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PAPER

The Impact of Ownership Concentration on Bank Profitability:
Is the Effect Linear or Non-Linear?
An Empirical Evidence For Turkey

Mustafa Kevser® * Mesut Dogan™

Abstract In this study, the linear/non-linear impact of ownership concentration (OC)
on financial performance was investigated. In this context, the data of 8 deposit banks
trading at BIST were analysed with a fixed-effects model over the period 2005-2020.
The research study used the return on assets ratio (ROA) and return on equity ratio
(ROE) as financial performance indicators. According to the research results, OC had
negative linear impacts on both ROA and ROE. These impacts had higher significance
in the four largest banks. Moreover, the interaction between OC and bank size is
significant because bank size positively affects ROA. Furthermore, the ownership
concentration of the banks subject to the study was determined.

Keywords: Corporate governance, ownership concentration, financial performance,
banking sector, Borsa Istanbul.

Jel Classification: G21, G32

1. Introduction

Since ownership structure is one of the essential tools of corporate governance, the
relationship between ownership structure and corporate performance in transition
economies and market economies is one of the most studied subjects (Claessens and
Djankov, 1999: 498). Major studies conducted on the subject reveal that a high level of
ownership concentration exists from large organizations in the USA to both developed
and developing countries (Demsetz, 1983; Shleifer and Vishny, 1986; Laporta et al.,
1999). However, the impacts of ownership concentration on corporate performance
are complex and uncertain (Earle et al., 2005; Huang, 2020). La Porta et al. (1998)
attributed the main reason for this situation to the lack of adequate legal grounds for
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protecting shareholders in both developed and developing countries. Berger et al.
(2009) stated that developing countries could not achieve sustainable growth if they
failed to maintain the necessary reforms in the banking system, and many studies
reveal a positive relationship between economic growth and the existence of effective
legal systems (King and Levine; 1993; Laporta et al., 1998; Beck et al., 2005).

This research study evaluates the banking sector, which partially accounts for
the 2001 financial crisis, within the framework of ownership concentration, as one
of the important corporate governance mechanism. Due to lack of transparency and
concentrated ownership structures, Turkey is a developing country characterized
by weak shareholder protection and various corporate governance issues (Selguk,
2019). Nonetheless, following the 2001 financial crisis, Turkey has maintained its
most essential reforms in the field of banking and implemented its effective corporate
governance approach in the banking sector (Bektas & Kaymak, 2009; Bakir & Onis,
2010). The Turkish banking system is the leading catalyst of the economy and Turkey
has many similar characteristics to developing countries. In this regard, the obtained
results of the research study are important in providing new evidence not only for bank
managers or policymakers but also for similar developing countries.

Previously conducted research studies firstly investigate the existence of a high
level of ownership concentration in Turkey (Giirsoy and Aydogan, 2002; Demirag and
Serter, 2003a; Mandac1 and Gumus, 2010). Giirsoy and Aydogan (2002) stated that a
high level of ownership concentration enhanced market performance, but deteriorated
accounting-based performance.

Bektas and Kaymak (2009) concluded that ownership concentration was not an
important factor for the Turkish banking sector, and explained this situation by the fact
that the principal-principal conflict between the majority shareholders and minority
shareholders in the Turkish banking sector was not fully settled. Similarly, Tiikenmez
et al. (2016) asserted that dominant shareholders acted without considering minority
rights due to conflict of interests. Therefore, the rise in the ownership concentration
for BIST banks negatively affected financial performance. Although the studies given
above examine the relationship between ownership concentration and firm performance
in the context of Turkey, they did not examine the effect of ownership concentration on
firm performance in terms of linearity.

La Porta et al., (1999) stated that corporate governance structure was different in
developing countries, while the differences in legal differences, corporate culture, and
ownership structure indicated that the relationship between ownership concentration
and firm performance might have led to different results in developing countries (Chow
and Fung, 1998; Claessens and Djankov, 1999). In this context, the results obtained
from the research studies on the relationship between ownership structure and firm
performance in developed economies cannot be generalised in terms of developing
countries (La Porta et al., 1998). These findings background in the context of Turkey
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constitute the subject of the research studies investigating whether or not ownership
concentration increases bank profitability.

Although there are many previously conducted studies investigating the impact of
ownership structure on bank profitability (Tanrioven et al., 2006; Kevser, 2018), the
number of studies directly investigating the linear/non-linear impact of ownership
concentration on financial performance is quite limited. In this study, the linear/non-
linear impacts of ownership concentration on corporate performance are examined
within Borsa Istanbul framework (BIST). According to Fama and Jensen (1983),
once ownership concentration reaches a particular degree, managers will be able
to entrench themselves and expropriate the wealth of minority shareholders. This
hypothesis has sparked a heated debate among academics over the possibility of a non-
linear relationship between ownership concentration and business performance. In
this context studies conducted in recent years have determined the non-linear effect
of ownership concentration on corporate performance (Iwosaki and Mizobata, 2020).
In terms of developing countries, it should be noted that there is a high potential non-
linearity between ownership concentration and firm performance (Hu and Izumida,
2008; Omran, 2009; Gul et al., 2010). In this respect, the data of 8 banks operating in
BIST are analysed over the period 2005-2020. In the research study, firstly, the impact
of ownership concentration on bank profitability is investigated over the period 2005-
2020, and then the analysis results indicating whether the aforementioned impact is
linear/non-linear are presented. Moreover, the fixed effects model is used as the
method. The results obtained from the research study reveal a significant and negative
linear relationship between ownership concentration and ROA. Furthermore, the
results indicate that bank size has a positive impact on ROA. Another critical finding
obtained from the research study is that the OC variable is statistically more significant
for four big banks than other banks. The impact of the OC variable on profitability is
insignificant for the non-Big4 bank group.

2. Theoretical Background of the Research

2.1 Corporate Governance and Ownership Structure

Debates on ownership structure and corporate performance date back to Berle and
Means (1932) suggesting a positive relationship between ownership concentration
(OC) and profitability. Since then, ownership structures of firms have been evaluated
as a corporate governance mechanism. Corporate governance is an administrative
structure that ensures that financial providers to companies get a good return on their
investment (Shleifer and Vishny, 1997).

In 1976, Jensen and Meckling developed a theory and put forward a new era on
the separation and control issue of firms. According to this new point of view conflict
of interest occurs among shareholders and managers, and this causes agency costs
for firms. In the context of agency theory, agency costs include monitoring costs,
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bonding costs and residual costs, which negatively affect firm profitability (Jensen and
Meckling, 1976). As Claessens and Djankov (1999) stated, managers, prioritize their
benefits rather than shareholders’ value maximization. Extended literature suggests
internal and external corporate governance tools to mitigate agency problems (Arouri
et al., 2014). Afterward, as a corporate governance mechanism, the relationship
between ownership structure and firm performance has become more arguable in the
corporate governance and financial performance area. In prior researches, many types
of ownership structure have been examined as a corporate governance determinant
(Ozili and Uadiale, 2017). For instance, foreign ownership (Micco et al., 2004; Kosak
and Cox, 2008; Kobiessi, 2010), institutional ownership (Elyasiani and Jin, 2010;
Lin and Fu, 2017), state ownership (Yu, 2013; Liljeblom et al., 2019), managerial
ownership (Morck et al., 1988; Hermalin and Weisbach, 1988; Holderness et al., 1999)
ownership concentration (Antoniadis et al., 2010; Wen, 2010; Ozili and Uadiale, 2017;
Iwasaki and Mizobata, 2020) have been widely investigated whether these ownership
types have a significant impact on profitability.

The allocation of working capital among shareholders is referred to as ownership
concentration. Working capital in this context can be in the hands of a few individuals
or groups in large amounts, or it can be in the hands of minority shareholders in
small amounts. The concentrated ownership structure is mentioned in the first case,
whereas in the second case, the dispersed ownership structure is mentioned (Kevser,
2018). Since block shareholders often have power in systems with a high ownership
concentration, they may exert direct management control through their representatives
or managers with whom they have a personal relationship (Wang and Shailer, 2015).
From the corporate governance perspective Shleifer and Vishny (1994, 1997) stated
corporate governance is a straight forward ownership structure perspective, and
ownership structure influences firm performance. In this context, corporate governance
literature conceive two features ownership structure;

1. ownership concentration, which refers to the share of the largest owner; and
2. ownership mix, related to the major owner identity (Zouari and Taktak, 2014).

The primary motivation of this study is twofold. First, it aims to contribute to corporate
governance literature in terms of ownership structure and financial performance.
Secondly, the current research study aims to fill the gap in how ownership
concentration affects bank performance. Is the effect linear or non-linear? Abundant
literature investigates the effects of OC on financial performance and reaches mixed
results. These results heavily show significant/insignificant, positive/negative impacts
of OC on financial performance but a very limited study explores the linearity of these
impacts. Hence in Turkey’s context of an emerging market, the study examines if OC
has a linear or non-linear effect on banks’ financial performance.
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2.2. Ownership Structure and Firm Performance, Theoretical Background

Many studies are exploring the impact of ownership structure on financial performance.
Shleifer and Vishny (1994) indicate that ownership structure affects firm performance.
However, the impact of ownership structure varies according to the type of ownership
and country. Accordingly, findings are mixed, especially in developing countries
(Zauari and Taktak, 2014). For instance, Arouri et al. (2014) showed a positive and
significant association between family ownership, foreign ownership, institutional
ownership, and bank performance, but findings did not support this association in
terms of state ownership. On the other hand, Demsetz and Villalonga (2001) found
no significant association between ownership structure and firm performance. In terms
of agency theory, if managers do not have significant equity shares in the companies
they run, the likelihood of them misappropriating profit in the short term to benefit
themselves at the detriment of controlling and noncontrolling shareholders is higher.
When this is the case, managers can misappropriate benefits for personal gain, which
would harm the firm’s reported profit; therefore, a negative relationship between
dispersed ownership and profitability may be anticipated (Shleifer and Vishny, 1997;
Ozili and Uadiale, 2017). Stulz (1999) explains this dilemma, which is a reflection
of agency theory, in terms of firms with foreign ownership structures, claiming that
firms with foreign ownership structures appear to monitor efficiently and have superior
access to technological, managerial, and financial resources, and thus can contribute
to a firm’s performance improvement. In concentrated ownership structures in which
a particular person or group holds the company shares, the problems of agency theory
and the conflict of interest between shareholders and managers decrease. With the
increase in the ownership concentration, the shareholders follow the management more
(Jensen and Meckling, 1976, Thomsen and Pedersen, 2000).

