H A P T E R  F O U R

Geoeconomics in Chinese Foreign Policy

China is using economic statecraft more frequently, more assert-
ively, and in more diverse fashion than ever before.

— Dr. James Reilly, East Asia specialist at the Lowy Institute

Never in history has one government controlled so much wealth.1 As 
China’s economic might has grown, so too has its ability and tempta-

tion to use this power to advance geopo liti cal ends. China is often correctly 
described as the world’s leading practitioner of geoeconomics. It is also the 
major reason regional and global power projection has become such an eco-
nomic (as opposed to military) exercise. “Beijing has been playing the new 
economic game at a maestro level,” as one observer aptly put it, “staying out 
of wars and po liti cal confrontations and zeroing in on business— its global 
infl uence far exceeds its existing economic strength. Nations do not fear 
China’s military might; they fear its ability to give or withhold trade and 
investments.”2

Taking China as the best available lens to understand how geoeconomic 
tools operate in practice— and, crucially, how they can be combined—we 
now turn to explore China’s use of geoeconomics through six case studies. 
We begin in Taiwan, which has been a fl ash point for Chinese Communist 
Party leaders since their earliest days in power. Beijing well understands 
how the threat of force is far more useful for defending the status quo than 
it is for forging any pro gress  toward reunifi cation. For that, Beijing has 
instead taken to a two- prong economic encirclement strategy, steadily 
picking off Taiwan’s remaining international allies through a mix of geo-
economic mea sures while also aiming plenty of geoeconomic pressure di-
rectly at Taipei. Next we move to North  Korea, where Beijing’s close and 
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complicated alliance with Pyongyang has been as much a constant as its 
tensions with Taipei. Unlike Taiwan, though, Beijing has no credible threat 
of force at its disposal, and as Pyongyang has grown more diffi cult to con-
trol, China has moved beyond its long- standing reliance on economic aid 
and  toward a fuller battery of energy, trade and investment, and monetary 
tools to keep North  Korea in line.

We then move eastward to Japan— for Beijing, also a case plenty fraught 
with historical tension, but one that more directly involves the United 
States, as Japan’s only defense treaty ally. Looking to assert Chinese terri-
torial claims while undermining the U.S.- Japan alliance, Chinese leaders 
once again realize that military strength alone  will not suffi ce; hence their 
decision to vent geopo liti cal frustrations with Tokyo through a variety of 
geoeconomic mea sures, nearly all of them purpose- built to exploit Japa-
nese economic dependence on China’s manufacturing and consumer base. 
Likewise, many of  these same geoeconomic tactics are well represented in 
China’s foreign policy throughout Southeast Asia. But things in this region 
are more complicated, the region itself more up for grabs, and so China’s 
geoeconomic posture is just as often one of positive inducement.

We conclude in South Asia, on China’s dealings with both India and Pak-
istan. Even as the familiar story of triangular relations between  these coun-
tries remains largely intact, the tactics have evolved.  After de cades of mili-
tary dynamics largely dictating the mood between Islamabad, Beijing, and 
New Delhi— nuclear rivalry between Pakistan and India, border skirmishes 
between India and China, and Chinese military aid to Pakistan— China 
has come to rely more on geoeconomics in its dealings with both coun-
tries.  These mea sures range from the straightforward and transactional 
(unabashed bud get support and pipeline politics directed at Pakistan, for 
instance, or blocking multilateral aid to India amid tensions over territo-
rial disputes) to the longer- term and more strategic (solidifying Pakistan’s 
place in China’s New Silk Road, or making India the newly appointed 
Chinese premier’s fi rst offi cial stop outside of China, with forty- one Chi-
nese companies in tow). Among the most striking features of this case, 
however, are early signs that  under Prime Minister Narendra Modi, Delhi 
is also migrating  toward a similarly geoeconomic posture, appearing to be 
at least partly in answer to Beijing’s geoeconomic turn.

Divergent and unique as  these six cases are, common patterns and simi-
larities emerge between them. That China’s leadership opts for many of the 
same tactics across such wide- ranging circumstances and objectives raises 
the possibility that its foreign policy apparatus has forged some basic op-
erational consensus as to the when, how, and why of its geoeconomics. The 
evident refi nement and revision to  these tactics suggest that China’s brand 
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of geoeconomics comes with a capacity and eagerness for learning. At the 
same time, it is a learning curve with plenty of room left, as the several geo-
economic attempts that  were  either botched or have somehow backfi red 
make clear. This in turn raises larger questions of just how effective and 
signifi cant  these geoeconomic mea sures are. While the six cases themselves 
certainly offer some initial clues, we turn to  these questions more fully in 
Chapter 5.

Taiwan: Beijing’s Geoeconomic Endeavors 
on a Path Aimed at Reunifi cation

From Beijing’s perspective, all historical facts and laws prove that “Taiwan 
is an inalienable part of China.”3 Taiwan, meanwhile, insists on the rights it 
has retained as a self- governed entity since 1949, when Chiang Kai- shek’s 
forces escaped to the small island  after suffering defeat by Mao Zedong’s 
Communist army. Even beyond  these highly sensitive sovereignty issues, 
 there are other, broader geopo liti cal stakes. Beijing understands that in 
peacetime, Taiwan could constrain China’s ability to develop and proj ect 
naval power and maritime security; in times of high tension, Taiwan could 
serve as a base for foreign military operations.4 Chinese leaders hope that 
strict adherence to the one- China princi ple  will yield peaceful reunifi cation 
and the emergence of “one country, two systems” across the Taiwan Strait. 
Beijing  will not rule out the use of force, however, and some 1,600 missiles 
still pointed at Taiwan help punctuate the point.5 This threat of force has 
been a fi xture of cross- strait relations for de cades, though, and cannot 
alone explain Beijing’s pro gress in tilting regional and global perceptions 
of the Taiwan issue in its  favor in recent years.

Backstopped by this threat of force, Beijing has supported its desire for 
reunifi cation by pressuring Taipei with a full range of geoeconomic instru-
ments. China now increasingly relies on a strategy of economic encircle-
ment and penetration to push Taiwan in the direction of eventual reunifi -
cation. It has two parts: the fi rst is multilateral, refl ected in how China uses 
geoeconomics in its relationships around the world to advance a one- China 
policy on its terms; the second mirrors this, but on a bilateral level, seen in 
how Beijing makes use of geoeconomics in its direct dealings with Taiwan.

Internationally, China has long-conditioned aspects of its diplomacy on 
disavowal of Taiwan. For example, in 1992, France sold Mirage fi ghter jets 
to Taiwan, and the Chinese government responded by shutting down the 
French consulate in Guangzhou, thereby denying French companies the 
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chance to construct a subway  there.6 The one- China policy, which pro-
claims that Taiwan is an inalienable part of China and countries cannot 
have relations with both China and Taiwan si mul ta neously, also served as 
the fi rst step in “normalizing” South Africa’s economic relationship with 
China.7 China has worked to extend these same diplomatic conditions 
to the Western Hemi sphere and Africa as well.8

The strategy has worked.  Because support for China’s position on 
Taiwan is a prerequisite, in some cases an explicit one, for Chinese invest-
ment or economic ties of any consequence, Gambia in late 2013 became 
the most recent nation to accede to Beijing’s one- China policy, leaving 
Taiwan with just twenty- two allies, mostly small nations in Latin Amer i ca, 
Africa, and the Pacifi c such as Nicaragua and Tuvalu.9

And in what marks a major ideological shift for China, Beijing has also 
begun hinting at a willingness to use sanctions against countries it views as 
engaging in mea sures that reinforce Taiwan’s de facto in de pen dent status. 
In 2010, following the U.S. announcement of a $6.4 billion arms sale to 
Taiwan, Chinese vice foreign minister He Yafei threatened Ambassador Jon 
Huntsman that China would “impose sanctions against [U.S.] companies 
that . . .  engage in arms deliveries to Taiwan.”10

The open declaration that it would employ economic sanctions has since 
allowed the Chinese to clear what James Reilly, a China expert at the Uni-
versity of Sydney, calls a huge “ideological hurdle— they [have] opened the 
path for more explicit use of sanctions in the  future.”11 Pos si ble  future sce-
narios could include export, import, fi nancial, or investment sanctions, 
and—if past pre ce dents hold— the deliberate slowing or withholding of 
business.12 China could dramatically reduce its interaction with Taiwan’s 
economy, creating an asymmetric vulnerability that leaves Taiwan far more 
exposed than China.13

Taipei has long been aware of the geoeconomic pressure Beijing can 
exert upon the island—in fact, some of the most power ful reminders have 
come even without Beijing needing to exercise that pressure in explicit 
fashion. In 1995,  after President Lee Teng- hui delivered a speech asserting 
the de facto status of the Republic of China on Taiwan, Beijing responded 
with threats and conducted military exercises and missile tests off the 
coast of Taiwan.14 The episode, which has since been termed the Third 
Taiwan Strait Crisis, caused the Taiwanese stock exchange (TAIEX) to 
lose approximately 30   percent of its total value. The magnitude of the 
decline set off speculation that China had perhaps had a more direct 
hand; Beijing denied any concerted manipulation, while acknowledging 
that po liti cal relations at the time  were strained.15 Taiwan was again re-
minded of the economic costs of po liti cal rupture with Beijing when,  later 
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in Lee’s years as president, comments on a “special kind of state- to- state 
relationship” with China caused TAIEX to drop 13.25   percent in one 
week.16 It is impossible to know  whether the drop was anything more 
than purely market- driven. Regardless, Taiwan learned an impor tant lesson 
with Lee’s suggestion of Taiwanese in de pen dence: po liti cal ruptures have 
economic consequences.

But the story of China’s growing use of geoeconomics in its direct deal-
ings with Taiwan  really begins in 2000, when the president of Taiwan at the 
time, Chen Shui- bian, lifted a fi fty- year ban on direct trade and investment 
with mainland China. Taipei was not blind to the geopo liti cal risks that eco-
nomic opening could entail— government reports openly cited worries that 
Beijing would “use economic interaction to force po liti cal concessions.”17 
But Taiwan’s domestic challenges— rec ord unemployment, a worn- out 
economy, and the specter of municipal and presidential elections— left Presi-
dent Chen  little choice.18

And so it was that Taiwan embarked on a historic shift away from its 
well- established “no haste, be patient” stance to one of “aggressive opening, 
effective management,” scrapping a long- standing $50 million ceiling on 
individual investments in China and allowing offshore units of Taiwanese 
banks to remit money to and from China.19  Under President Ma Ying- jeou, 
who succeeded President Chen in 2008, the two sides followed  these initial 
steps with a series of specialized agreements that furthered economic ties. 
Formal restoration of the “three direct links”— direct postal ser vices, trade, 
and transportation across the strait—in 2008 eliminated the need for 
transit cities and dramatically reduced travel time in both trade and 
tourism.20 In June 2010, the Economic Cooperation Framework Agree-
ment (ECFA) was signed with the aim of establishing a “systematic mecha-
nism for enhancing cross- strait economic cooperation.” In a departure from 
the hard- bargaining negotiating posture China is known to take in many 
trade deals, the ECFA strongly favors agricultural interests in Taiwan’s 
“green South”— a traditional stronghold of anti- mainland sentiment.21 Be-
ginning with preferential duty cuts and protection for bilateral invest-
ments, the ECFA aspires to the full elimination of nearly all cross- strait 
trade restrictions, opening each side’s markets to the other in “unpre ce-
dented ways.”22 To date, Taiwan has made available more than 400 sectors 
to Chinese investment, including manufacturing, ser vices, public construc-
tion, and fi nance.23

 These economic policies  were aimed at more than economic outcomes. 
They arose as part of a largely unspoken mutual consensus on both sides 
of the strait to address more pressing economic issues fi rst rather than tack-
ling more diffi cult po liti cal questions.24 That is, Taiwan may have had  little 
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alternative given its dire economic situation, but improving economic ties 
stood as a geoeconomic proj ect for both sides. Defending his rec ord in a 
late 2013 interview with the Washington Post, Ma explained that  these 
economic gestures both marked a necessary point of departure in a broader 
strategy aimed at improving the  whole of cross- strait relations and in-
creased what Ma called Taiwan’s “international room for maneuver.”25 
Ma described how  these economic gestures have changed cross- strait rela-
tions from a “vicious cycle” into a “virtuous cycle,” citing a long list of 
economic benefi ts, as well as elevated international standing for Taiwan— all 
made pos si ble by this economic détente.

Still,  these newfound ties have also left Taiwan in a position of asym-
metric dependence on China. In part,  these vulnerabilities  were inevitable— 
merely the ordinary market physics one could expect from liberalization, 
and no one ever promised that market physics would be neutral in its geo-
economic consequences. But the magnitude and pace of  these consequences 
do help explain Beijing’s reasoning in leading with an economic détente. 
By 2003, only three years  after lifting the ban, China replaced the United 
States as Taiwan’s largest trading partner, and by 2020, Taiwan expects to 
send some 62  percent of its exports to the mainland, bolstering its substan-
tial trade surplus with China.26 Already, Taiwan is moving in that direction, 
with China consuming 40 percent of the island’s exports in 2015.27

This cross- strait economic liberalization has also proven to be a source 
of indirect leverage for Beijing over Taiwan. Describing this newfound “in-
ternational room for maneuver,” for example, Ma was fairly explicit that 
Taiwan’s ability to sign economic deals with other countries hinges on im-
provements in cross- strait relations. “ After we signed with mainland China 
the ECFA in June 2010, two months  later, in August, Singapore expressed 
willingness to begin talks about signing an economic cooperation agree-
ment,” Ma explained. “Since we have signed the ECFA agreement with 
mainland China, many countries have shown interest in holding talks with 
us.”28 Ironically, Ma’s statements came as an attempt to fend off criticisms 
over precisely the issue of Taiwan’s vulnerability to Chinese geoeconomic 
pressure. But in citing  these recent economic deals (Ma signed twenty- one 
trade agreements with China during his fi rst six years in offi ce), as well as 
other recent achievements in joining several international institutions, Ma 
made it clear that all paths to economic and po liti cal pro gress run through 
Beijing.29

And as Taiwan’s economic dependence on China has grown, Beijing has 
gradually toughened its stance on po liti cal and military negotiations. In 
October 2013, at a meeting with envoys from Taiwan, Chinese president 
Xi said a fi nal resolution on Taiwan’s status must be reached and that the 
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island’s po liti cal estrangement from the mainland “cannot be passed on 
from generation to generation.”

During the Chen Shui- bian years (2000–2008), Beijing voiced staunch 
opposition to what was perceived as Taipei’s gradual steps  toward in de-
pen dence. In real ity, Chen, sensing that pro gress  toward both po liti cal and 
economic in de pen dence was not an option, chose po liti cal in de pen dence. 
He pushed to rewrite the Taiwanese constitution with an emphasis on the 
island’s in de pen dence while allowing greater economic interdependence. 
He continued large weapons purchases from the United States, even as 
he christened offi ces and industries bearing the name “China,” steps aimed 
at solidifying Taiwan’s identity as the one in de pen dent China.30 In retro-
spect, it is doubtful that po liti cal and economic dependence could be 
separated for purposes of strategy, and in any case, Chen’s steps  toward 
po liti cal in de pen dence wreaked economic consequences. Beginning with 
President Chen’s inauguration, Taiwanese investments took a hit. Upon his 
election, TAIEX fell by 2.7  percent on concerns that Chen would infl ame 
relations between China and Taiwan, causing the Taiwanese government 
to intervene.31 And on his fi rst day in offi ce, the stock market fell by nearly 
3.5  percent.32

Investors had good reason to be ner vous, it turned out, as Beijing offi -
cials subsequently announced (twice) that China would no longer welcome 
investments by pro- Taiwanese- in de pen dence businessmen.33 Beijing also 
reportedly delayed the granting of visas to some Taiwanese trying to visit 
the mainland, and boycotted the Computex 2004 conference in Taipei.34 
Some PRC actions went further, targeting specifi c companies seen as having 
ties to Taiwan’s Demo cratic Progressive Party. A Taiwanese plastics com-
pany, Chi Mei, saw its stock price drop 5  percent overnight, while its plans 
to open a factory in China  were postponed in defi  nitely.35 Offi cials in Bei-
jing  were uncharacteristically forthright about it all, explaining that 
“Beijing has been actively encouraging Taiwan investment in the mainland 
despite lingering po liti cal tension. . . .  [T]he policy stems from a strong be-
lief that closer economic ties  will benefi t and help accelerate eventual re-
unifi cation of the mainland and Taiwan . . .  [B]ut a small number of Taiwan 
investors have abused the policy . . .  they have funded pro- in de pen dence 
politicians with profi ts earned on the mainland.”36 Zhang Mingqing, a 
former spokesman with the PRC’s Taiwan Affairs Offi ce, noted that Beijing 
“does not welcome  people who make money on the mainland and return to 
Taiwan to support in de pen dence.”37

When President Chen was reelected in 2004, Beijing embarked on what 
became known as the “fruit offensive” of 2004–2005, aiming to “woo 
farmers in rural southern Taiwan by offering economic carrots to  those 
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who might have an interest in gaining access to the Chinese market.”38 Bei-
jing allowed the importation of eigh teen types of Taiwanese fruits (up 
from fi ve) and promised to give duty- free status to fruit exports as well as 
ensure that customs clearance, inspection, and quarantine procedures  were 
expedited.39

When the Kuomintang’s candidate, Ma Ying- jeou, was elected president 
of Taiwan in 2008, TAIEX stock prices soared, a not- so- subtle sign that Bei-
jing’s approval still weighed heavily on investor approval for the country.40 
Just as Beijing has been quick with geoeconomic ways to punish earlier proin-
de pen dence administrations, it showed equal zeal in using geoeconomics to 
reward Taipei for its choice of leadership in President Ma. The Taishang (Tai-
wanese business leaders who view economic interdependence as a catalyst 
for common visions of shared national identity, and who perhaps not coinci-
dentally have hefty business deals and investments inside mainland China), 
always welcomed on the mainland, found even more  favor.41 From Beijing’s 
perspective, the more economic interdependence  there is between the two 
sides, the less likely Taiwan’s bid for in de pen dence becomes.

President Ma proved to be a reliable supporter of Beijing’s efforts to 
deepen economic interdependence. A cross- strait currency swap agreement 
signed in August 2012 has cleared a path for China to use monetary policy 
as a means for further infl uencing Taiwanese be hav ior at the global level.42 
Renminbi- denominated bonds, or “Formosa bonds,”  were issued by four 
Chinese state- owned banks in late 2013, a move that further boosts Tai-
wan’s bond market and sets a pre ce dent for other mainland Chinese is-
suers. With combined values of RMB 4 billion, the fi rst issuance of  these 
bonds helps give mainland China broader access to offshore renminbi 
funds as the market for Formosa bonds continues to develop.43

China’s currency efforts— these Formosa bonds as well as a currency 
swap agreement that  will reduce exchange rate risks between the two coun-
tries in both the trade and fi nancial sectors— may well be as purely eco-
nomic in motive as anything ever can be when it involves Taiwan.44 But 
from Taiwan’s perspective, even if the reasons are purely economic, when 
dealing with China it is the contingencies that  matter. “With Taiwan 
hoarding hundreds of billions of yuan, especially now average citizens are 
also including renminbi as part of their assets, any signifi cant fl uctuation 
in the yuan’s exchange rate may undermine Taiwan’s fi nancial stability,” 
explains Kenneth Lin, an economist at National Taiwan University. “With 
the renminbi’s exchange rate controlled by the government rather than 
deci ded by the  free market, Beijing could wield it as a weapon.”45

Keenly aware that reliable friends across the strait can be diffi cult to fi nd, 
China worked to infl uence Ma’s reelection. Recalling its fruit offensive 

This content downloaded from 162.129.251.88 on Mon, 24 Apr 2017 17:23:02 UTC
All use subject to http://about.jstor.org/terms



 Geoeconomics in Chinese Foreign Policy 101

nearly a de cade earlier, China embarked on another agricultural buying 
spree— this time of Taiwanese milkfi sh—as the 2012 presidential elections 
approached. In a bid to help President Ma win reelection, a com pany based 
in Wuhan signed a letter of intent to buy 200 tons of milkfi sh and milkfi sh 
products within two years— targeting Tainan milkfi sh farmers, concen-
trated in a part of the island that traditionally favors Taiwanese in de pen-
dence and is more closely aligned with Ma’s rival party, the Demo cratic 
Progressive Party.46

Even better, when Beijing’s milkfi sh farming tactics did not translate into 
voter support, China’s ranking offi cial regarding Taiwan visited the prov-
ince to learn why.47 Perhaps, as one commentator wrote in Taiwan’s leading 
newspaper shortly  after Beijing’s listening tour, “the big fanfare China made 
about how much money it was spending to buy milkfi sh from Taiwan of-
fended Taiwanese  people’s sense of dignity.”48 At the same time, he cau-
tioned against dismissing China’s geoeconomic tactics, heavy- handed as 
they  were. Arguably most striking about the episode was not so much that 
China attempted to buy geoeconomic infl uence in such an open fashion or 
that the effort seemingly failed but rather that Chinese leaders  later came 
to Taiwan to understand why. For Du Yu, deputy chairman of the Taiwan 
Affairs Offi ce, and  others, Zheng Lizhong’s visit came as evidence that Bei-
jing is always learning, always seeking out ways to hone its geoeconomic 
techniques.