On the other hand, ownership concentration can impose incentives and measures
to prevent managers from abusing their responsibilities while also avoiding doing
business (Shleifer and Vishny, 1986). Expropriation, on the other hand, is a significant
issue caused by ownership concentration. Large shareholders have control over
management decisions through their representatives in the case of ownership
concentration, and they can cause minority shareholders to stop investing over
time (Edwards and Weichenrieder, 2004; Santiago-Castro and Brown, 2007; Kim
et al., 2007). The legal protection factor is at the root of the problem caused by the
ownership concentration between majority and minority shareholders. According
to Shleifer and Vishny (1997), the levels of legal protection vary by country, and
ownership concentration is an effective corporate governance tool in cases where
legal protection is inadequate. According to La Porta et al. (1998), legal protection and
ownership concentration negatively correlate. As a result, as ownership concentration
increases, legal protection decreases, and as ownership concentration decreases, legal
protection increases (La Porta et al., 1998). In the literature, various rates of ownership
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concentration have been used. Although La Porta et al. (1999) used a percentage of
ownership concentration of 10% or more as a criterion, Claessens et al. (2000) used a
share control of more than 5%, and Cronqvist and Nilsson (2003) used a voting right
of at least 25%. According to Claessens and Djankov (1999), a concentration increase
of 10 percent leads to a 2 percent higher short-term work production and a short-term
profit increase of 3 percent. In another point of view, as a different type of ownership
structure, foreign ownership is widely has been discussed, mostly in comparison with
domestic ownership. It is suggested that foreign ownership performed better than
domestically owned firms in developed countries via effective monitoring, managerial
talent, strong investment power, thus contribute to increasing a firms performance
(Claessend and Djankov, 1999; Choi and Hassan, 2005; Zouari et al., 2014; Arouri et
al., 2014; Iwasaki and Mizobata, 2018).

Besides, La Porta et al., (2002) emphasise the importance of state ownership
in developing countries economic and financial development. In most transition
economies, privatisation policy influenced the transfer of assets from the state to
private hands, increasing ownership concentration (Gabrisch and Holscher, 2006,
Bian and Deng, 2017). Most research shows that state ownership harms profitability,
revealing that it operates with low profitability and high costs (Chen, 2001; Micco et
al., 2006; Iannotta et al., 2007; Berger et al., 2008, Migliardo and Forgione, 2018). In
this section, the effect of ownership types on firm performance is discussed. In the next
section of literature review, the effect of ownership concentration on firm performance
will be discussed and the conceptual framework will be presented as to whether this
effect is linear or non-linear.

2.3. Ownership Concentration and Bank Performance

The complexity between ownership concentration and firm performance has been
debated in numerous researches and reported mixed results (Shleifer and Vishny, 1986;
Claessens and Djankov, 1999; Demsetz and Villalonga, 2001; Singh et al., 2003; Bian
and Deng, 2017). As determinants of ownership structure, Demsetz and Lehn (1985)
identify value-maximizing business size, profit possibilities from greater control levels,
and systematic regulation.

Within this definition, Shleifer and Vishny (1986) argue that large shareholders
have a strong incentive to supervise and discipline firm managers, which can help
avoid the traditional “freeholder” problem associated with a company. In this context,
Huang (2020) proposed that one crucial policy implication is that banks may establish
a concentrated ownership structure in order to increase their profitability. According
to Claessens and Djankov (1999), firms with higher ownership concentration is more
profitable; Huang (2020) suggested that ownership concentration affects ROA and ROE
positively; block ownership is positively associated with financial performance while
having a limited effect on reducing costs (Singh et al. 2003), Zauri and Taktak (2014)
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showed a significant and positive relationship between bank ownership concentration and
ROA and ROE. However, some studies could not find a relationship between ownership
concentration and firm performance. For instance, Demsetz and Villalonga (2001), one
of the major studies on corporate governance and finance, suggested a little relation
between OC and firm performance. Saidat et al. (2019) also indicated that ownership
concentration has an insignificant correlation with financial performance. lannotta et al.
(2007) found that profitability is unaffected by high ownership concentration, but the
quality of loans and advances is significantly improved. According to Laeven and Levine
(2009), higher ownership concentration has a significant relationship with risk-taking
tendency, affecting firm performance.

While it is stated that the concentrated ownership structure may have different
effects on corporate performance, it is also necessary to mention the financial
performance measures used in studies examining the relationship between ownership
concentration and financial performance. A bank’s performance cannot be assessed
using a single metric because banks have a wide range of objectives to achieve
( Rastogi et al., 2021) hence financial profitability can be measured using a variety
of accounting-based and market-based indicators, such as return on assets (Bian and
Deng, 2017; Ozili and Uadiale, 2017; Kevser, 2018; Saidat et al., 2019; Huang, 2020) ,
return on equity (Kosak and Cok, 2008; Antoniadis et al., 2010; Bian and Deng, 2017),
Tobin Q (McConnell and Servaes, 1990; Setia-Atmaja et al., 2009; Arouri et al., 2014).

In the literature given above, most studies exhibit the relations between ownership
concentration and profitability, but very limited studies investigated whether this
relation is linear or non-linear. Conflict and ambiguous results make more interesting
Turkey’s case as a developing country. Even studies conducted recently on the topic
in both developed and developing economies show that the alignment hypothesis is
more or less true. Even though previous empirical works have paid attention to both
the potential nonlinearity of ownership concentration and firm performance as well
as the endogeneity of the degree of ownership concentration and firm performance,
the conclusions reached by these studies are vastly different (Omran, 2009; Gul et al.,
2010; Iwosaki and Mizobata, 2020).

Despite empirical evidence that suggests a linear relationship between performance
and ownership concentration (Demsetz and Lehn, 1985; Hill and Snell, 1988; Leech
and Leahy, 1991; Morck et al., 2000), other contentious hypotheses imply that the link
could be non-linear (Shleifer and Vishny, 1986; Kole, 1995; Iwosaki and Mizobata,
2020). For instance, Jiang et al., (2009), found a non-linear effect of ownership
concentration on firm performance ROA, ROE and Tobin Q in New Zealand. For 2006-
2009, Alimehmeti and Paletta (2012) discovered a positive and non-linear relationship
between ownership concentration and firm value in Italian-listed firms. However in the
setting of Chinese listed banks from 2007 to 2018, Huang (2020) discovered that the
effect of ownership concentration on ROA and ROE is linear.
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The results obtained from prior studies have strong relations with the following main
hypotheses (Jiang et al, 2009; Zauri and Taktak, 2014; Iwosaki and Mizobata, 2020);

* convergence of interest hypothesis

+ efficient-monitoring hypothesis

* entrenchment hypothesis
According to the convergence of interest hypothesis, concentrated ownership can
increase performance by lowering monitoring costs and giving management more
power (Jensen and Meckling, 1976; Shleifer and Vishny, 1986). The incentives
and power to oversee management are in the hands of large owners. As a result,
concentrated ownership reduces the principal-agent agency dilemma caused by
the separation of ownership and control, implying a positive association between
ownership concentration and firm performance (McConnell and Servaes, 1990; Zeitun
and Tian, 2007).

According to the efficient-monitoring hypothesis, a concentrated ownership
structure has more competence and can supervise management at a lesser cost than
individual shareholders. Thus, ownership concentration increases company value,
improves the long-term return-on-investment relationship, and limits earnings
management (McConnell and Servaes, 1990; Clay, 2001; Rajgopal et al., 2002).

Instead, the entrenchment theory contends that the presence of significant
controlling stockholders can result in expropriation. According to La Porta et al.
(1999), a higher level of ownership concentration increases owners’ motive and power
to expropriate minority shareholder money because the ultimate owner has the power
to extract private gains and expropriate minority interests.

The literature given above shows both linear and non-linear positive effects of
ownership concentration. In this regard, we should note that the effects of ownership
concentration may vary country by country. As La Porta et al. (1998) state, due to lack
of legal protection, the ownership structure is concentrated in developing countries.
Turkey is a developing country, and therefore the authors develop the following
hypotheses in line with the theoretical background given above.

H,: Ownership concentration has an impact on bank profitability.

H, : Ownership concentration has an impact on ROA

H,,: Ownership concentration has an impact on ROE

H,: Ownership concentration has a linear impact on bank profitability.

In the following sections, data and methods, findings and conclusions will be
given, respectively.

3. Data and Methodology

This study aims to explicate the impact of ownership concentration on bank
profitability. In the study, bank profitability is estimated by fixed effects model with
heteroskedasticity- robust standard errors:
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Profitability, =, +p,OC —1 +BX —1 +u +) +e. (D

Profitability refers to the profitability of the i bank in year t; OC denotes ownership
concentration; X refers to a set of control variables. u, and A are unobserved bank
and year fixed effects and the error term, respectively. Nevertheless, the impact of
ownership concentration on bank performance may not be linear (Huang, 2020;
Iwasaki and Mizobata, 2020). In this context, this study also analyses whether or not
ownership concentration has a non-linear impact on bank profitability for Turkish
banks. In order to analyse a nonlinear impact, the following equation is developed by
squaring the ownership concentration (OC) variable:

Profitability = §,+ B,0C,— 1+B.OC* — 1 +BX —1+) +u +¢, @)

Also, the impact of ownership concentration on the performance may differ by the size
of the bank. In other words, large and small size banks may have different business
models and ownership concentrations (Bian & Deng, 2017; Huang et al., 2019; Huang,
2020). To test this assumption, ownership concentration term interaction and bank size
are included in the model:

Profitability = f,+B,0C ~1+p OC —1-Size, — I+ X —I+.+u+te, 3)

In the study, two variables are used as the indicator of bank profitability, namely;
return on assets (ROA) and return on equity (ROE) (Lin & Zhang, 2009; Jiang et
al., 2013; Boateng et al., 2015). In the study, as in the literature, ROA is used in the
primary analyses and ROE is used for robustness check (Lin & Zhang, 2009; Huang,
2020). In terms of ownership concentration, the percentage measurement of the largest
shareholder of each bank is obtained (Leafio & Pedraza, 2018; Huang, 2020). Control
variables consist of the natural logarithm of total assets (Size), the total debt / total
assets ratio (Debt), the annual growth of a bank’s total assets (Growth), and the number
of board members (Board).