Learning and adaptation aside,  there may be limits to how far Beijing’s 
geoeconomic reward strategy can reach. Taiwanese citizens are becoming 
acutely aware of their deepening vulnerability to Chinese geoeconomic 
pressure, and public opposition to continued economic liberalization with 
China has caused Taiwan to partially hit the brakes.49 Nowhere  were  these 
anx i eties more in evidence, however, than in the mass demonstrations that 
erupted in Taipei and across the country in March 2014, with crowds of 
100,000 or more rallying against an acceleration of the Cross- Strait Ser-
vices Trade Agreement.50 Polls suggest that roughly 90  percent of Taiwanese 
 were against the agreement even though it favored Taiwan on paper, 
opening up eighty mainland ser vices sectors to Taiwanese investment, com-
pared with sixty- four Taiwanese sectors opened to mainland investors.51

Nor has Beijing restricted itself to just incentives. Beijing’s patriotic army 
of hackers has actively used cyber warfare to target the Taiwanese govern-
ment and infrastructure networks. For over a decade, Chinese hackers 
have launched countless cyberattacks intended to harass, disrupt, or par-
alyze Taiwan’s fi nancial, transportation, shipping, military, and other net-
works.52 The external websites of at least one government agency  were 
attacked by hackers 3.34 million times in 2012.53 The attacks have been 
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enough to convince Taipei that a targeted, coordinated cyberattack could 
alter the strategic calculus, possibly “[determining] the tactical landscape 
before a kinetic [Chinese] military operation” aimed at reunifi cation.54 Bei-
jing insists it is falsely blamed for hacking in Taiwan, all the while conceding 
the utility of cyber warfare in shaping economies and infrastructure.55

Beijing’s use of geoeconomic instruments to infl uence cross- strait dy-
namics in its  favor has clearly been most effective when least aggressive. 
High- profi le, high- pressure geoeconomic tactics used during the Lee and 
Chen presidencies backfi red more often than not.56 But the far- reaching use 
of trade, investment, monetary policy, cyber warfare, aid, and the threat of 
sanctions has helped prevent Taiwanese in de pen dence and supported re-
gime be hav ior favorable to Beijing. Given the economic interdependence 
linking the two sides, Beijing  will inevitably continue to use geoeconomic 
tools to infl uence Taipei, thereby guiding the island’s geopo liti cal trajectory 
 toward gradual reunifi cation.57

Fi nally, so much of the effectiveness of China’s economic interdepen-
dence strategy stems from the fact that it not only raises the costs of con-
fl ict for Taiwan but— because of the fi nancial center that Taiwan represents 
to the world— also raises the costs of confl ict for the rest of the world.58 
China is quite aware that for Washington, Tokyo, or  others who might look 
to deter China from military action to take Taiwan,  there are reasons to 
think the economic costs for outsiders could be far higher than for virtu-
ally any other territorial dispute in the world. In this way, Taiwan’s systemic 
importance to global markets is likely more of a geoeconomic vulnera-
bility than an asset for Taipei.

North  Korea: Preserving Chinese Infl uence 
over Pyongyang through Assistance Flows 

Absent Chinese assistance fl ows to North  Korea, which are almost entirely 
geopo liti cal in design and objective, the Korean Peninsula would look 
vastly dif fer ent  today. The China– North  Korea bilateral relationship, once 
deemed by Mao Zedong to be as close as “lips and teeth,” continues to be 
dominated by North  Korea’s heavy reliance on China.59 Since the end of 
the Cold War, China, through its bilateral assistance to Pyongyang, has 
dictated the terms of North  Korea’s domestic stability and its economic 
relations with the outside world. China has fashioned  these terms along a 
series of core Chinese national interests, defi ned by Samuel Kim, a se-
nior researcher at Columbia University, as the “fi ve no’s”: no instability, 
no collapse, no nuclear weapons, no refugees or defectors, and no confl ict 
escalation.60 Ensuring the continuation of the status quo on the Korean 
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Peninsula, promoting stability along its borders, and expanding Chinese 
infl uence in the region has been the modus operandi for China’s assistance 
to North  Korea.61 Chinese geoeconomic policy  toward North  Korea, in 
short, supports an overarching geopo liti cal strategy of buffering against 
any intensifi ed foreign presence in the region.

Despite ideological preaching of self- reliance (or juche), North  Korea has 
been anything but self- sustaining since the end of the Korean War. While 
assistance from Beijing to Pyongyang has steadily increased since the 1950s, 
reaching new highs during the severe famine of 1994–1998, it was not  until 
the late 1990s that China began to utilize its economic ties with North 
 Korea in support of China’s geopo liti cal relationships within and beyond 
northeast Asia.62 Beijing’s leverage is considerable. China accounts for be-
tween 65 and 85  percent of North  Korea’s total trade volume.63 It also 
serves as North  Korea’s chief food supplier; while exact numbers remain 
unknown, fertilizer aid totals are thought to average 200,000 tons per year, 
while annual food aid from Beijing exceeds 2 million tons.64

China has on three occasions also purchased gold from Pyongyang, cash- 
only transactions that point to the feeble state of the North Korean econ-
omy— and China’s desire to keep the hermit kingdom afl oat.65 The last  thing 
Beijing wants is a collapse of the Kim regime, a po liti cal transition thought 
to be rife with opportunity for U.S. intervention along China’s periphery.66

But by far the most signifi cant component of China’s geoeconomic le-
verage over Pyongyang is the export of approximately 500,000 tons of oil 
per year, which accounts for roughly 90   percent of North  Korea’s energy 
imports ( these export levels are all the more striking considering China’s 
own energy insecurity).67 Without this oil, the North Korean military would 
be seriously weakened and the already faltering industrial sector would 
come to a standstill. Beijing demonstrated its awareness of this depen-
dence, using it to send a message to the Kim regime by shutting off the 
Liaoning– North  Korea pipeline for three days  after Pyongyang conducted 
missile tests in 2003.68 In April 2014, reports surfaced that monthly ship-
ments of crude oil from China to North  Korea had been halted in the fi rst 
quarter of the year, suggesting Beijing’s dis plea sure at indications that 
Pyongyang sought to escalate tensions on the peninsula.69

China has also shown itself unwilling to be supplanted by other oil sup-
pliers. In October 2013, light oil heading to North  Korea from Iran was 
held at port in China  under a penalty of $2 million in storage expenses. 
Terms of a North  Korea– Iran oil export contract dictate that Pyongyang 
pays Tehran for light oil but must route its purchase through China’s state-
 run petroleum companies for refi ning.70

No one  really knows the full sums of Chinese aid and investment to 
North  Korea each year. In the words of one expert, “The aid that Beijing 
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gives Pyongyang is kept and treated in China as a national top secret.”71 
What is clear is that  there is a gap between what North  Korea expects to 
receive and where China actually directs its aid. Pyongyang may request 
support in niche sectors, but the majority of Chinese aid is funneled into 
sectors where China’s own needs lie (e.g., resource extraction, infrastruc-
ture development).72 The special economic zone (SEZ) currently  under de-
velopment in the North Korean city of Rason is one such example. Rason 
was already a warm- water port for both China and Rus sia, but China won 
fi fty years of control over the port  after promising an airport, new boat 
piers, a coal- fi red power plant, a railway line connecting Rason with Chi-
na’s Jilin province, and an additional $3 billion in investments. Chinese 
development of the SEZ creates trading opportunities for landlocked Jilin 
province, the potential for an Arctic shipping route to Eu rope, and a stra-
tegic port city for the Chinese navy.73

Similar se lection patterns are seen in China’s infrastructure development 
assistance to North  Korea— essentially, the bigger the strategic benefi t to 
China, the more likely it is that Beijing  will support development. For in-
stance, three high- speed rail tracks are currently planned to link Chinese 
and North Korean cities.74 Sources suggest that North  Korea offered China 
development rights in seven major mines in exchange for railroad develop-
ment.75 Thus, the Chinese have turned to building new bridges and wider 
roads at key border crossings— namely, Dandong and Rajin—to better 
transport coal and iron ore back into China.76 All infrastructure projects 
also serve the overarching geopo liti cal purpose of bringing North  Korea 
more tightly into China’s web of geopo liti cal infl uence.

China’s largest investments in North  Korea are prob ably in commodi-
ties and natu ral resources. While the terms of  these deals tend to refl ect a 
“strategic discount” for Beijing, from China’s perspective a reduction in 
price does not always translate into commercial success.77 In 2012, for ex-
ample, a $40 million investment by one of China’s largest mining compa-
nies, Xiyang, fl opped when the North Koreans again seized the iron ore 
mines and evicted the Chinese.78 Apart from a few high- profi le failures, 
China undoubtedly has access to  these resources with  little to no competi-
tion and at low prices.79 Price discounts of this sort aside, it seems safe to 
conclude that China’s commodities investments in North  Korea,  whether 
in iron ore or gold, also serve its broad geopo liti cal interests in promoting 
Pyongyang’s stability (and consequently its ability to act as a buffer 
against U.S. and South Korean encroachment).

Beijing seems to be evolving its sense of what this stability requires, how-
ever; increasingly, Chinese direct investment in North  Korea, in addition 
to supporting Chinese geopo liti cal objectives and keeping Pyongyang 
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afl oat, is also now targeted at encouraging economic reform.  After Pyong-
yang’s nuclear test in 2009, as the West sought to further eco nom ically 
isolate North  Korea, China has taken the opposite approach, seeing it as 
an opportunity to engage with and invest in North  Korea in hopes of 
nudging its po liti cal and economic trajectory  toward reform.80 More than 
150 Chinese enterprises have invested in North  Korea, primarily in min-
eral resources, manufacturing, construction, food, medicine, transporta-
tion, and light industry, since at least 2003.81 To further encourage private 
sector investment, in August 2012 China established a $490 million fund 
for investment in North  Korea  under the auspices of the central govern-
ment’s China Overseas Investment Com pany.82 The renminbi is also slated 
to become  legal tender in special economic zones at Rason, Hwanggeum-
pyong, and Wihway Island.83

Beyond  these nudges  toward po liti cal and economic reform, China has 
also used its investments in North  Korea to encourage forthrightly 
helpful geopo liti cal be hav ior from Pyongyang. Using infrastructure de-
velopment as an incentive, Beijing hoped to encourage Pyongyang 
 toward participation in the six- party talks aimed at dismantling North 
 Korea’s nuclear program, for instance, with the donation of a $24 mil-
lion glass factory in 2004.84 In fact, by virtue of its geoeconomic  handling 
of North  Korea, China holds virtually all of the external infl uence over 
the country.

China’s considerable trade and assistance statistics with North  Korea 
would actually be far higher  were they to account for black market trade 
or to include Chinese assistance in building and exporting weapons from 
North  Korea to other rogue states.85 In late 2009, a com pany named Union 
Top Management was created in Hong Kong just days before an Il-
yushin IL-76 aircraft transported arms from Pyongyang to Iran.86 North 
Korean tank parts and other military equipment bound for the Republic 
of Congo  were discovered  behind sacks of rice on a boat that had been 
loaded in China while it was refueling in Durban in early 2010.87 A ship-
ment of missile parts from North  Korea thought to be headed for Syria 
on a Chinese- fl agged ship was intercepted in 2012 outside Pusan, South 
 Korea. North  Korea’s illicit traffi cking networks allow Beijing a backdoor 
means of evading its stated nonproliferation  commitments.88

UN-  and U.S.- led sanctions regimes have done  little to curb Chinese eco-
nomic assistance to North  Korea. Since 2006, China has supported all UN 
Security Council resolutions against North  Korea, but only  after it fi rst di-
luted the proposed mea sures. Despite issuing a 236- page list of goods 
banned for export to North  Korea and shutting down ties to North  Korea’s 
Kwangson (Foreign Trade) Bank, Beijing circumvents its own sanctions. 
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Money can be readily transferred into North  Korea from the Bank of 
Dandong, a state- owned Chinese bank.89 Although Chinese exports to 
North  Korea may have shrunk to $1.59 billion in the fi rst half of 2013, 
even embargoed goods are fi nding their way back into the North via Dan-
dong’s thriving black market.90 Ultimately, China’s plans to expand trade, 
investment, and infrastructure around its North Korean border are at the 
core of a geopo liti cal strategy aimed at buffering against the U.S. pivot to 
Asia and bolstering China’s regional infl uence— strategic objectives that 
China’s UN obligations are unlikely to change.91

The Xi Jinping government may be realizing that North  Korea’s value 
as a geopo liti cal ally is eroding and that North  Korea  will not reform and 
open up to the world as hoped, despite Beijing’s seemingly endless eco-
nomic incentives intended to coerce Pyongyang to the contrary. North 
 Korea may well in some ways be growing as a liability to Beijing at this 
stage. But that is hardly the point. Simply  because the geopo liti cal risks 
North  Korea poses for Beijing have increased is not to suggest that China 
can or  will abandon Pyongyang. And while it may be a bad hand all 
around, China still holds all of the cards, largely thanks to its geoeconomic 
policies over the last fi fteen years. In evaluating a given country’s geoeco-
nomic options, just as with its geopo liti cal options, the operative calculus 
is not a cost- benefi t analy sis but rather an assessment of next- best alterna-
tives. In this case, in Beijing’s view, the next- best alternative— more geo-
economic pressure on Pyongyang— would risk North  Korea’s collapse.