The study uses data of 8 banks operating in the Turkish banking sector
uninterruptedly over the period 2005 - 2020. According to the International Accounting
Standards, standardization of the banks’ financial statements accounts for determining
2005 as the beginning year of the dataset period. Moreover, following this period, the
Turkish banking sector grew rapidly and became more attractive to foreign investors.
In the study, participation, development, and state banks are not included in the
analysis due to their distinctive structures, and a sample is generated for only deposit
banks. As a result, the generalisability and homogeneity of the results for the period
mentioned above and selected banks are provided. Financial data utilized in the study
are obtained from the Banks Association of Turkey, whereas information regarding
the ownership and board structure is obtained from the banks’ annual reports. Table 1
presents the descriptive statistics of these variables.
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Table 1. Descriptive Statistics

Variable # of Obs. Mean Std. Dev. Min. Max.
ROA 128 -6.37 4.90 1.5296 1.11845
ROE 128 -49.56 40.44 13.6271 8.97882
oC 128 44 1.00 7402 18546
Size 128 20.95 27.19 24.7310 1.51862
Debt 128 .59 1.57 .9404 11837
Growth 128 -27.77 105.61 19.3558 15.78745
Board 128 6.00 14.00 10.1641 2.04584
4. Findings

Firstly, the relationship between ownership concentration and bank profitability
is examined. The linear relationship between ownership concentration and bank
profitability is tested with Equation 1, whereas the existence of a nonlinear relationship
is tested with Equation 2. In Table 2, Columns I and III indicate the change in
ownership concentration (OC) coefficient. Upon examining the results, it is understood
that a negative and significant relationship exists at a 5% confidence level between
ownership concentration and ROA. The coefficient of the OC variable ranges between
-1.12 and -1.31. Upon developing the model by squaring the OC variable, the
statistical significance of the OC variable remains (t = -4.83), whereas the OC variable
is not statistically significant (see Column IV). These results indicate that ownership
concentration has a negative and linear impact on the ROA of Turkish banks regardless
of the model specifications.

If the relationship between ownership concentration and ROA is affected by the
size of the bank will be tested in 2 ways. First of all, it is determined whether or not
the impact of the interaction between OC and SIZE is significant (Equation 3). The
results reveal that the coefficient of the interaction term (OC x Size) is 0.66, and it
is significant at a 10% level (see Table 3, Column I). In other words, bank size has
a positive impact on ROA. Secondly, the banks are divided into two groups such as
the most significant four (Big4) and the remaining (Non-Big4) (Equation 1). The OC
variable becomes more significant for the Big4 group. However, it loses its importance
for the Non-Big4 group. These results indicate that the relationship between ownership
concentration and ROA is quite evident for larger banks and the value of R-squared
increases from 11.1% to 58.5%.
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Table 2. The Impact of Ownership Concentration on ROA: Linear or Nonlinear?

Linear Nonlinear
| 11 111 v
-1.12™ -1.19™ -1.31™ -1.54"
oC
(-2.13) (-2.96) (-3.50) (-4.83)
0.13" 0.05 0.03
Size
(2.04) (0.77) (0.65)
-2.38" 2917 -2.83"
Debt
(-2.84) (-3.31) (-3.21)
0.00 0.00 0.00
Growth
(0.99) (1.09) (1.03)
0.11" 0.13"
Board
(1.83) (1.74)
0.03
0Cx0C
(0.74)
b 236 1.13 2.52 2.43
0 (5.87) (0.66) (1.36) (1.23)
R-Square 0.035 0.111 0.135 0.136

Note: All models are estimated with fixed effects by bank and year, and robust standard errors are clustered

at the bank level. T statistics are in parentheses. *, **, and *** indicate significance at 10%, 5%, and 1%

levels, respectively.

The results regarding the impact of ownership concentration on ROE as an alternative
to performing robustness control are presented in Table 4. Similar to ROA, ownership
concentration negatively affects ROE. As a result, it is determined that ownership
concentration has a negative and linear relationship with ROE. Similar to ROA, the
OC variable has become more significant for the Big4 group, whereas it is insignificant

for the Non-Big4 group.
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Table 4. Using ROE as an Alternative Measurement of Bank Profitability

Linear Non-Linear Interaction Big4 Non- Big4
oC -7.157 -7.157 -8.68™ -19.05™ -1.99
(-2.32) (-2.32) (-1.82) (-2.60) (-0.35)
0.54 0.43 4.61 457 0.97
Size ,
(1.23) (1.12) 237" (-4.10) (1.13)
-15.11 -12.42™ -18.35™ -65.42° 12.65
Debt
(-2.98) (-2.32) (-3.57) (-9.99) (1.95)"
0.08" 0.07™ 0.08" 0.16™ -0.01
Growth
(2.35) (2.23) (2.55) (3.395) (-0.42)
0.82 0.75 0.33 -0.01 0.37
Board ,
(2.40)" 221" (0.87) (-0.01) (0.97)
0.01
0Cx0C
(0.08)
7.59"
OCxSize
(2.72)
B 9.55 2.21 14.69™ 19.35™ -19.28
’ (0.89) (0.53) (2.85) (6.68) (1.32)
R-Square 0.093 0.105 0.119 0.507 0.176

Note: All models are estimated with fixed effects by bank and year, and robust standard errors are clustered
at the bank level. T statistics are in parentheses. *, **, and *** indicate significance at a 10%, 5%, and 1%

levels, respectively.

5. Conclusion

This paper aims to provide a different view of the current literature investigating the
relationship between corporate governance and bank performance. First of all, the
research differs from previous research with its approach. While previous studies
mainly investigated the positive or negative effects of ownership concentration on
bank profitability, the current study examines the linearity of this effect and is novel for
Turkey. In this context, the study answers whether bank profitability increases linearly
as ownership concentration increases. Secondly, while investigating the linearity
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effect in question, we divided the banks into two groups and compared the linearity
effect between the four largest banks and the other group. This approach constitutes
another original aspect of the research. Ownership concentration is an important
instrument of corporate governance in various countries. Nonetheless, the obtained
findings regarding the impact of ownership concentration on corporate performance
differ by country and are theoretically and empirically complex (Wang and Shailer,
2015). This research study examines the impact of ownership concentration on
profitability by analyzing the data of eight banks operating in the Turkish banking
sector and BIST over the period 2005-2020. According to the fixed effects models with
heteroskedasticity robust standard errors, the results obtained from the research study
revealed that the ownership concentration has a negative and linear impact on both
ROA and ROE; in addition, bank size has a positive association with ROA. For all
three models, ownership concentration was found to decrease the profitability while
bank size increases ROA. Moreover, another remarkable result of the research is that
the effect of ownership concentration on bank profitability is more significant for the
four largest banks. The obtained results comply with that of La Porta et al. (1999) and
Claessens et al. (2000) but differs from Alimehmeti and Paletta (2012), Huang (2020),
which showed that ownership concentration has a positive and linear impact on the
case of Italy and China.

We found a robust evidence that ownership concentration has a negative and linear
impact on bank profitability. A concentrated ownership structure exists where the legal
protection is law and concentrated ownership is predominant in the Turkish banking
system. In Turkey, the weakness of legal protection and concentrated ownership
deactivate the professional managers, as Berle and Means (1932) indicated.

From this perspective results obtained from the study also support the entrenchment
hypothesis. As La Porta et al. (1999) stated, owners are more motivated and powerful
to expropriate money from minority shareholders when there is a higher concentration
of ownership. Because the ultimate owner has the power to expropriate minority
interests and earn private gains therefore, as ownership concentration increases,
profitability does not increase at the same level.

Our findings also have various policy implications. Turkey is a developing country
with a transition economy. Every day, remedial arrangements are made for banking
and capital markets. In this context, the new regulations should be in a structure that
will protect the rights of all banks’ stakeholders. In addition, the ownership structure of
banks characterised by diseconomies, or those with a risk profile that could jeopardise
the financial system’s stability, should be taken into account by bank authorities and
regulators in their monitoring activities. Overall also it should be stated that bank
managers must focus on sustainable profitability.

The research has some limitations. First of all, the inclusion of eight banks operating
in the stock market is the main constraint. Banks operating in the stock market but
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with different balance sheet structures were not included in the research. Secondly, the
research covers the period of 2005-2020 and the results obtained belong to this period.
Finally, this research covers banks traded on the stock exchange. The inclusion of all
banks operating in the banking sector in future research is important in terms of testing
the results of the research and testing the validity of the robustness of the research model.
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Abstract The covid-19 pandemic outbreak disrupted the entire world economy with no
exception. The shipping industry was hit hard short-term, after which the dry shipping
sector demonstrated a surprisingly rapid return to the pre-covid level and subsequently
exceeded the same. The containership segment experienced the most unprecedented
surge. The current paper examines the containership market by analyzing charter rate
as a main variable of interest for all shipping industry stakeholders and investigates
the nature of the 10-time increase of rates on the charter market, concentrating on the
containerships of certain capacity (2750 TEU). To conduct this analysis, the vector
autoregression model, namely the Granger test, is constructed. The impact of various
independent macroeconomic variables, namely vessel prices, industrial production of
several countries, several goods prices, the market capitalization of the leading container
shipping companies, container throughput of the leading global ports, on containership
charter rate is assessed. It was proven that the swift increase of containership charter
rate could not have a basic demand-related justification, as the volume of containerized
trade was more or less stable within the period of consideration (2020-2021) and neither
Singapore nor Hong Kong nor Los Angeles port container throughput indicators appeared
to have an effect on containership charter rate. It was ascertained that geographical
factor determined the way macroeconomic indicators influenced charter rate — the more
dependent region or country on seaborne trade and maritime transportation of goods, the
more significant the relation with charter rate. Europe appears to be the least dependent.
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US industrial production affects the charter rate, although it is not affected in return.
In turn, Asian indicators (Asian port throughputs and industrial development of Asian
countries) are affected by charter rate, while Chinese industrial production is the solo
Asian indicator influencing charter rate. The remaining factors impacting charter rate are
Maersk market capitalization and steel price.

Keywords: shipping, charter rate, containership, chartering market, vessel price.
JEL Classification: C80, F14, 199, 014, R41, R49.

1. Introduction

The shipping industry plays a vital role in the global supply chain and occupies a
considerable segment of the world economy. This role was especially noticeable during
the outbreak of coronavirus pandemic when the demand on maritime transportation as
a main global supplier of goods, including the essential ones, was obviously impacted
by the disruption, although experienced lesser shock in comparison to other spheres,
but the drop was still considerable short-term as covid-19 was generating uncertainty
over strategic decisions.

The article provides an overview of the current shipping trends by looking at
four closely related shipping markets, each trading in a different commodity, with
the changes and impacts caused by the Covid-19 pandemic. The classification of
the shipping markets is as per M. Stopford (2009): the freight market trades in sea
transport; the sale and purchase market trades secondhand ships; the newbuilding
market trades new ships; and the demolition market deals in ships for scrapping.
After the overview, the containership segment of the freight/charter market is being
examined, as soon as this shipping sector experienced the unprecedented surge upon
the first Covid-19 limitations were lifted.

Trend wise and sector wise, the main shipping markets have reacted to
unprecedented pandemic similarly, however, subsequent progress has varied across
cargoes and the speed of development is different. Seaborne trade volumes of dry bulk
rapidly firmed, container shipping trade has seen a remarkably quick bounce-back from
covid-driven initial slowdown. Apart from bulk commodities and containers, LNG was
demonstrating stable positive dynamics. Interestingly, real economic growth did not
accompany the surge in activity on shipping markets.

Containerized trade is a crucial segment of the shipping industry. Containerships
carry various types of commodities in containers which are miscellaneous consumer
products, home, and building products, furniture, industrial machines and parts, textile,
clothing, miscellaneous industrial products, autos and auto parts, consumer electronics,
iron/steel, toys, sports equipment, wood pulp, lumber, peas, beans, lentils, wastepaper,
hay/alfalfa, fresh and frozen meat, soya beans, malt, newsprint, scrap metal, etc. The
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range of these commodities only underpins how important the containerized trade is
for both households and manufacturing.

The widely used measure of the volume of containerized trade, as well as the
capacity of the containership, is TEU — twenty-equivalent unit. This measurement
comes from the volume of a 20-foot-long intermodal container, which is a metal box of
a standard size with a main benefit being its uniformity, i.e., it can be simply transferred
between various types of transportation, such as ships, trains and trucks. However, the
usage of this measure has both advantages and drawbacks. As M. Stopford (2009)
notes, by 2005, the tonnage of containerized cargo had reached 1 billion tons and the
average tonnage per container lift in 2005 was only 2.7 tons per TEU, which reveals
the underlying weakness of the container lift statistics as a measure of transport
capacity. Container lifts include all container movements through ports, including
double lifts when a container is transshipped from a deep-sea service to a feeder ship
and containers returned empty on unbalanced trades. A 20 ft container can carry up to
24 tons, and 10 tons would be a more normal average.

Moreover, although containers are physically homogenous, their contents are not.
The weight of the containers varies, depending on the contents. In 2005 Vancouver’s
average outbound container carried 11.9 tons of cargo, whilst the average inbound
container carried 7 tons, reflecting the different characteristics of the inbound and
outbound trades. The contents also vary in value. Electronic goods such as TV sets are
worth over USD 30000 per ton, motorcycles USD 22000 per ton, basic clothing such
as jeans USD 16000 per ton, and designer clothing perhaps USD 60000 per ton. At the
other end of the scale, many of the export commodities are worth less than USD 1000
per ton, for example scrap metal USD 300 per ton and steel products USD 600 per ton.
These differences are important because they affect transport pricing.

Summarizing the discussion about the most precise approach towards estimation
of containerized trade, there is no ideal measurement unit for it — all have some
shortcomings not allowing the researchers to assess the value of the traded
commodities to its fullest. As soon as there is no relation between the mass and the
price of commodities, meaning both indicators can be misleading one way or the
other, the current paper sticks to the TEU as a measurement of trade volumes since
the industry commonly accepts it. Another distinguishing feature of the container
shipping segment is that the major market players not always own the vessel tonnage
they operate. By 2005 about 50% of the containership capacity operated by the 20
largest containership companies was being time-chartered from independent owners.
There are so-called non-operating owners (NOO) who provide vessels to companies
providing regular transportation services under long-time charter.

Between 1975 and 2007, the containerized cargo grew much faster than
other parts of the shipping business, as per M. Stopford (2009). In 2019, 811.2
million TEUs were processed in container ports globally. Nearly 65 per cent
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of world port-container cargo handling was in the Asian region — the share of
China surpassed 50 per cent. Europe ranked second in terms of container port-
handling volumes, behind Asia, whose share was more than four times greater.
Other regions in descending order are North America (7.7 per cent), Latin America
and the Caribbean (6.5 per cent), Africa (4 per cent) and Oceania (1.6 per cent).
As far as Asia is the main region for containerized trade, the current paper takes into
consideration the port container throughput indicator for Singapore and Hong Kong
which were the second and the eighth in the list of the leading global container ports in
TEU in 2019. Los Angeles, ranked 16 on the same list, is also considered as the busiest
container port of North America (UNCTAD, 2020).

2. Literature review

The current study dwells exactly on the vessels of 2750 TEU capacity as the most
suitable size representative to investigate the entire container shipping market.
UNCTAD (2020) researchers echo this approach: when examining the consequences of
pandemic-induced disruption, the specialists forecast that potential trade regionalization
(especially in container shipping) would lead to increased fragmentation of trade flows
which in turn would make the use of larger vessels more challenging.

The pandemic revealed the vulnerability of the larger vessels from the economic
efficiency standpoint, which could have never arisen itself under the normal
circumstances in the world economy unless hit by the extreme external event. Owing
to diminishing trade volumes as factory output in manufacturing regions slowed down
and consumers reduced discretionary spending on non-essential items in Europe and
North America, carriers cut capacity by introducing such solutions as blank sailing,
idling capacity and re-routing via the Cape of Good Hope to pare down costs while
taking advantage of lower fuel prices.

Blank sailing and service cancellations announced by the carriers without the usual
notice periods affect service reliability and the ability of shippers to plan their supply
chains. Deploying larger vessels means that any missed port calls caused by blank sailing
has a greater impact on available capacity. In June 2020, many ports reported that blank
sailing had resulted in mega-sized vessels calling less often but when they did, the large
volumes created peaks and operational challenges. These operational hurdles affected
ports (ship-to-shore operations and yard activity), as well as landside distribution.

Since container vessels move on a scheduled rotation, the cancellation of a sailing
from the first port in the rotation cascades down to all the other ports served by that
carrier in that rotation. Shippers also contributed to the disruption by cancelling
bookings without prior notice to carriers, thereby making any planning to optimize
vessel capacity difficult. At the port level, less traffic sometimes can result in the
cancellation of working shifts without proper notice to carriers conducting inland
transportation. The operational challenges become more painful by growing detention
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and demurrage charges for exceeding free storage time and the late return of equipment
to marine terminals (UNCTAD, 2020).

Importantly, liner companies are less flexible than other dry sector players. In
addition to the usual trade cycles which affect all shipping businesses, there are two
reasons why capacity management can be an issue. Seasonality occurs on many liner
routes, meaning cargo volume varies depending on the period of the year. Cargo
disbalances take place when there is more trade in one direction than the other, forcing
vessels to proceed partly loaded on the leg with the smaller trade flow. Both problems
are also intrinsic to the dry bulk market, but market forces quickly resolve them; for
instance, ship owning companies negotiate rates and switch from trade to trade. Liner
companies lack this flexibility. With so many customers, it is not practical to negotiate
a rate for every cargo. This combination of fixed prices and inflexible capacity leaves
liner companies with a pricing problem that has dominated the industry since it started
(M. Stopford, 2009).

Maritime transportation has been widely explored in the existing literature. The
most prominent studies are authored by N. Michail, K. Melas, D. Batzilis, T. Pelagidis,
I. Karaounalis, G. Panagiotopoulos, B. Ko, S. Arslanalp, M. Marini, P. Tumbarello,
D. Cerdeiro, A. Komaromi.

An attempt to find the relationship between the number of containers transported and
real GDP growth was taken by N. Michail et al. (2021). The significant positive effect
was revealed — a 1% increase in transported TEUs led to an approximate 1.7% increase
in GDP. It can be explained via the fact that TEUs have a positive effect on trade flows
between countries and trade flows have long been shown to have a strong positive impact
on real GDP growth. A worthy note is that the scholars included exchange rate into the
model, so that it accounted for any potential movements in GDP that have already been
incorporated by the markets and were thus unrelated to the growth in trade.