Japan: Abating Territorial Sovereignty Concerns 
and Keeping U.S. Infl uence in Check

Relations between China and Japan, typically characterized as “warm eco-
nomic ties, cold po liti cal relations,” have become “po liti cally cold and eco-
nom ically cool.”92 Chinese and Japa nese ambassadors have accused each 
other of provocations and fl agrant disregard for their neighbors, even sum-
moning images of famed Harry Potter villain Voldemort.93 Charged rhe toric 
aside, Beijing has employed geoeconomic statecraft readily, and punitively, in 
getting its message to Tokyo (and its ally, the United States).

 Behind Beijing’s use of geoeconomic tools  toward Tokyo lie two funda-
mental geopo liti cal objectives. First is protecting Chinese claims to territo-
rial sovereignty. Once driven by the desire to develop oil and gas reserves 
around the islands, China’s claims to the disputed Diaoyu/Senkaku island 
chain now carry as well notions of national honor and regional strength.94 
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Second, China’s efforts to pressure Japan geoeco nom ically are often meant 
to weaken the strength of Tokyo’s alliance with Washington.

Over the course of the past de cade, China has repeatedly cut trade fl ows 
to Japan amid po liti cal disputes. In 2001, following testimonies in a Tokyo 
court about World War II– era germ warfare research conducted on Chi-
nese nationals and a visit by Prime Minister Junichiro Koizumi to the Ya-
sukuni shrine memorializing Japan’s war dead (including convicted war 
criminals), Beijing announced plans to cut the annual quota for Japa nese 
automobile imports by 40 to 60  percent.95 Five years  later, when Tokyo ap-
proved new history textbooks that glossed over Japan’s war time atrocities 
in China, Beijing engineered huge anti- Japanese demonstrations and con-
sumer boycotts, dealing a further geoeconomic blow.96 The boycotts 
strengthened quickly over a short period of time, bolstered implicitly by 
the support of various Chinese ministries (what one Commerce Ministry 
spokesman called “rational patriotic activities”).97 Economic retaliation 
manifested in other mediums, too, as inspections of seaborne imports from 
Japan grew stricter, approvals of work visas for Japa nese  were signifi cantly 
delayed, Japa nese fi rms  were requested to withdraw from an international 
trade fair in Chengdu, and outbound Chinese tourists  were discouraged 
from putting Japan on their itineraries.98 As James Reilly of Australia’s 
Lowy Institute points out, even more noteworthy was the decision by Chi-
nese banking and fi nancial offi cials to withdraw from the annual World 
Bank– IMF meeting, held in October 2012 in Tokyo.99 As in 2001, declines 
in Japa nese car sales and investments in China led JPMorgan to down-
grade its projections for Japan’s economy for the fi nal quarter of 2012.100

Beijing has used regulation of commodity trade fl ows to infl uence ac-
tions surrounding the Diaoyu/Senkaku territorial disputes. In 2010, a Chi-
nese fi shing trawler collided with two Japa nese coast guard vessels near the 
contested island chain. The Chinese captain was arrested by Japa nese of-
fi cials; China retaliated by halting shipments of rare earth oxides, rare 
earth salts, and pure rare earth metals to Japan.101  These materials are 
crucial components in Japa nese industries and manufacturing. Without 
them, Japan cannot produce electrical components required by U.S. and 
Eu ro pean companies. China’s geoeconomic move, one with signifi cant im-
plications for the global supply chain, ultimately contributed to Tokyo’s 
decision to release the fi shing captain.102

A second instance of China’s leverage of rare earth exports was seen just 
a year  later in attempts by Beijing to incentivize foreign companies reliant 
upon rare earths to move their production centers and technology to China 
in exchange for a low- cost supply of rare earths. Both Hitachi Metals and 
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 Toyota ultimately relocated plants in China, decisions that fold into Bei-
jing’s strategic objective of growing its domestic rare earths industry.103

China’s intermittent use of rare earth bans  toward Japan is striking for its 
brazenness. Beijing’s initial resolve to curtail Japan’s access to eco nom ically 
impor tant materials seemed to mark a geoeconomic coming- out moment 
for China. Earlier instances of geoeconomic bullying  toward Taiwan or 
North  Korea seem feeble in comparison, as the rare earth bans highlight 
the fi rst time China so boldly coerced a U.S. treaty ally. It is particularly 
telling that Beijing chose to strike out at Japan through geoeconomics 
rather than military actions. Some analy sis of the rare earth bans miss this 
point: coercion, quite clearly, need not be explic itly stated to be effective. 
In fact, the arbitrariness of China’s regulatory system is part of what makes 
Beijing so effective in its use of geoeconomic instruments.104

In the case of  these rare earth bans, China achieved far more through 
smartly adapting tools of geoeconomic coercion than it could have ob-
tained through other means. Beijing successfully sent a signal of strong 
protest against Japan’s territorial claims (but not to the point of Tokyo in-
voking the  U.S.- Japan treaty alliance); secured the release of a Chinese 
fi shing captain (ended one of the  causes of the 2010 crisis); and consoli-
dated its market share (by forcing Japa nese rare earth fi rms to relocate to 
China), thereby enhancing its ability to translate supply chain power into 
geopo liti cal leverage.105 Perhaps most impor tant,  these geoeconomic moves 
signaled to the world that Beijing was no longer afraid to take on a U.S. 
treaty ally. In fact, some analysts have suggested that the rare earth export 
bans  were aimed not at Japan but rather at the United States. “The evidence 
has shown that Japan was prepared and resilient regarding the pos si ble 
risks of a rare earth shortage,” notes Yun Zhang, an associate professor of 
international relations at National Niigata University in Japan.106 “On the 
contrary, the U.S., and its defense sector, in par tic u lar, was much less pre-
pared as it had lost capability throughout practically the entire rare earth 
supply chain.”107

Two years  later,  after the Japa nese government purchased part of the dis-
puted Senkaku/Diaoyu island group (a step Japa nese leaders claim was in-
tended to prevent Tokyo’s conservative governor from buying the islands), 
riots forced the shutdowns of Japa nese manufacturers located in China, 
costing Japa nese carmakers alone upward of $250 million in losses.108 In 
the context of relentless anti- Japan media coverage, nearly two- thirds of 
Chinese citizens voluntarily boycotted Japa nese products, a trend that in-
creased Japa nese concerns about an economic recession.109  Here China is 
uniquely positioned, able to exercise certain kinds of geoeconomic leverage 
in ways that other countries are not. Following the escalations over the Sen-
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kaku/Diaoyu islands, Japa nese exports to China fell 14  percent in September 
2012 from the previous year. As a result, the bilateral trade defi cit reached 
around $7 billion, while Japan’s overall exports sank 10.3  percent year- on- 
year.110 Japa nese automobile manufacturers again took the brunt of the 
damage, with  Toyota posting the largest drop, 48.9  percent on year in Sep-
tember 2012.111 As tempers fl ared, Chinese authorities began other economic 
recriminations, including cutting commodity fl ows to Japan (decreasing the 
number of permits to mine rare earths by 41  percent).112

 These continued territorial disputes and Japa nese prime minister Shinzo 
Abe’s December 2013 visit to the Yasukuni shrine have only continued the 
geoeconomic fallout from Beijing. Incensed Chinese consumers produced 
a substantial decline in bilateral trade levels in the fi rst half of 2013, the 
fi rst such in four years. And in the last few years Chinese producers have 
shifted en masse to new components suppliers, replacing Japa nese parts 
with  those manufactured in South  Korea— clarifying the costs that Tokyo 
could expect for  future assertive geopo liti cal be hav ior.113

Chinese monetary policy  toward Japan has remained relatively un-
changed amid territorial disputes and other geopo liti cal disagreements. 
But  there are signs of at least rhetorical bluster. In 2012, again surrounding 
the Japa nese purchase of the Diaoyu/Senkaku islands, an op-ed in the 
China Daily by prominent trade expert Jin Baisong urged China to use its 
power as Japan’s biggest creditor, with $230 billion in bonds, to “impose 
sanctions on Japan in the most effective manner” and bring Tokyo’s fi scal 
crisis to a tipping point.114

Jin further threatened that China should do what no other country ever 
has— invoke the WTO’s security exemptions clause to impose economic 
sanctions upon Japan.115 While sanctions ultimately did not materialize, 
Japan- related stocks fell sharply in both Hong Kong and Shanghai, im-
pacting Japa nese automobile and appliance manufacturers in par tic u lar.116 
Chinese investors blamed “barriers” for an overall drop of 9.1  percent year- 
on- year.117 It is not just Japan that suffers from  these tactics. China also pays 
a price, borne primarily by Chinese consumers and manufacturers. That 
boycotting Japa nese goods and suppressing Japanese investment in China 
hurts Chinese workers, however, only underscores Beijing’s tolerance of pain 
when it comes to accepting domestic costs for its geoeconomic policies.118

China also actively uses cyber tools in hopes of weakening Tokyo’s 
resolve for staking Japanese territorial claims. Shortly  after cyberattacks 
on the Japa nese parliament in the summer of 2011, Chinese hackers at-
tacked Japa nese commercial fi rms, stealing information pertaining to 
Japa nese defense equipment (fi ghter jets, he li cop ters, submarines, and 
destroyers) as well as nuclear power plant design and safety from Japan’s 

This content downloaded from 162.129.251.88 on Mon, 24 Apr 2017 17:23:02 UTC
All use subject to http://about.jstor.org/terms



110 W A R  B Y  O T H E R  M E A N S  

Mitsubishi Heavy Industries.119 Despite Japan fi nding Chinese- language 
script in both instances of hacking, Beijing denied having any hand in the 
attacks.