Two more articles by N. Michail and K. Melas are worth to be referred to. Both
articles supplement each other, forming a single comprehensive attempt to quantify
the connection between economic growth and seaborne trade on the macroeconomic
level, and the consequent impact on freight rates of various market sectors. Firstly, N.
Michail (2020) in order to assess how the world economic growth affects the global
demand for seaborne trade, split the world economy into three groups of countries by
income (high, middle and low) and the shipping trade market into three main sectors
(dry cargo, crude oil and petroleum products). The results of the research display
that developments in the world economic growth impact all three cargo categories,
although to a different extent: processed petroleum products, related to clean tanker
transport, register the most robust effect from an increase in world GDP in comparison
to crude oil and dry cargo. The price of oil appeared to have a small negative effect
on the amount of goods transported, supporting the view of demand inelasticity with
regards to price. The positive reaction of seaborne trade demand on GDP shock has
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to be mainly attributed to the high- and middle-income countries. As to low-income
countries, which are known as net exporters of oil and petroleum products, economic
growth appeared to negatively affect seaborne trade, as higher income is likely to be
associated with more domestic consumption and less exports.

Secondly, N. Michail and K. Melas (2020) investigated the relationship between
seaborne trade and several freight indices and found out a strong impact the quantity
of seaborne commodity trade had on the BDI and the BDTI, but not on the BCTI, most
likely due to the fact that clean tankers can simultaneously operate both in the clean and
dirty sectors. Additionally, it was observed that a shock in the price of Brent oil had the
expected positive response from the Baltic Dry Index, while its relationship with the
Baltic Clean Tanker Index and the Baltic Dirty Tanker Index was negative because tanker
vessels can operate as floating storage units when oil prices decline. N. Michail and K.
Melas confirmed that the world GDP determined the freight rates through the quantity of
seaborne trade, while the former determined the freight rates directly.

While B. Ko (2010, 2011, 2013) analyzed the general dry bulk freight market
with one of the important conclusions being that market players considered the
backwardation shock in low uncertainty as more important than in high uncertainty;
T. Pelagidis, 1. Karaounalis, G. Panagiotopoulos (2019, 2021) investigated precisely
capesize sector as a key barometer of commodities shipping trade, namely the
connection between the trading of forwarding freight agreements (FFAs) and the
volatility of capesize freight market of 4 time charter average (4TC).

IMF researchers D. Cerdeiro and A. Komaromi (2020) constructed a measure called
‘lockdown exposure’ in order to examine the spillover effects of pandemic supply-side
disruptions and found out that as opposed to overall activity in the domestic economy,
the supply and transportation of goods was indeed influenced by government lockdowns.
Supply disruptions due to lockdowns reduced global seaborne imports in February-
March 2020 by 10%, with China’s lockdowns contributing about 4%. However, these
spillover effects were short-lived — present during the first 2-3 months of the pandemic.
After then, demand effects likely dominated the evolution of global trade.

A few other studies by IMF specialists aimed to connect AIS data with trade activity
and convert these massive data into practical use for economics. S. Arslanalp, M. Marini
and P. Tumbarello (2019) took Malta as a benchmark and used AIS-based port calls data
to develop two indicators — ‘cargo number’ and ‘cargo load’ — to trace maritime and
trade activity. ‘Cargo number’ stood for the number of ships visiting ports, and ‘cargo
load’ stood for changes in vessels’ draughts, representing the fact that either loading or
discharging operations happened at port. Thereafter researchers tested produced data by
comparing with official reports and the results (0.75 and 0.65 correlation coefficients,
respectively) could act as proof of sustainability of the employed method to predict trade
volumes by means of AIS data and to nowcast them (assess in real-time). The latter
appears to be a topical problem raised by the industry. Nowcasting trade flows is key
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for all market participants as far as official trade data is always published with delays.
This matter was further addressed by D. Cerdeiro, A. Komaromi, Y. Liu, M. Saeed
(2020) in “World Seaborne Trade in Real Time: A Proof of Concept for Building AIS-
based Nowecasts from Scratch.” Having introduced the GTI (Global Trade Intelligence)
index counted purely on AIS-based data and having compared it with official global and
country divided trade data, the scholars came to the conclusion that based on the high
final correlations, such a methodology achieved a good fit with official statistics. As soon
as this paper relies solely on AIS messages and publicly available information, its self-
dependence underlies the speed of trade estimates being produced with a 5-10-day lag in
comparison to 11-15 weeks it takes officials to publish the same data.

3. Hypothesis, methodology and data

As a hypothesis of the study, we assume that the following indicators affect charter
rates: containership 2750 TEU 10-year-old secondhand price; containership 2750 TEU
newbuilding price; US industrial production; European industrial production; OECD
industrial production; S. Korean industrial production; Chinese industrial production;
Taiwanese industrial production; crude oil Brent price; grain USG price; steel ship
plate price; market capitalization of the world-leading containership companies; the
world-leading ports container throughput.

The vector autoregression (VAR) framework is chosen to test this hypothesis since
it provides a systemic way to capture the rich dynamics in multiple time series. This
method has been successfully tested in the following previous studies — Dominese et
al. (2020, 2021), Lomachynska et al. (2020).

Specifically, to provide evidence on the dynamic interactions between
containership charter rates and other macroeconomic indicators, the following VAR
systems are estimated to test Granger non-causality:

CCCR,= a,+ . BuOML_;+Y.7:CCCR, . + &y, )
i=1 i=1

OMI, = a,+ ), BCCCR—;+ D7, OMI,_; + &
i=1 i=1

where CCCR, OMI and & denote respectively: components of containership charter
rates —containership 2750 TEU 10-year-old secondhand price; containership 2750 TEU
newbuilding price; US industrial production; European industrial production; OECD
Industrial production; S. Korean industrial production; Chinese industrial production;
Taiwanese industrial production; crude oil Brent price; grain USG price; steel ship plate
price; capitalization of the world-leading containership companies (Maersk, Hapag-Lloyd,
OOCL); Singapore, Honk Kong, Los Angeles ports container throughput; and the error
term. o is a constant term, £ and y denote the coefficients to be estimated, p is the lag order
selected. The null hypothesis of Granger non-causality from CCFR to OMI and from OMI
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to CCFR are 8, =0 and y ,= 0, respectively. The rejection of the null hypothesis of the
Granger non-causality from OMI to CCFR implies that the past macroeconomics indicators
can help predict the containership charter rates and vice versa.

The model is estimated as follows. First, an unrestricted VAR is estimated. Then
Granger causality testing is performed. The optimal number of lag length was chosen
by looking at AIC and SIC criteria. The stability of VAR was checked: all AR roots are
inside the unit circle and the Autocorrelation LM test states that no serial correlation in
the residuals was detected.

Monthly data is used, taken from the: Clarksons Research (2020, 2021), Hong
Kong Maritime and Port Board (2021), Largest Companies by Market Cap (2021),
Maritime and Port Authority of Singapore (2021), The Port of Los Angeles (2021).

4. Results and discussion

Over the first 5 months of the pandemic, the freight rates have dropped by 73% for the
dry bulk segment, by 36% for the dirty tankers segment and by 30% for the clean tanker
segment (N. Michail, K. Melas, D. Batzilis, 2020) confirming the initial shock on the dry
segment was more significant which is mainly because using tankers as storage capacity
is a common practice for the periods of oil market distress. In 2020 during the first two
months of the Covid pandemic, floating storage volumes increased by 37%.

However, the dry bulk and containership rates have experienced a quick recovery.
By April 2021, capesize spot earnings reached a height 96% above the average level
seen since 2009, with the whole dry sector demonstrating the similar trend. Overall,
bulker earnings have increased to their highest levels for over a decade. In the tanker
segment, 2021 average rates levels are still significantly (3-10 times depending on the
vessel type) below average 2020 (Clarksons Research, 2021).

On the sale and purchase market, by April 2021, the price of a 10yo capesize has
increased by 40% (USD 7.75m) to USD 27.25m and a price of a 10yo supramax has
increased by 35% (USD 3.75m) to USD 14.5m since October 20. At the same time
tanker markets have not managed to recover from the stress yet. Once the storage-
driven market spike subsided, tanker pricing fell. Compared to March 20, the price
of 10yo VLCC was down 12% (USD 6m) at USD 46m (Clarksons Research, 2021).
Tanker sector (crude oil and oil products trade) has behaved in a different to dry sector
way, facing tough times and experiencing negative or low growth regime delaying a
return to pre-covid level — global oil demand is still below same.

On the newbuilding market, by April 2021, the new units order book has grown and
represented 12% of the existing fleet, up from about 9% at the beginning of 2021. The
containership sector accounted for 39% of all investment in newbuildings made so far in
2021. Boxship newbuilding prices have increased by more than 20% since the pandemic
outbreak. The first quarter of 2021 saw the highest level of containership contracting since
the first quarter of 2007 (A. Corbett, I. Ang, 2021). Regarding the demolition market, the
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scrap pricing has firmed — around 12% increase in 2021 (Clarksons Research, 2021).

By and large, the sale and purchase shipping market saw the lowest number of sales
(254, totaling 17m dwt) for 8 years in Q2 of 2020. With more positive sentiments in
the world economy later in 2020, S&P market picked up firmly — Q3 (429 vessels, 23m
DWT) and Q4 (572 vessels, 49m DWT). The recovery of the activity was so strong that
sales in Q4 reached a new high and drove the annual total in 2020 to a record of 102m
DWT, up 29% from 2019. Activity has shown no sign of slowing so far in 2021, with 590
ships (40m DWT) sold in Q1. At the current run, over 7% of fleet DWT would change
hands in 2021, the highest level since 2007 (Clarksons Research, 2021).

The entire dry sector was similarly impacted by the pandemic, although the pace of
recovery was different. Since autumn 2020, the containership sector has seen spectacular
sharp changes of secondhand asset prices. For example, the price of a 10yo 6,600 TEU unit
has increased by 138% (USD 29m) to USD 50m over the same period, whilst the price of a
10yo 4,500 TEU unit has risen by 268% (USD 25.5m) to USD 35m (Clarksons Research,
2021). The stable and fast-paced growth of secondhand asset prices in the containership
segment reached the turning point in July 2021 when the price of the 10yo containership
of 2750 TEU capacity surpassed the price of newbuild containership of the same capacity
—USD 38m vs. USD 36.5m! Moreover, the gap between these prices continued to enlarge,
having reached a USD 7m difference in August (Clarksons Research, 2021).
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Figure 1. Monthly dynamics of the prices for secondhand (10-year-old) and
newbuilding containerships of 2750 TEU capacity in 2020-2021 (in USD million).

Source: compiled by the authors based on (Clarksons Research, 2021).
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The rationale behind this paradox is quite straightforward. The fleet supply cannot
increase overnight with the delivery of each new unit taking years, and the majority
of orders in 2021 so far has been for 2023 and beyond. The absence of opportunities
to quickly get the newbuilding from the shipyard leaves secondhand purchase as the
only option for the shipowners willing to absorb new capacity. The determinants of the
vessel prices are scrutinized later in this paper.

The results of the Granger test that evaluate the hypothesis of the relationship
between containership charter rates components and macroeconomic indicators are
shown in table 1 and 2.

Table 1. Impact of macroeconomic indicators on containership charter rates components

Lagged variables
Indi- HK A
cators USIP CHIP SKIP TWIP SP BP MMC SPCT
CT CT
5.52 742 2.82 9.97 24.69 8.38 8.63
0.02)* (0.00)* (0.09) 0.00)* 0.00)*  (0.08)° 0.07)¢
cc  (0.02)" (0.00)" (0.09) NS (0.00) NS (0.00)*  (0.08) NS (0.07)
rate L=1 L=3 L=1 L=3 L=2 L=4 L=4
T T T T T i i
5.86 77.29 11.8 19.07
0.05)° 0.00*  (0.00)*  (0.00)
CSSP NS NS (0.0 NS (000 (000 (0.00y NS NS NS
L=2 L=2 L=3 L=2
T T T T
44.58 10.6 73.9 47.1 325
0.00)® 0.00) 0.00) 0.00)*  (0.00)*
Cs NS (0.00) NS (0.00) NS (0.00 NS (0.00)*  (0.00) NS
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Table 2. Impact of containership charter rates components on macroeconomic indicators

Lagged variables
Indicators
CC rate CSSp CS NP
93.98
(0.00)*
P
usS NS NS L=
T
57.17
(0.00)*
CHIP L=3 NS NS

1
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5.13 8.93 88.88
(0.02)° (0.02)° (0.00)"
SKIP L-1 L=2 L-3
1 1 i
11.27 15.5
(0.04)° (0.00)"
TW IP s [ NS
1 1
5.41 13.67
(0.07)° (0.00)*
SP NS o =
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BP NS NS NS
6.53
b
M MC NS NS 0.02)
L=1
1
304
SPCT (%0:3) NS NS
T
17.57
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Note: CC rate — 2750 TEU containership charter rate; CS SP - containership 2750 TEU 10-year-
old secondhand price; CS NP - containership 2750 TEU new building price; US IP - US Industrial
production (% change year-on-year); CH IP - Chinese Industrial production (% change year-on-
year); SK IP - S. Korean Industrial production (% change year-on-year); TW IP - Taiwanese
Industrial production (% change year-on-year); SP - Steel (ship plate) Japan price ($/t); BP -
Crude oil Brent price ($/bbl); M MC - MAERSK market capitalization ($ B); SP CT - Singapore
container throughput (in TEU); HK CT - Hong Kong container throughput (in TEU); LA CT
— Los Angeles container throughput (in TEU); a, b, ¢ represent the 1, 5, and 10 % significance
levels, respectively. In parentheses, p values are given; 1 - direct causality; | - reverse causality.

Source: authors” calculations, data from Clarksons Research (2020, 2021), Hong Kong Maritime and
Port Board (2021), Largest Companies by Market Cap (2021), Maritime and Port Authority of Singapore
(2021), The Port of Los Angeles (2021)..
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The shipping industry operates several ship employment types, which are known as
chartering agreements. The vessel can be chartered (e.g., employed, hired, rented)
under time charter for a certain time period, under voyage charter for a specific voyage
from point A to point B, under trip charter, which is a mix of the first two types, as well
as under some other rarely used chartering agreements like bareboat charter. While the
containership market is in the focus of the current paper and containerships are most
commonly chartered under time charter agreements, we examine 2750 TEU capacity
containership, chartered for 6-12 months, daily rate as an outcome variable.

Containership 2750 TEU 6-12 mo TC rate ($/day)
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Figure 2. Monthly dynamics of the 2750 TEU containership daily charter rate (for
6-12 months) in 2020-2021 (in USD).

Source: compiled by the authors based on (Clarksons Research, 2021).

It is evident from Figure 2 that the containership charter rate growth is very swift and
reaching all-time highs; at the same time, the similar growth of containerized shipping
trade volumes isn’t observed within the same period, see Figure 3. The shipping is
a demand-derived system, although the unprecedented growth of containership
charter rates can’t be explained simply by demand growth — this is not the case. Thus,
several shipping, financial and industrial indicators were put through analysis against
containership charter rate growth.
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Figure 3. Monthly dynamics of container throughput of Singapore, Hong Kong and
Los Angeles ports in 2020-2021 (in TEU).

Source: compiled by the authors based on (Hong Kong Maritime and Port Board (2021), Maritime and
Port Authority of Singapore (2021), The Port of Los Angeles (2021)).

The results suggest that 2750 TEU containership charter rate is determined by both
newbuilding and 10-year-old secondhand prices of vessels of said capacity; US
and Chinese industrial production growth; steel ship plate price; Maersk market
capitalization. Interestingly, some of these indicators are in turn affected by
containership charter rate: secondhand vessel price and Chinese industrial production.
The following macroeconomic indicators appeared to have no or insignificant influence
on the containership charter rate: European, OECD, South Korean and Taiwanese
industrial production; crude oil Brent and grain price; market capitalization of Hapag-
Lloyd and OOCL; Singapore, Hong Kong and Los Angeles container throughput.
Expectedly, the charter rate is affected by secondhand and newbuilding vessel
prices. Since the dynamics of vessel prices should be quite similar to the one of charter
rate: the positive growth regime is an evidence of the positive market sentiment and
increasing demand, when both rates and vessel prices increase, the latter — due to
supply ‘hunger’ and the tough competition between shipping companies to gain more
contracts for transportation. As described above, the only way for a shipping company
to obtain the new tonnage to increase its own supply is to complete a deal on sale and
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purchase market, as soon as newbuilding market is not that elastic and cannot satisfy
the growing demand in the short-term. This is a probable reason for the mutual effects
observed between charter rate and secondhand vessel price, while the connection with
newbuilding price is one-way.

A mutual connection is observed between the charter rate and Chinese industrial
production. The role of Asia in the world containerized trade cannot be overestimated
with the majority of trade happening in the region, China being the unattainable leader
(4 out of 5 and 7 out of 10 world-leading container ports are Chinese). The industrial
growth of China as the leading economy obviously increases the need for export-
import operations, €.g., transportation of goods. The decline in industrial production
makes the need for sea transport lower and with the same global ships supply level
causes the decline of charter rates. Taiwanese and South Korean industrial production
albeit has no influence on charter rate, is being in turn influenced by it.

On the contrary, US industrial production directly impacts charter rate dynamics
while there is no reverse effect. The explanation lies in the difference between the
US and Asian economic models, the first being more powerful and resistant and the
latter being still permanently growing at a high pace, thus more dependent on maritime
transportation — external supply of goods, materials, and products (imports) on the
one hand and exports of ready-for-consumption products on the other hand. Industrial
parts, auto parts, electronics, clothes, etc., are massively produced in Asia and are
precisely the goods transported overseas in containers.

As a short but important note, European and OECD industrial production do not
demonstrate influence on containership charter rate. This is predominantly based on the
nature of the EU economy, which responds to the external shocks more slowly, being
relatively self-contained in its trade and which have remained outside the busiest trade
routes of the current world economy for a long period. With the EU GDP exceeding
US GDP, Europe is represented by only three ports in the global leading container ports
list. Furthermore, three of them do not occupy the top positions of this list — Rotterdam
(10%™), Antwerp (13"), Hamburg (17%).

As to throughput of ports included into the VAR model, it is ascertained that the
considered charter rate is affected neither by Singaporean (the second leading world
container port) nor Hong Kong (8") nor Los Angeles (16™) port handling indicators. At
the same time, the charter rate has an effect on Singaporean and Hong Kong throughputs,
with no similar connection with number of containers handled in Los Angeles port.
Putting this observation into the macroeconomic framework, similarly to analysis of the
industrial production indicators, we appear in front of the different behavior of US and
Asian economic models when interacting with seaborne trade. Likewise, in US industrial
production, Los Angeles container port throughput is not affected by charter rate,
while Asian ports, Singapore and Hong Kong, are. So, the identity of reaction of Asian
industrial production (excluding China) and Asian port throughput is worth mentioning.
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Grain price expectedly appeared to have no effect and not being affected by containership
charter rates since this cargo is mainly transported by dry bulk vessels. In turn, steel price
affects containership charter rates with no reverse reaction. Steel can be transported
by container vessels, so the demand for steel leads to a rate surge. No connection was
observed between oil price and charter rate. As already mentioned, container vessels are
mainly subject to time charter agreements. One of the conditions of this agreement is
the fixed distribution of born costs. The charterer pays the commercial costs (not ship
owner), where bunker costs are a considerable part of them. This can serve to possibly
explain the non-existing relation between oil price (affecting bunker price, for sure) and
the charter rate payable by charterer to ship owner. However, this needs to be further
investigated. One of the fields for next research is the examination of the relation between
oil price and freight rates of those vessels chartered under voyage charter agreement
which presupposes different distribution of costs, commercial part of which (including
bunkering) is being born by ship owner. The assumption is that oil price influence on
voyage charter rates can be observed.

As to market capitalization of the leading containership market players, Hapag-
Lloyd and Orient Overseas Container Line do not demonstrate any connection with
charter rate, although market capitalization of Maersk does demonstrate the influence
on charter rate. As an irrefutable leader and ‘trend-setter’ of the containership market,
Maersk plays a more significant role in comparison to other companies operating
container vessels, even the ones from the top-10 list according to market capitalization
and the capacity of managed fleet. Driving the market to a certain extent, Maersk
affects charter rates.