China’s geoeconomic pressure against Japan has not gone entirely un-
checked. Some experts believe that “economic coercion has proven 
counterproductive in China’s maritime disputes.”120 In response to eco-
nomic pressure and the consumer boycotts of 2013, Japan has refused to 
back down over the island claims, instead strengthening its cooperation 
with other Asian neighbors. The Japa nese have realized their vulnerability 
to Chinese geoeconomic infl uence and have slowly begun to look elsewhere 
in the region for support, including India and Vietnam.121

Japan has also initiated a geoeconomic blitz with the Pacifi c Islands, sev-
eral of which are connected to the so- called second island chain, a term 
often used by military strategists to describe the likeliest path that attempts 
at expanded Chinese maritime infl uence may take beyond the South China 
Sea. At the seventh Pacifi c Islanders Leaders Meeting (PALM), held in 
Fukushima in May 2015, Japan pledged $440 million in aid to Pacifi c 
Rim countries, bringing its total aid commitment to $1 billion from 2013 
to 2019. In addition to outspending China in the region, Japan is also far 
more proactive in humanitarian and disaster relief efforts— all of which ap-
pear to be paying off. At Japan’s urging, the thirteen Forum Island Coun-
tries (Fiji, Kiribati, Marshall Islands, Nauru, Niue, Palau, Papua New 
Guinea, Samoa, Solomon Islands, Tonga, Tuvalu, Cook Islands, and the 
Federated States of Micronesia), together with Australia and New Zealand, 
ended the recent PALM gathering with as forceful a message— clearly in-
tended for Beijing—as Tokyo could have hoped to send, resolving that 
“maritime order should be maintained in accordance with the universally 
recognized principles of international law,” and reiterating the signifi cance 
of “exercising self- restraint and peacefully resolving international disputes 
without resorting to the threat or use of force.”122

Seen in its dealings both with Japan and (as the coming section discusses) 
across Southeast Asia, China’s larger goal is a test of the U.S. alliance system 
in Asia. Thus far, the United States and Japan appear to be responding with 
political- military mea sures, which is helpful but hardly suffi cient. This is a 
geoeconomic contest— China’s entire strategy is predicated on the belief 
that exercising a military option in the next de cade would simply prove too 
costly for the United States and Japan, and for that  matter China itself. 
Thus Beijing builds and exercises its power projection not primarily 
through the deployment of military assets (except in the South and East 
China Seas) but rather through coercive and incentivizing geoeconomic 
policies toward its neighbors.
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Southeast Asia: Expanding China’s 
Sphere of Infl uence

In December 2009,  under heavy pressure from China and despite UN objec-
tions, Cambodia agreed to deport twenty ethnic Uighurs seeking asylum 
back to China to face prosecution in connection with the violent antigovern-
ment protests that had occurred in Xinjiang months earlier.123 Shortly after, 
China’s vice president, Xi Jinping, arrived in Phnom Penh bearing gifts: $1.2 
billion in grants and loans.124 The U.S. State Department responded to Cam-
bodia’s decision to deport the Uighurs by scuttling a shipment of 200 mili-
tary trucks to Cambodia.125 Three weeks  later, Beijing sent 257 trucks.126

In China’s neighborhood, a fast- changing and heavily contested test case 
for Beijing’s use of geoeconomics is Southeast Asia. The many projects 
demonstrating China’s geoeconomic infl uence in Southeast Asia are all 
cross- subsidized by China’s considerable non- geoeconomic strengths— 
namely, that it is a proximate power, and a big one at that.127 China directs 
its geoeconomics in the region primarily at three deeply interrelated objec-
tives: imposing costs on countries that cross China on territorial disputes, 
disrupting the U.S. system of alliances in Asia, and keeping old friends 
(including Cambodia, Laos, and Myanmar) close.

Beijing has staked its claims in no fewer than eight territorial disputes in 
the South China Sea. Broadly speaking, China’s “nine- dash line” (the short-
hand reference to China’s self- drawn maritime map) claims the bulk of 
 these waters, overlapping with claims of Brunei, Malaysia, the Philippines, 
and Vietnam, and stretching over roughly 90  percent of the South China 
Sea.128 The Chinese have staked claims to island reefs  there, including the 
Paracel and Spratly Islands as well as the Scarborough and James Shoals. 
Chinese claims to  these territories, however small, suggest an interest both 
in developing untapped energy reserves and in building strategic military 
outposts.129 China also disputes a series of maritime bound aries along the 
Viet nam ese coast, off Borneo, in the waters north of Indonesia’s Natuna 
Islands, and near the Philippine islands of Palawan and Luzon.

Beyond simply recovering territory China perceives as its own, prevailing 
in  these claims would enable China to maintain close control of trade routes 
and, more impor tant, expand its military umbrella to much of Southeast 
Asia— eventually resulting in a “string of pearls” that could  counter the re-
balancing of the U.S. military to Asia and the rise of Indian power projection 
in the region.130

For Beijing, however, realizing this vision requires weakening the cur-
rent U.S. alliance system. China’s territorial strategy is designed to push 
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the U.S. Navy beyond the “fi rst island chain,” usually understood to include 
the Greater Sunda Islands, Japan, the Philippines, and Taiwan. Should it suc-
ceed, China would be able to seal off the East China Sea, the South China 
Sea, and the Yellow Sea, rendering it nearly impossible for the U.S. Navy to 
reach  Korea in the event of war.131 Some in China talk about  going further, 
eventually pushing the U.S. Navy beyond the “second island chain,” which 
runs along the eastern coast of Japan to Guam and then down to the Ma-
luku Islands.132 This would mean Japan and the Philippines could be cut 
off from American naval support.133

Beginning roughly in 2010, Beijing has grown increasingly aggressive in 
 these claims, exerting administrative prerogative and tightening fi shing reg-
ulations in the contested areas, moving a large oil rig inside waters within 
Vietnam’s exclusive economic zone, instigating near- collisions between 
Chinese and U.S. naval vessels and aircraft, and declaring an East China 
Sea air defense identifi cation zone (generating speculation that China  will 
soon declare a similar zone for the South China Sea).134 China has paired 
 these more conventional military escalations with a full spectrum of geo-
economic pressure— positive to coercive to forthrightly punitive. As de-
scribed earlier, Japan found itself on the receiving end of Chinese geoeco-
nomic fallout, beginning with the 2010 rare earth ban and still continuing 
intermittently in vari ous forms.

In 2012, the Philippines came in for similar geoeconomic treatment amid 
territorial disputes with Beijing.  After a Philippine naval ship attempted to 
arrest Chinese fi shermen working off the disputed Scarborough Shoal in 
2012, China refused to allow 150 containers of bananas to enter its mar-
kets, claiming that the bananas  were “crawling with insects.” This was a 
symbolic move with the suggestion of more to come; it hit the core of the 
Philippine agricultural sector and cost farmers some $760,000. Subse-
quently, the Chinese also slowed inspections of papayas, mangoes, coco-
nuts, and pineapples from the Philippines.  These targeted geoeconomic 
steps dealt a substantial blow to Philippine exports, as more than 30  percent 
of local fruits go to China.135 Around the same time, the Chinese govern-
ment announced that it would begin an annual ten- week fi shing ban on 
waters around the Scarborough Shoal, allegedly to replenish the fi shing 
stock.136 Additionally, China sent out a directive to travel agencies that 
tours to the Philippines  were highly discouraged.137

To help Manila absorb some of the economic shock, the United States 
accepted more fruits from the Philippines. But while this marked pro gress 
in Washington’s geoeconomic acumen, it was far from enough to help Ma-
nila withstand the pressure. Within several weeks the Aquino government 
relented. As soon as the Philippines pulled its ships from around the Scar-
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borough Shoal, Beijing dropped the banana ban and abandoned the eco-
nomic coercion. At least in this case, Beijing’s heavy- handed use of geoeco-
nomics was unambiguously effective in getting Manila to stand down over 
its claims to the shoal.

More often than not, however, China’s geoeconomic coercion in South-
east Asia happens in a far more subtle fashion. Foreign fi rms routinely feel 
the pressure of  doing business in an environment marked by Chinese in-
timidation: any ratcheting up of tension that impedes the fl ow of supplies 
and products between China and Southeast Asian nations— especially 
Vietnam or the Philippines— will  ripple across the global economy.138

China’s leverage in the region is helped by strong bilateral trade levels. 
Trade between China and the Association of Southeast Asian Nations 
(ASEAN) reached $350 billion in 2013; in that year bilateral trade reached 
$36.4 billion with the Philippines, $40 billion with Vietnam, and $60 bil-
lion with Indonesia.139 China’s emergence as the most impor tant trade and 
investment partner for virtually all of Southeast Asia lends a preemptive, 
foreshadowing quality to any geoeco nom ically coercive threats Beijing may 
issue. Vietnam, for instance, has softened its approach to territorial claims 
with China as a result of watching what happened to the Philippines.140 
China’s economic hold over Vietnam is such that Hanoi remains more vul-
nerable than Manila to Chinese coercion: Vietnam is highly dependent 
upon the PRC for rubber, and major Chinese imports are used in the goods 
Vietnam ultimately exports.141 Unlike the Philippines, Vietnam does not 
enjoy a mutual defense treaty with the United States. Perhaps not coinci-
dentally, China’s claims in the South China Sea are particularly aggressive 
 toward Vietnam, threatening 70  percent of Vietnam’s exclusive economic 
zone— not particularly auspicious for a country so reliant on fi shing as a 
food source.142 Nor are the trend lines comforting. The Viet nam ese gov-
ernment has set a “very bold” target for the maritime economy to account 
for 60  percent of the country’s GDP by 2025.

Viet nam ese leaders have developed contingency plans of sorts to diver-
sify away from the Chinese in the case of economic sanctions, but current 
de pen dency levels make the prospects for diversifi cation limited.143 And, 
perhaps telling of the preemptive power of China’s geoeconomic coercion, 
Hanoi has not asserted its claims in a way that has tested  those contingency 
plans.

In a region where “nothing is as charming as money,” China’s geoeco-
nomic efforts in Southeast Asia, in addition to policing territorial dis-
putes, have been equally pinned on the broader goal of disrupting and 
supplanting U.S. infl uence.144 Xi Jinping and the rest of China’s current lead-
ership seem to have a renewed appreciation for the power of institutions, 
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particularly given how many of China’s geopo liti cal objectives in the re-
gion are dependent upon preserving legitimacy. For Beijing, this realization 
pro cess began with the 2010 ASEAN summit, hosted by Vietnam, where, 
country by country, ASEAN succeeded in advancing a largely united front 
against China’s more exotic maritime claims, resulting in a joint statement 
that was sharply, if implicitly, critical of China.

China’s learning curve proved quick. During its tenure as ASEAN chair 
the following year, Indonesia mainly reiterated the statements of the pre-
vious year, neither conceding nor gaining pro gress on the issue. By the time 
Cambodia took its turn as ASEAN chair in 2012, Beijing had amply learned 
its lesson. China pledged $2.7 billion worth of loans and grants to Cam-
bodia that year (a sharp uptick over the $1.9 billion it had invested in 
Cambodia in 2011); it was more than double the investment by all ASEAN 
countries combined and ten times that provided by the United States.145 
Beijing’s benevolence paid off. Cambodia used its power as chair of the 
ASEAN summit to block a joint statement criticizing China’s approach to 
territorial disputes in the South China Sea— marking the fi rst time in forty- 
fi ve years that the ASEAN countries failed to reach consensus on a joint 
communiqué.146 The fact that the summit was hosted at the Peace Palace, 
completed in October 2010 with Chinese funding, lent a fi tting irony to 
the  whole affair. In 2013, China blocked Philippine president Benigno 
Aquino III from attending a China- ASEAN trade expo, insisting that he 
withdraw the Philippines’ UN arbitration case on the disputed South China 
Sea islands as a condition of attending. Rather than caving in to Beijing’s 
demands, President Aquino deci ded not to go to China, sacrifi cing poten-
tial trade opportunities both with China and throughout the region.147

As ASEAN chairs in 2013 and 2014, respectively, Brunei and Myanmar 
both succeeded in maintaining a more middling course, keeping the mari-
time disputes on the agenda but without prioritizing them or explic itly ref-
erencing China. In comparing the Brunei and Cambodia summits, many 
attribute Brunei’s lesser vulnerability to Chinese pressure to the fact that, 
thanks largely to its oil wealth, it is less eco nom ically dependent on 
China.148 For its part, Myanmar fell  under what some ASEAN offi cials de-
scribed as enormous pressure from China, but thanks to the priority that 
Burmese offi cials have assigned to the country’s efforts to reduce economic 
dependence on China, and the fraught relations between Naypyidaw and 
Beijing since Myanmar’s 2011 opening, China did not overreach and 
Myanmar “acquitted itself quite well as ASEAN chair,” according to press 
commentary.149