Looking one more time at the earlier addressed issue of vessel asset prices
dynamics both newbuilding and secondhand by employing the Granger test, we can
ascertain that different factors determine secondhand and newbuilding prices. While
the price of secondhand containership is affected by charter rate, newbuilding vessel
price, steel price, oil price, and Maersk market capitalization; newbuilding price is
influenced by Chinese and Taiwanese industrial production, oil price, Singaporean
and Honk Kong port throughput. The list of determinants confirms the different and
isolated dynamics secondhand and newbuilding prices follow. The determinants do not
coincide, hence the fact that the secondhand vessel price exceeds newbuilding is more
than justified from the maritime economics perspective and is no more than a ‘fallacy’
— by default, the secondhand asset is expected to be cheaper than the new one, although
under certain circumstances the shipping market rules modify the logical expectations.
Charter rate affects secondhand vessel price, although has no impact on newbuilding
price. Charter rate is everchanging and unclear middle-term when newbuilding
vessel can be constructed and delivered. Interestingly, newbuilding vessel price is
negatively affected by Chinese industrial production. China retains the position of the
leading shipbuilding region and, at the same, the leading steel producer. The possible
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explanation of such a relation can lie in the following. It is well known that Chinese
shipyards perform shipbuilding activities for a cheaper price than Korean and Japanese.
As soon as industrial production is growing, which can be associated with an increase
of steel production, this means the increase of steel availability which can be used for
shipbuilding. Otherwise, if the steel availability is going down, increasing its price, the
newbuilding orders can migrate to alternative places.

5. Conclusion

The main shipping markets have reacted to the Covid-19 pandemic similarly;
however, the containership market experienced the most remarkable recovery from the
slowdown. The demand for containership tonnage increased quickly and significantly.
Moreover, in the middle of 2021, it led to the situation when the price of the 10-year-
old containership of 2750 TEU capacity surpassed the price of new containership of
the same capacity. The rationale behind this paradox is quite straightforward. The fleet
supply cannot increase overnight, with the delivery of each new unit taking years, and
the majority of orders in 2021 so far has been for 2023 and beyond. The absence of
opportunities to quickly get the newbuilding from the shipyard leaves secondhand
purchase as the only option for the shipowners willing to absorb new capacity. By
employing the vector autoregression model, it was also ascertained that the list of
factors determining newbuilding and secondhand vessel price differed. This confirms
the isolated paths secondhand and newbuilding prices follow, enabling this paradox,
driven by shipping market forces, to occur.

The analysis results show that the charter rate of a containership of 2750 TEU
capacity is determined by both newbuilding and 10-year-old secondhand prices of vessels
of said capacity; US and Chinese industrial production growth; steel ship plate price;
Maersk market capitalization. Notably, neither Singapore, Hong Kong, or Los Angeles
port container throughput indicators affect containership charter rate, which confirms the
current unprecedented charter market growth does not have a demand-related nature.

If a geographical principle regroups the full list of considered determinants,
the finding is the following. The identical relation between several Asian indicators
(Asian port throughputs and industrial development of Asian countries) is observed;
the behavior of American indicators is to a certain extent quite similar as well. Asian
ports (Singapore and Hong Kong) are affected by charter rates similarly to how South
Korean, Chinese and Taiwanese industrial production level are. At the same time, only
Chinese industrial indicator influences the charter rate.

The explanation lies in the difference between US and Asian economic models: US
one is more powerful and resistant to external factors; thus, neither US industrial
production nor Los Angeles port throughput are affected by charter rate; and Asian
ones are still permanently growing at a high pace, thus more dependent on maritime
transportation and more deeply involved into global supply chains, shipping being a
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workhorse of it. Europe is involved even less than the USA, so European industrial
production demonstrates a mutually insignificant relation to containership charter rate.
The more dependent region or country on seaborne trade and maritime transportation
of goods, the more significant the relation with charter rate. Among the market
capitalization of the leading container shipping companies, only Maersk is statistically
significant when analyzing the charter rate.

Given the unprecedented nature of shipping rates growth, not only containership
but also all dry shipping market segments, apart from demand-side analysis, the bigger
picture needs to be assessed and a multi-factor model needs to be created for broader
understanding and evaluation the reasons standing behind the changes.
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The Concepts and Practice of China’s Participation in Global
Climate Governance in the Post-Paris Era

Haohui Xu" * Hongyu Wang"™

Abstract The Paris Agreement is by far the most universal and binding climate
agreement. Since its signing and entering into force, the Paris Agreement has attracted
great attention from the international community. Global climate governance in the Post-
Paris era is faced with the dilemmas of lack of leadership, fragmentation of institutions
and deficit of greenhouse gas emissions reduction. With the continuous increase of
China’s comprehensive national strength and international influence, China’s ability and
willingness to participate in global climate governance are also increasing. This paper
will first analyze the practical dilemmas faced by global climate governance in the Post-
Paris, then explain China’s global climate governance concepts in this context, and finally
analyze China’s climate governance practice under the guidance of these concepts.

Keywords: global climate governance, the Post-Paris era, governance dilemma, China.

Introduction

Since the 1990s, the international community has been faced with many global
challenges. As one of the most frequently mentioned topics, climate change has appeared
often in various international conferences. Global climate governance has become
an essential part of global governance. The United Nations Framework Convention
on Climate Change (UNFCCC), the Kyoto Protocol, and the Paris Agreement laid a
global climate treaty and the institutional framework, but the particularity of the issue
of climate change and the realistic pursuit of national interests constitute the complexity
of global climate governance. Global climate governance involves the interest game and
coordination and cooperation among various international actors. In December 2015,
the 21st Conference of the Parties to the UNFCCC (COP21) was held in Paris, France,
and the Paris Agreement was reached. This is the first global climate agreement that is

both universal and legally binding, laying a legal and institutional foundation for global
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climate governance in the Post-Paris era. Since then, the international community has
held the Marrakech, Bonn, Katowice, and Madrid climate change conferences focusing
on implementing the Paris Agreement (Li, 2016). However, due to the differences
in temperature control targets, greenhouse gas emissions reduction schedule, carbon
trading mechanism, financial assistance and technical support from developed
countries, it is challenging to achieve substantive breakthroughs in the process of
global climate governance in the Post-Paris era.

As an important participant and builder of the global climate governance system,
China’s concepts and practice in global climate governance, as well as the construction
of the international system, will be not only a practical issue related to its own national
interests but also a theoretical issue related to global governance and international relations.

1. The Dilemmas of Global Climate Governance in the Post-Paris Era
1.1 The Lack of leadership

For an international agreement, whether it can exert the expected binding force and
achieve the normal implementation behavior of the parties often depends on the
strength of leadership it covers. The swing attitude of the United States on global
climate governance (mainly the negative attitude of the Trump administration on
global climate governance) and the decline of the EU’s leadership have exacerbated
the lack of leadership in global climate governance.

1.1.1 The swing attitude of the United States on global climate governance

The United States is a major energy producer and consumer and the world’s second-
largest carbon emitter. How its domestic climate policies will evolve and how effective
they will be will significantly impact global climate governance (Liu, 2019). In
January 2017, Republican Donald Trump was sworn in as the 45th president of the
United States. Trump adheres to the “America First” governing philosophy, doubts
the scientific basis of climate change and the necessity of global climate governance,
and believes that the United States will affect its own economic development if it
makes too many commitments to greenhouse gas emissions reduction. In June 2017,
Trump announced his withdrawal from the Paris Agreement and formally started the
withdrawal process in November 2019, which undermining leadership of the global
climate governance regime in the Post-Paris era (Friedman, 2019). Moreover, due
to the special status and powerful influence of the United States in the international
community, its withdrawal will undoubtedly have a magnifying effect in the
international community, which will cause a more serious impact.

In January 2021, Democrat Joe Biden became president of the United States. At
the beginning of his presidency, Biden signed a document announcing his return to the
Paris Agreement and issued an executive order or memorandum on protecting the climate



The Concepts and Practice of China’s Participation in Global Climate Governance in the Post-Paris Era 41

environment, rebuilding scientific institutions, and addressing the climate crisis (Wang, Yu,
& Zhang, 2021). These measures show that the Biden administration intends to make the
United States play a more active role in global climate governance, but it is too early to assert
that the United States will succeed in reshaping its global climate governance leadership.
The reasons are evident: the first is the Trump administration’s climate policy legacy. The
de-climate policies of Trump’s presidency have damaged the coherence of US domestic
climate governance and the credibility of international climate leadership, and these impacts
are hard to eliminate in a short time. Second, there is the polarization of domestic politics. In
recent years, the opposition between different interest groups in the United States has become
more and more severe, and political polarization has become an unavoidable problem in
American society (Niu, 2021). Political polarization has led to ideological and value splits
and inefficiency and uncertainty in public policy outcomes, limiting the actual outcomes of
the Biden administration’s climate policies. Finally, the great power competition between
China and the United States and the impact of COVID-19 will also limit the influence of the
United States in global climate governance to a certain extent. As Charles A. Kupchan (2021)
puts it, “U.S. President Joe Biden has ambitious goals at home and abroad ... However, Biden
obviously can’t achieve all of his goals ... Given the country’s economic and political disarray,
the new administration must focus on American development at home, which will inevitably
come at the expense of American interests abroad.”

1.1.2. The EU’s leadership in global climate governance has gradually declined

The EU has long played a leading role in the global climate governance process.
After the United States withdrew from the Kyoto Protocol in 2001, the EU
tookactive and forceful measures to facilitate climate negotiations and successfully
persuaded Russia to sign the agreement in 2005, which resolved the impasse in
global climate governance, and thus the EU’s leadership reached its peak. However,
at the Copenhagen Climate Change Conference in 2009, the EU was isolated due
toits radical stance. The United States and the BASIC countries (Brazil, South Africa,
India and China) seized the opportunity and finally dominated the conclusion of the
Copenhagen Accord. The leadership of the EU in global climate governance began to
show a trend of decline. In 2015, China, the United States and the EU all played an
essential role in the Paris Agreement negotiations. The EU’s influence has recovered to
some extent, but it is no longer as influential as before. In addition, the Brexit process
since 2016 has intensified the centrifugal tendency among EU members, reduced
the EU’s influence in the international community, and further weakened the EU’s
leadership in the global climate governance process in the Post-Paris era (Kang, 2019).