China has also sought to create altogether new institutions.  Under the 
leadership of Xi Jinping, China is launching a new Asian Infrastructure In-
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vestment Bank (AIIB). Notably absent from AIIB discussions, however, 
have been the PRC’s regional rivals Japan, India, and the United States.150 
Notwithstanding U.S. opposition, China ultimately lured some 57 coun-
tries to join its new bank, including fourteen advanced economies of the 
G20 and  every major treaty ally of the United States save one (Japan). Left 
alone in its opposition, the United States was forced to soften its posi-
tion.151 Management and operational details have also been conspicuously 
lacking, but China would likely be the institution’s largest shareholder, with 
a stake of up to 50  percent of the registered capital of around $50 bil-
lion.152 The bank  will offer quick fi nancing for transportation, telecom-
munications, and energy projects in underdeveloped countries across the 
region, rivaling the reach and responsibilities of the World Bank. U.S. of-
fi cials have been uncharacteristically blunt in their assessment, warning 
that the bank is a deliberate attempt to undercut the international fi nan-
cial institutions established  after World War II (and dominated since by the 
United States, Eu rope, and Japan). Beyond attempting to weaken the 
U.S. alliance fabric of the region, the AIIB could allow China to pull its 
neighbors closer into its orbit, into relationships that promise increased 
geoeconomic benefi ts including decreased tension over territorial claims.153

China has focused intensely on deepening trade and investment with 
Southeast Asia. While driving a hard bargain in trade talks with large, 
wealthy nations, Beijing has been munifi cent  toward smaller if strategically 
impor tant partners.154 China included a generous Early Harvest Program 
in the 2002 China- ASEAN  Free Trade Agreement (CAFTA), opening Chi-
na’s markets to ASEAN agricultural imports. Rather than extracting the 
best pos si ble deal for China, Beijing instead structured CAFTA to reas-
sure China’s Southeast Asian neighbors and give them a stake in China’s 
economic success, striving, as one analyst put it, to present itself as a “be-
nevolent regional hegemonic power.”155 CAFTA also bolstered Beijing’s 
pursuit of WTO recognition as a market economy— a status ASEAN ac-
corded China in September 2004.156

This strategy offers Beijing what China expert James Reilly calls “a classic 
‘win- win’ opportunity: drawing nearby countries into China’s economic 
orbit while bolstering its diplomatic leverage and creating commercial op-
portunities for Chinese fi rms.”157 China’s steady push for regional infra-
structure lies at the heart of this effort. Beijing has fi nanced an increasingly 
dense network of cross- border railways, roads,  water projects, and oil and 
gas pipelines across mainland Asia in recent years.  These projects enhance 
China’s access to strategic natu ral resources and, by addressing severe infra-
structure shortfalls in the region, curry po liti cal  favor for Beijing— all while 
bringing  these countries more tightly within Beijing’s infl uence. Crucially, 
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 these infrastructure projects also help to lessen China’s heavy dependence 
on maritime trade routes that are secured by the  U.S. Navy. Currently, 
90  percent of China’s trade travels by sea, and to reach ports on China’s 
eastern coast, seaborne trade from the west must pass through maritime 
choke points such as the Strait of Malacca (through which 82  percent of 
China’s crude oil imports passed in 2013).158

As New York Times China bureau correspondent Jane Perlez wrote in 
August 2014, “A favorite export from China to its neighbors  these days are 
high- speed rail lines designed to make trade routes in the vast stretches of 
Asia more accessible and fortify Chinese dreams of turning its southern 
reaches into the capital of mainland Southeast Asia.”159 Referring to one 
rail proj ect proposed by China that would pass through the mountains of 
northeast Myanmar to the coastal plains on the Indian Ocean, giving China 
a shortcut to the  Middle East and Eu rope, Perlez explains how “for China, 
the strategic importance of the proposed line can barely be overstated: The 
route would provide an alternate to the longer and increasingly contentious 
trip through the South China Sea.”160 China has pitched similar plans for 
a high- speed railway in Laos, to be built by the Chinese. Minerals  will be 
used as collateral, allowing Laos to borrow $7.5 billion from Beijing to pay 
for the railway.161 But the railway would connect Laos and Thailand with 
China, allowing for Chinese goods to move south and impor tant resources 
to come into China.162 In all, China wants to build thousands of miles of 
track that  will loop through Laos, Cambodia, Thailand, and Malaysia, 
heading south to Singapore as part of a  grand trans- Asian rail accord 
signed by nearly twenty Asian countries in 2006. When the  people of the 
mainland countries soon fi nd that through the con ve nience of high- speed 
rail the Chinese province of Yunnan is their closest neighbor merely a few 
hours away, Yunnan and its capital city, Kunming, may well eventually 
become the effective capital of mainland Southeast Asia.163

Beyond high- speed rail are  water, agriculture, commodities, and energy. 
China’s state- owned China International  Water and Electric Corporation 
(CIWEC) has fi fteen infrastructure projects across the Philippines to date, 
one of which is the  water improvement proj ect at Angat Dam, Manila’s 
primary source of  water supplies. In 2007, China’s biggest state power 
com pany won a $3.95 billion bid for a twenty- fi ve- year contract to manage 
the Philippines’ entire electricity grid.164 As of 2014, the State Grid Corpo-
ration of China owned as much as 40  percent of the Philippines’ National 
Grid Corporation (NGCP), and four se nior offi cials of the State Grid of 
China sat on the board of NGCP. A se nior Philippine government offi cial 
told the South China Morning Post that the government was “quite con-
cerned” that a Chinese state- owned com pany controlled the technical as-
pects of the national grid.165
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Two states among the most central to China’s success are Malaysia and 
Indonesia. Neither is among Beijing’s out spoken skeptics in the region, nor 
its reliable supporters. And both are sizeable in their own right. Two new 
Malaysia- China industrial parks  were launched in 2013, Kuantan Indus-
trial Park and Qinzhou Industrial Park, to further boost bilateral trade 
and investment. Similar to the Singapore- Suzhou Industrial Park,  these 
areas  will offer attractive land prices, tax incentives, and fi nancial support 
for Malaysian and Chinese investors.  These deals also help solidify Kuala 
Lumpur’s place in China’s “maritime silk road” (the term, fi rst coined by Xi 
Jinping in October 2013, appears to be  little more than a euphemism for 
what more- skeptical observers call China’s “string of pearls” strategy), al-
lowing Beijing to stake a claim to the Malacca Strait, challenging the 
United States’ geopo liti cal advantage in  those waters.166 Indeed, China is 
expected to insert $62 billion into state- owned “policy banks” to support 
this strategy to build infrastructure and increase infl uence in Southeast 
Asia.167

In Indonesia, China’s geoeconomic infl uence is partly aimed at checking 
Jakarta’s desire to play a leading role in Southeast Asia.168 Often, it comes 
down to timing and vigilant opportunism. China timed investment deals 
to coincide with the October 2013 Asia- Pacifi c Economic Cooperation 
summit in Bali, and the two sides signed $28 billion worth of investment 
agreements, including province- specifi c initiatives, with bilateral trade 
exceeding $50 billion annually.169 In the words of one Chinese saying, 
“sending coal in the midst of a snowstorm” maximizes po liti cal benefi ts.170 
For Beijing’s geoeconomic aspirations in Southeast Asia, the 2008–2009 
global fi nancial crisis, just like the Asian fi nancial crisis a de cade before, 
marked a proverbial blizzard—an opportunity for Beijing to purchase po-
liti cal capital at a discount.171 Often the investment deals themselves are 
designed in such a way as to register maximum geopo liti cal returns for 
Beijing. Southeast Asian diplomats describe how “Chinese aid is often 
carefully targeted, so that money to Malaysia, for example, is directed spe-
cifi cally to the state of Pahang, the po liti cal base of the prime minister.”172 
“In Myanmar and Thailand, [the Chinese] make sure the generals get their 
share of the contracts,” one diplomat from the region explained.173

As China’s economic strength grows, so too does its urge to take care 
of old friends. Atop this list are Cambodia and Laos, countries linked to 
China through historical legacies of Chinese support. In the case of Laos, 
Beijing has a par tic u lar interest in propping up one of the few remaining 
Marxist- Leninist single- party socialist states. Included in China’s 2009 
crisis support package to fund ASEAN regional infrastructure was a $15 
billion line of credit for poorer ASEAN nations, and $40 million in “spe-
cial aid” for Cambodia, Laos, and Myanmar. In the aftermath of the 1997 
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coup in Phnom Penh, China extended a $10 million loan to Cambodia to 
replace aid suspended by traditional donors; two years  later, Chinese pre-
mier Zhu Rongji visited Phnom Penh and announced the cancellation of 
all Cambodian debts. China is the largest outside investor in Cambodia, 
and the Chinese are pouring ten times more money into Cambodia than 
the United States, simply to keep the country functioning.174 According to 
the Cambodia Investment Board, Chinese investment pledged in Cambodia 
has totaled $9.1 billion since 1994, including almost $1.2 billion in 2011—
nearly 10 percent of Cambodia’s GDP that year.175

Myanmar used to be on Beijing’s list of reliable clients. But things are 
now more complicated. For China’s part, it wants to avoid a burgeoning 
democracy on its back porch, particularly one that looks to assistance from 
the United States to supplant Chinese infl uence. Myanmar fi gures as a key 
part of China’s plans for a New Silk Road, which, as noted above, aims to 
link China’s western Yunnan province to Myanmar and on to Bangladesh, 
India, and westward. Beijing also sees Myanmar as vital to diversifying its 
energy routes, allowing for shorter transit to  Middle Eastern oil. Even 
more impor tant, geopo liti cal connections with Myanmar enable the Chi-
nese navy to access the Pacifi c and Indian Oceans more quickly, shortening 
the distance for military ships—as well as energy tankers—by forgoing the 
need to pass through the Strait of Malacca to the Bay of Bengal.

In 2011, shortly  after Myanmar’s historic opening, the country was hit 
with a devastating earthquake. China responded with more than $500,000 
in humanitarian aid— a rather feeble offer compared to India’s $1 million, 
but greater than the $100,000 or $200,000 offered by Thailand and South 
 Korea, respectively.176 The two sides have since signed more than fi fty eco-
nomic and technical aid agreements through mid-2014.177 The Economic 
and Technical Cooperation Agreement of 2012 allowed China the chance 
to provide “350 sets of integrated housing with 30 million RMB and $1 
million in cash [for] the resettlement of [earthquake] victims.”178 The do-
mestic energy sector in Myanmar has seen an infl ux of Chinese investments 
and development efforts since opening up to external investment.

In par tic u lar, China has succeeded in laying two oil and gas pipelines 
traversing Myanmar. Owned and operated by China National Petroleum 
Corporation (CNPC), more than 2,500 kilometers of pipeline became op-
erational in 2013, and at full capacity, the pipeline is expected to send as 
much as 12 billion cubic meters of natu ral gas across Myanmar and into 
southwestern China annually (the pipeline continues on from Yunnan into 
China’s northwest and eastern provinces).179 An additional $2 billion oil 
pipeline became operational in 2014, allowing China to import oil from 
the  Middle East and Africa. The pipeline is expected to move up to 200,000 
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barrels of oil per day, 40,000 of which  will go to Myanmar along with an 
additional $7 million in transit payments per year from Beijing. Such are 
the benefi ts of serving as a transit country.180

At the same time, the oil and gas pipelines built through Myanmar stand 
as a lesson in how things do not always go as intended. China’s Wanbao 
Mining—an offshoot of weapons manufacturer China North Industries 
Corporation— agreed in 2013 to invest just  under $1 billion in the Lat-
padaung copper mine proj ect.181 The deal sparked violent local protests, 
prompting renegotiations on the contract. The new contract allocates 
51  percent of profi ts to the Myanmar government, 19  percent to the Union 
of Myanmar Economic Holdings Ltd. (owned by Myanmar’s military), 
and 30  percent to Wanbao.182 And in August 2014, Burmese offi cials allowed 
a memorandum of understanding regarding China’s proposed high- speed 
rail line through the country to lapse.

The scuttled rail line comes as the second major Chinese proj ect to be 
suspended in Myanmar since a civilian government took over in 2011. 
Construction of another Chinese- fi nanced hydroelectric dam at the source 
of Myanmar’s Irrawaddy River was suspended  after protests by locals and 
ongoing vio lence between the military and the Kachin In de pen dence 
Army.183 Local concerns center on the fact that if the dam is completed, 
China  will likely generate 90  percent of the electricity needed in Myanmar.184 
“China has not been the fl avor of the month for some time,” said Thant 
Myint- U, a Burmese historian.185 According to Viet nam ese offi cials, “It can 
be seen, although not very clear, that Myanmar has been trying to reduce 
the infl uence of China in its country, eco nom ically and po liti cally.”186

But as wary of further dependence on Beijing as Myanmar’s new leaders 
are, they are also mindful that they may be too late in arriving at such con-
cern, given how much of Myanmar’s viability already depends on China’s 
trade, aid, and investment in the country. Certainly Myanmar is not in de-
pen dent enough for Naypyidaw to behave in ways that risk angering Bei-
jing over sensitive issues such as the South China Sea.187 China’s trade 
with the once- closed country has risen sharply, with Myanmar’s exports to 
China surpassing $8 billion in 2013, up from $1.2 billion in 2004 (a sub-
stantial sum considering that Myanmar’s overall GDP in 2013 was just 
$60 billion). China’s success in capitalizing on Myanmar’s opening is partly 
thanks to a twenty- fi ve- year head start over other countries.188 Even 
amid U.S.- led sanctions on Myanmar in the 1990s following the military’s 
nullifi cation of election results, China  rebuffed pressure from the West, 
maintained economic relations with Myanmar, and criticized Washington 
and  others for intruding upon the internal affairs of a sovereign nation.189 In 
a sign of just how confi dent Chinese leaders are that Myanmar  will  eventually 
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sign up for its high- speed rail proj ect, Beijing is moving ahead with plans 
to gouge an eighteen- mile rail tunnel out of the rugged Gaoligong Moun-
tains that straddle China’s border with Myanmar and serve as the entry 
point to Yunnan province.190

Fi nally, at perhaps the subtlest end of China’s geoeconomic spectrum lies 
the expanding role of the renminbi as a regional reserve currency across 
Southest Asia. As the RMB’s footprint in the region grows, Beijing  will in-
herit many of the same perks that have heretofore translated the dollar’s 
reserve status into strategic infl uence for the United States. Vietnam, for 
instance, has expressed a willingness to work with China in expanding the 
current scale of currency swap and settlement agreements in order to “help 
advance liberalization and facilitation of trade and investment”—in other 
words, to further the renminbi’s continued globalization.191 Direct trading 
between the Singapore dollar and renminbi was introduced in 2013, rein-
forcing Singapore’s role as an offshore trading center and further interna-
tionalizing the Chinese yuan. Beijing also granted Singapore- based inves-
tors an $8.2 billion investment quota to allow  those holding renminbi to 
invest in Chinese stocks, bonds, and money market instruments.192

In many instances, Chinese geoeconomic coercion has proven costly but 
effective— the Philippines is one clear example. In other cases, China has 
merely signaled to its neighbors the costs of risking geopo liti cal daylight 
between it and them, making  those governments less inclined to act in ways 
that would run  counter to China’s strategic objectives; Cambodia, Vietnam, 
Myanmar, and Malaysia are prime cases of this. However, in some in-
stances, even where it has achieved short- term objectives, China’s eco-
nomic pressure has reinforced the longer- term resolve of governments, such 
as those in Manila and Hanoi, to act in ways far less conducive to Beijing’s 
under lying strategic objectives. At bottom, though, China does not per-
ceive self- defeating costs to this geoeconomic coercion, and  until this 
changes, China is likely to persist.

Pakistan and India: China- Pakistan- India 
Triangular Relations and the Growing 

Role of Geoeconomics

When it comes to China’s current relationship with Pakistan and India, the 
old story is still the dominant one— China- Pakistan relations can only be 
understood within the context of each’s relationship with India.193 In 1950, 
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Pakistan became one of the fi rst countries to end offi cial diplomatic relations 
with Taiwan, initiating the start of an enduring “all- weather friendship” 
between China and Pakistan. By contrast, the “pendulum” of China’s rela-
tions with India has “swung from friendship in the 1950s to confronta-
tion that escalated in the border war of 1962 to vari ous forms of confl ict 
and cooperation in the 1990s” that continue  today.194

While the familiar refrain of triangular relations between India, Paki-
stan, and China has endured across the last half  century, it has evolved in 
substantial ways. In part it has grown deeper, with more complex interac-
tions and interests. China and Pakistan have long valued each other as a 
strategic hedge against India.195 On rare occasions, each has looked to New 
Delhi as a means of gaining tactical leverage vis- à- vis the other. But as India 
has graduated into the ranks of an aspiring global power, New Delhi has 
evolved from an occasional hedge or foil in this triangle into a full and di-
rect participant in its own right.196

As this triangle has grown deeper and more complex, it has also come to 
rely more on geoeconomic strategies. Pinpointing exactly why geoeconomics 
has become a preferred medium of infl uence among  these three countries 
is diffi cult, but three factors stand out. For starters, Chinese leaders well 
appreciate that if China is to expand its infl uence vis- à- vis India or Paki-
stan without escalating military tensions or regional rivalries between 
them (inevitably drawing in the United States), much of what they have at 
their disposal to accomplish this task is geoeconomic in nature.197 Histori-
cally, Beijing has relied on military infl uence in its relations with Pakistan 
and, dating back to the U.S. embargo on weapons to Pakistan in 1965, 
China has played a major role in building up Pakistan’s defense capabili-
ties by supplying arms factories and weapons systems.198 But Beijing has 
come to understand that, unlike supplying fi fty JF-17 fi ghter jets to Pakistan, 
initiating a currency swap agreement between the  People’s Bank of China 
and the State Bank of Pakistan is less likely to provoke a security response 
from the United States or India.199

Another reason  behind China’s relatively greater focus on geoeconomic 
ties with both countries is that  after more than a de cade of strong growth 
averages and global ambitions, India has become too eco nom ically and po-
liti cally valuable to China to risk intensifying tensions. Indeed, many ex-
perts expect that India  will outpace China in real growth sometime in 
2016.200 Given the massive (and growing) economic footprints of both 
countries, cooperation between China and India also offers both sides a 
potentially potent means of challenging U.S. prerogatives. The point is not 
lost on  either New Delhi or Beijing, surfacing, for example, in each side’s 
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commitment to the BRICS pro cess, a largely geoeconomic proj ect for all 
involved.201

A third reason China is turning to geoeconomics in its relationship with 
Pakistan may have to do with limitations to its more traditional military 
means. Put plainly, the United States has cornered the military relationship 
with Pakistan in the past fi fteen years.202 Notwithstanding China’s his-
tory of supplying military technology and expertise to Pakistan, China’s 
military contribution is overshadowed by that of the United States since 
9/11. “The immediate aftermath of 9/11 saw US- Pakistan relations grow 
dramatically as they collaborated in the war on terror,” explains Rajshree 
Jetly, of the Institute of South Asian Studies.203 Washington designated 
Pakistan as a major non- NATO ally and sent it massive economic and 
military aid as a front- line state in the war on terror. Though China is Paki-
stan’s primary supplier of sophisticated military technology from missiles, 
to combat aircraft and radar equipment, to submarines, it cannot match U.S. 
military aid levels, which totaled $15.8 billion from 2002 to 2012.204 Even 
if the diplomatic returns to  these investments have not been what the 
United States and NATO have hoped,  these military ties between Wash-
ington and Islamabad have been such that China is likely to gain more 
strategic infl uence in Islamabad through geoeconomic means.

 There is a more fundamental motivation in China’s geopo liti cal calculus 
with both countries. Beijing’s dealings with Pakistan and India seem in-
creasingly motivated by a  silent fourth party in this strategic triangle: the 
United States. Beijing’s foreign policy choices regarding Pakistan draw sub-
stantially from the fact that Pakistan is an enduring serious prob lem 
for U.S. foreign policy. For China, having strong ties with one of the Amer-
icans’ greatest geopo liti cal headaches is itself a considerable source of le-
verage over the United States. To be sure, China and the United States have 
substantial convergence in their interests in Pakistan, and at least over the 
past de cade China has been urging Pakistan to be more restrained in its 
relationship with India.205 But the point  here goes deeper. However aligned 
China’s interests and constructive its actions in Pakistan from the stand-
point of the United States, the fact remains that Pakistan needs China far 
more than the reverse, and so long as Pakistan remains one of the world’s 
most skilled countries at causing problems for the United States, China’s 
signifi cant leverage over Islamabad marks an impor tant if indirect source 
of leverage for Beijing vis- à- vis the United States.206

 There are recent examples of Beijing’s long- standing readiness to supply 
a wide array of strategic options to Pakistan, especially when Pakistan is 
acting contrary to U.S. and Indian interests. In 2011, when Osama bin 
Laden was captured and killed, Chinese offi cials responded by expediting 
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a deal to sell Pakistan fi fty more J-10 advanced fi ghter jets; the United 
States, in contrast, “repeatedly delayed delivery of F-16s to Pakistan, and 
insisted that they not be used against India.”207 Not long  after this ex-
pedited weapons deal with China, reports surfaced that the Pakistani 
military allowed the Chinese access to the  U.S. stealth he li cop ter that 
crashed and was abandoned during the raid on bin Laden’s compound in 
Abbottabad.208

China’s interest in Pakistan as an indirect hedge against the United 
States, while far from new, is heightened by the fact that India and the 
United States have been steadily transforming their relationship since 2001. 
On his 2014 visit to New Delhi, U.S. secretary of defense Chuck Hagel 
quantifi ed the expanding  U.S.- Indian partnership, noting, “Since 2008, 
over $9 billion in defense contracts have been signed between the United 
States and India, compared with less than $500 million for all the years 
prior.”209 In the last de cade, the United States has dispensed with its long- 
standing policy of parity in its dealings with India and Pakistan, seen most 
clearly in Washington’s 2010 decision to formally back India’s bid for a 
permanent seat on the UN Security Council. The unqualifi ed U.S. support 
for India’s emergence as a power ful democracy— one that could help to 
limit the negative consequences of the rise of Chinese power— now adds 
new stakes and complexities to triangular relations among neighbors 
India, China, and Pakistan.210

Chinese anx i eties at the warming ties between India and Washington sur-
faced acutely in May 2013 when Chinese premier Li, shortly  after taking 
offi ce, made a visit to India his fi rst trip outside of China. In press coverage 
of the Li trip, China did  little to hide its concerns. “We would not like to 
see India become a tool of other major countries, especially the U.S., to 
counterbalance or check or contain China,” Hu Shisheng, an India spe-
cialist at CICIR, a Chinese- government- backed think tank in Beijing ex-
plained at the time. “We want, through closer relations, to support New 
Delhi’s policy that maintains equal distance. It’s not realistic to expect 
India to be closer to one country than the other.” Premier Li’s trip was it-
self a display of Chinese geoeconomic power. Li, traveling with executives 
from forty- one Chinese companies, called on the two countries to do more 
business together instead of relying on  others for development. “With a 
long border and extensive common interests, China and India should not 
seek cooperation from afar while neglecting the partner close by,” he said.211

Fi nally, leading with geoeconomics in its approach to India and Pakistan 
may be intuitive for China not simply  because it is the best available me-
dium for infl uence in present circumstances but  because, once again, it is 
an area where Beijing has plenty to work with. China’s asymmetric trade 
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relations (China is the largest trading partner for both India and Pakistan), 
heavy assistance levels in the case of Pakistan, and sporadic investments in 
the region suggest that China has the potential to exercise geoeconomic le-
verage in its dealings with both countries.

As for how China actually exercises this leverage, some of its geoeco-
nomic attempts are straightforward (and indeed often constructive, from 
the standpoint of U.S. interests). In March 2012, for instance, the Party 
chairman of China’s Xinjiang province decried that extremist groups in the 
province have a “thousand and one links” with Taliban forces in Pakistan.212 
Despite Pakistan’s best efforts to convince Beijing that it would not allow 
extremism to be exported across its borders, a few weeks  later China with-
drew promised fi nancing for a gas pipeline from Iran to Pakistan, signaling 
Beijing’s dis plea sure.213

More often, though, China prefers incentives in its dealings with Islam-
abad. The China- Pakistan Economic Corridor marks one of Beijing’s most 
ambitious efforts to keep Pakistan within China’s sphere of infl uence. With 
a total investment of $46 billion, it is a centerpiece of China’s New Silk 
Road initiative (also known in China as the “ Belt and Road” initiative) 
and what Pakistani prime minister Nawaz Sharif calls “an example of the 
very close friendship between the two countries.”214 Other Pakistani offi -
cials have gone further, hailing the initiative as “the game changer for the 
entire region.”215 As part of the agreement, Beijing has promised to en-
hance transportation and trade by constructing an airport at the Chinese- 
managed port of Gwadar, as well as renovating roads between Lahore and 
Karachi and upgrading the region’s rail system. Other longer- term projects 
include building a new nuclear power plant near Karachi and developing 
Gwadar as a major international oil port between the  Middle East and 
East Asia, as well as specialized economic zones modeled  after China’s 
Shanghai  free trade zone. The planned corridor  will originate at Gwadar 
and pass through to the Karakoram Highway in Pakistan before  going to 
the Pakistan- China border and on to Urumqi and western China.216 The 
Chinese government estimates that, upon completion, more than one- 
quarter of China’s foreign trade  will travel through the corridor.217

It is an example of how Chinese geoeconomic leverage, even used con-
structively, is leverage all the same. Built by China, the Gwadar port, in-
tended to be “a nexus between Pakistan, Iran, China and Central Asian 
States,”  will be  under the control of the China Overseas Ports Holding 
Com pany, ensuring that the economic corridor’s expansive blueprint  will 
remain fi rmly within China’s sphere of infl uence.218 Indian security offi -
cials, for their part, view the plan with suspicion, “fearing China wants to 
increase its economic infl uence in South Asia and use Gwadar as one of a 
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string of Chinese- fi nanced ports in the region, where [China’s] navy could 
seek shelter and supplies as it expands operations in the Indian Ocean.”219

And just as with much of China’s infrastructure investment in Southeast 
Asia, another aim of China’s New Silk Road initiative is to mitigate Chi-
na’s dependence on maritime trade routes that remain  under the control of 
the U.S. Navy. In fact, part of Beijing’s diversifi cation strategy is to fi nd 
new ways to link land and maritime routes, bypassing the South China 
Sea choke points and minimizing the distance of any single maritime leg 
of Chinese shipping.220 The China- Pakistan Economic Corridor could prove 
helpful, allowing some Chinese goods to travel overland to Pakistan before 
embarking for Eu rope at the Chinese- constructed port at Gwadar.

Other large- scale energy projects by China in Pakistan tell a similar story. 
In 2013, China agreed to build two 1,100- megawatt nuclear power plants 
for Pakistan in Karachi  under a $9 billion deal, fi nanced largely through a 
concessional loan from China. In October 2015, following a summer heat 
wave that claimed around 2,000 Pakistani lives, China announced that it 
would construct a 2,000 km power line from Xinjiang province to Lahore 
by 2020 to support Pakistan’s over burdened power grid.221 Pakistani gov-
ernment offi cials have committed to improve security in areas where it is 
seeking Chinese investment— a diplomatic win for Chinese leaders increas-
ingly unnerved by restive provinces along the China- Pakistan border. 
“We’ve always cooperated with them on security,” one offi cial said. “The 
success of the Economic Corridor depends on stability.”222

But the U.S. government sees it differently. As Pakistan expert Daniel 
Markey summarized the reaction in Washington, “The Chinese have an-
nounced plans to fi nance two new nuclear reactors in Pakistan. The move 
has rankled U.S. policy makers who consider it a violation of China’s obli-
gations to the Nuclear Suppliers Group.”223 Especially given Pakistan’s 
history of proliferation, the United States has, what journalist Pir Zubair 
Shah described as, “serious concerns over this cooperation.”224

Beyond the sort of strategic investments seen in China’s New Silk Road 
vision, China’s geoeconomic sway with Pakistan also tends to show itself 
in the breach—in how China responds to not- infrequent crisis moments in 
Pakistan. Compare Beijing’s fi nancial backing for Pakistan in 1996 to that 
it provided in 2008. In 1996, China offered $500 million in balance- of- 
payments support, pulling Pakistan back from the brink of default. Javed 
Burki, Pakistan’s then fi nance minister, recalled how  simple the fi x was 
back then: he simply fl ew to Beijing to ask for the money. But that time has 
passed, for “China is no longer inclined to grant cash outright without 
structural reforms from the receiving government,” he said.225 By 2008, 
Pakistan again found itself verging on default. With the United States and 
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other nations preoccupied by the global fi nancial crisis, and Saudi Arabia, 
another traditional ally for Islamabad, refusing to offer oil concessions, 
China was again seen as the last port of call before the IMF. Despite press 
accounts noting how “accepting a rescue package from the fund would be 
seen as humiliating for Mr. Zardari’s government,” which had been in of-
fi ce less than a year at that point, Chinese offi cials this time largely did not 
oblige, giving Pakistan only $500 million and sending Islamabad instead 
to the IMF for the remaining $7.5 billion it needed.

A third variant of China’s geoeconomic displays vis- à- vis  these two 
countries tends to aim more at India than Pakistan and is simply about 
undermining Indian po liti cal  will when it comes to territorial disputes still 
simmering along the Sino-Indian border. In 2009, China blocked approxi-
mately $3 billion in multilateral aid to India amid tensions surrounding 
Arunachal Pradesh, a region currently governed by India but claimed by 
China.226 The episode does not bode well for what the United States and 
 others can expect as China gains the infl uence it is seeking in multilateral 
organizations such as the IMF and the China- led Asian Infrastructure In-
vestment Bank: should  future initiatives in  these institutions infringe on 
what Beijing sees as its core national interests,  there  will likely be geoeco-
nomic consequences.227

Fi nally,  there are signs that India, for its part, is beginning to turn more 
 toward geoeconomics- led foreign policy. It is in part a function of the lead-
ership style of Prime Minister Modi. Since taking offi ce in May 2014, Modi 
has consistently cited strengthening India’s under lying economic funda-
mentals as the country’s surest route to projecting infl uence and power: “I 
believe a strong economy is the driver of an effective foreign policy,” as 
Modi put it in an October 2013 speech.228 Modi may intend a turn  toward 
geoeconomics in the broadest sense (as shoring up domestic economic foun-
dations necessary for enhanced power projection).

But  there may be more to it.  There are reasons to think that India’s na-
scent geoeconomic instinct is partly a response to China’s own geoeconomic 
statecraft.229 New Delhi appreciates that India is in a contest for infl uence 
with China over its neighborhood. With the exception of Pakistan, India 
has enjoyed generally stable ties with its South Asian neighbors. But critics 
charge that Modi’s predecessors, the previous center- left Congress Party, 
started to take things for granted, allowing China— which shares a border 
with four of India’s neighbors—to step into the breach.230

That appears to be changing  under the Modi government. Billed as an 
upgrade to India’s long- standing “Look East” approach, the country’s new 
“Act East” policy comes as an effort to remedy any regional vacuum left 
by the previous government; as local media explain the policy, it aims to 
strengthen “strategic and economic ties with Southeast Asian countries that 
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would possibly act as a counterweight to the infl uence of China in the 
region.”231 Modi has signaled his aim to reset India’s relationship with its 
neighborhood, evidenced by securing the participation of most South Asian 
Association for Regional Cooperation leaders, including Pakistani prime 
minister Nawaz Sharif, at his swearing-in ceremony and by choosing Bhutan, 
a country actively courted by China, as his fi rst foreign destination  after 
becoming prime minister.232

In their direct bilateral dealings, India and China may look to economics 
as a means of anchoring relations amid rising geopo liti cal struggles. “Modi 
is well aware that China needs the big Indian market, while India desper-
ately seeks large Chinese investments to build transit and other infrastructure 
critical to its economic revival,” India expert Niranjan Sarhoo explains. 
“Acrimony over borders and geopo liti cal rivalry in the region notwith-
standing, trade  will be the centerpiece of India’s policy  toward China.”233 
At minimum, China’s heavy- handed geoeconomic tactics seem to be col-
oring New Delhi’s decision making.  There had been expectations Modi 
would pick Tokyo for his fi rst trip, “but such a choice could have upset 
China,” according to Indian press reports.234

Fi nally, India’s priority on improved economic ties with the United States 
and its allies in the region offers further circumstantial evidence of a more 
concerted geoeconomic tone from New Delhi, driven at least in part by 
concerns over China. “The prime minister is an unabashed pioneer of trade 
and economic diplomacy. As chief minister of Gujarat, he made several 
trips to China, Japan, and South  Korea, cultivating a personal rapport with 
leaders like Japa nese Prime Minister Shinzo Abe. Modi plans to expand his 
Gujarat template to all of India. He  will seek trade routes to deepen rela-
tions with big powers that  matter to India’s economic revival and geopo-
liti cal rise.”235

Indeed, the fi rst- ever reference to the South China Sea in a joint Indian-
 U.S. statement came during Modi’s September 2014 trip to Washington, a 
fact that “has riled Beijing, and revived the latter’s fears about the world’s 
two largest democracies acting in concert on a larger China containment 
strategy.”236 Modi’s joint statement with President Obama pledged coop-
eration on plans to integrate the subcontinent with the markets of East Asia 
through an “Indo- Pacifi c Economic Corridor”— a proposal unmistakably 
similar to China’s own plans for a maritime silk road linking the Pacifi c 
and Indian Oceans. For India, which appears wary of China’s plans for the 
Indian Ocean, “the Indo- Pacifi c Economic Corridor could be the fi rst step 
towards building its own maritime silk road.”237

Enlisting Pakistan in a  grand hedge to slow India’s rise as a regional rival, 
single- handedly propping up the Kim regime in North  Korea, intensifying 
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maritime disputes with six of ASEAN’s ten member states—it seems clear 
that China employs geoeconomics as a tool of fi rst resort in pursuing a 
broad range of foreign policy aims across Asia. But where China’s brand 
of geoeconomics has proven effective, what do  these cases tell us about 
why it has succeeded? What do other, less successful cases say about 
why  those attempts fell short? In Chapter 5, we turn to exactly  these 
questions.
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