1.2 The fragmentation of institutions

Fragmentation refers to the trend and state that multiple governance centers appear in
parallel in global climate governance. It emphasizes the “patchwork” characteristics
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of the overall institutional environment and argues that there is no single international
governance mechanism in a fragmented international community. The global climate
governance system is complex and covering multiple specific policy areas. These policy
areas are not controlled by the traditional single international system but are pieced
together by many international systems with different characteristics and scopes, leading
to the fragmentation of the global climate governance system (Nina & Asa, 2018).

The global climate governance system is mainly reflected in two aspects: the
fragmentation of climate governance mechanisms with UNFCCC as the core and the
diversification of climate governance mechanisms outside the UNFCCC framework.
Fragmentation takes different forms in different global issues. It weakens the overall
nature of the system. It makes it difficult for various actors in global climate governance to
conduct unified and coordinated actions, thus affecting the follow-up implementation of the
Paris Agreement and reducing the efficiency of all parties in implementing the agreement.

1.3 The deficit of greenhouse gas emissions reduction

The deficit of greenhouse gas emissions reduction is the difference between the
greenhouse gas emissions reduction targets stipulated in a series of agreements under
the framework of UNFCCC and the actual greenhouse gas emissions reduction of each
party. There are three main reasons for it:

1. the rate of climate change continues to update previous studies, leading to the
increasing greenhouse gas emissions reduction targets required by global climate
governance;

2. the targets stipulated in the agreement itself are too high, or the allocation of
specific greenhouse gas emissions reduction targets is unreasonable;

3. the parties’ willingness and ability to implement the contract fail to meet the
previous expectations.

Data released by the World Meteorological Organization (2021) shows that every
consecutive decade since the 1980s has been warmer than the previous one since 1850,
and 2011-2020 the warmest decade on record, with 2016, 2019 and 2020 the top three, 1.2
(£0.1)°C above pre-industrial levels.10 This is a diversion from the goal set out in the Paris
Agreement. Taking into account the potential discount in the performance of the parties
and the need to adequately respond to the reality of global climate change, the agreement
sets higher requirements for national greenhouse gas emissions tasks. As the rate of
climate change continues to climb, the global climate governance targets have been raised
accordingly, and the provisions of the agreement need to be modified accordingly.

In addition, the willingness and ability to implement the convention vary from
country to country. In terms of the ability to implement the convention, developed
countries have a solid ability to implement the convention. In contrast, developing
countries have limited their ability to implement the convention due to the impacts of
economic development, social concepts, capital and technology, etc. In terms of the
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willingness to implement the convention, except for some European countries and the
Alliance of Small Island States (AOSIS), the willingness of all countries is not strong,
but most of them still indicate that they will make greenhouse gas emissions actions
within the framework of the convention. The strong ability of developed countries to
implement the convention makes their willingness to implement the treaty become
the main variable. The strength of their willingness will affect themselves and have an
impact on the ability to develop countries to implement the convention.

2. The concepts of China’s participation in global climate governance in
the Post-Paris era

2.1 The fundamental concepts

2.1.1. The concept of sustainable development

Sustainable development generally refers to a mode of development that meets the
needs of the present without compromising the needs of future generations
while protecting the environment (Niu, 2012). The basic principles of sustainable
development include:

1. The principle of equity, that is, the horizontal equity among contemporaries,
the vertical equity among generations and the equity in the distribution and
utilization of resources among different groups;

2. The principle of sustainability, that is, the pursuit of economic and social
development needs to match the carrying capacity of resources and environment;

3. The principle of commonality.

Sustainable development is a development concept that all countries should follow in the
world. The issues discussed by it are those related to all humankind, and the goals to be
achieved are the common goals of humanity. The concept of sustainable development
combines environmental issues with development issues and becomes a concept unity
covering economic sustainability, ecological sustainability, and social sustainability.

In the field of global climate governance, climate change is not a simple ecological
and environmental issue, and global climate governance is also different from other
ecological and environmental issues in the international community. In the process of
participating in global climate governance, China needs to give full consideration to
its actual stage of economic and social development. It should advocate not only green
development and gradually fulfill its greenhouse gas emissions reduction commitment
but also ensure social and economic stability and progress and avoid going to extremes.
In the discussion of global climate governance, there is an “ecological supremacy”
view, which requires countries to limit or even give up their economic development
rights to achieve climate governance goals. This obviously ignores the content of
economic and social sustainability, distorts the nature of global climate governance,
and runs counter to China’s idea of global climate governance.
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2.1.2. The concept of a community with a shared future for mankind

A community of shared future for humankind is a concept of value. As President Xi
Jinping (2017) pointed out, “A community of shared future for mankind means that
the future and destiny of every nation and country are closely linked. We should stand
together through thick and thin, share weal and woe, and work hard to build the planet
where we were born and grew up into a harmonious family.” Building a community with
a shared future for mankind is not only China’s pursuit of value, but also a practical need
for countries to jointly address various global challenges facing mankind.

As atypical global problem, climate change has gradually penetrated into many fields
of the international community. On the one hand, due to the complexity of the climate
problem and its impact, it is not easy to solve it through individual countries, but can
only rely on international cooperation. On the other hand, countries differ considerably
in terms of the economic base, scientific and technological level, social ideology, and
greenhouse gas emissions. Different countries have different demands and propositions
on the issue of climate change, which makes the cooperation between them often full
of interest game and political compromise, so it is difficult to reach a truly effective
international agreement. In this context, the concept of global governance, common
interests and sustainable development advocated by the concept of a community with
a shared future for humanity are of great guiding significance for China to participate in
and play a leading role in global climate governance in the Post-Paris era.

The concept of a community with a shared future for mankind affirms the necessity
of global climate governance, believes that climate and environmental issues should be
considered while developing the economy and that green, low-carbon and sustainable
development should be pursued. It means that, on the basis of a series of international
climate agreements, countries should earnestly honor their emission reduction
commitments, cooperate to address climate change and work together to achieve
positive results in global climate governance in the Post-Paris era.

2.2. The normative concepts

In December 2015, at the opening ceremony of the Paris Climate Change Conference,
President Xi Jinping delivered a speech entitled Work Together to Build a Win-Win,
Equitable and Balanced Governance Mechanism on Climate Change. He proposed that
the global climate governance mechanism should pursue the governance concepts and
institutional features of win-win cooperation, fairness, and justice, which is also the
conceptual connotation of China’s participation in global climate governance.

2.2.1. Win-win cooperation

Win-win cooperation means that in the process of building a global climate governance
mechanism, countries should transcend the traditional mindset of utilitarianism and zero-
sum game, actively undertake the responsibility of greenhouse gas emissions reduction,
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actively share the concept of greenhouse gas emissions reduction, and achieve mutual
benefit and win-win results. In the process of participating in global climate governance,
China has always adhered to the concept of win-win cooperation, actively participated in
global climate negotiations, worked hard to uphold the multilateral governance system
under the framework of the UNFCCC, and earnestly fulfilled its commitments under
the Paris Agreement. President Xi Jinping (2015) has pointed out that “on the issue of
climate change, China calls for all parties to work together to meet challenges, discuss
ways to cope with climate change and safeguard the common interests of mankind.”

The concept of win-win cooperation consists of two aspects. Cooperation focuses
on the relationship between different actors participating in global climate governance,
while win-win cooperation is the logical result of this situation being stabilized.
Cooperation is relative to confrontation. The basis of cooperation is that all parties
have common interests on the issue and clearly understand such interests. Besides,
the long-term game on the same issue makes all parties acquiesce that the benefits of
cooperation are more significant than confrontation or their own actions. Since the
1990s, global climate governance has undergone nearly 30 years of development.
Facts have proved that cooperation rather than other ways should be the best strategy
for China to participate in global climate governance.

However, cooperation does not necessarily lead to win-win results, and international
cooperation under hegemony may damage partners’ interests. The reasons why win-win
is the logical outcome of cooperation of global climate governance in the Post-Paris era
include multilateralism mode of cooperation, the particularity of the issue, the long-term
repeated game. First of all, global climate governance cooperation is not a hegemonic
mode of cooperation but a typical multilateral mode of cooperation, which involves
enough actors to make vulnerable countries join together to compete with powerful
countries. Secondly, due to the particularity of the topics, it is often more critical than
traditional international political and economic cooperation to emphasize value concepts
such as fairness and justice. Finally, in the long-term game, countries recognize the
importance of cooperation and thus prefer stable long-term cooperation on this issue.

2.2.2. Fairness and justice

Fairness and justice have a special meaning in global climate governance. Its core lies
in upholding the principle of Common But Differentiated Responsibilities (CBDR)
between developed and developing countries. To put it simply, this means that developed
and developing countries, due to their different historical responsibilities, stages of
development and coping capacities, should also assume different obligations in tackling
climate change and cannot simply assign the responsibility of each other for greenhouse
gas emissions reduction. In the process of global climate governance in the Post-Paris
era, China has always adhered to the principle of CBDR, taken the initiative to shoulder
its due responsibilities, and made efforts to fulfill its greenhouse gas emissions reduction
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commitments. President Xi Jinping has stated on many important occasions that it is
China’s consistent position to adhere to the principle of CBDR and encourage more
countries to participate in international cooperation on tackling climate change.

Win-win cooperation, fairness and justice are not only the value goals that should
be reflected in the global climate governance mechanism but also the basic approaches
to improve the global climate governance mechanism. They are complementary to
each other. Win-win cooperation is the value goal of the global climate governance
mechanism. It calls for all parties to seek common interests and a basis for cooperation
through active exchanges and cooperation and accommodate demands and concerns
with each other. Fairness and justice is a basic requirement for win-win cooperation.
It calls for all parties to share common responsibilities and distinguish specific
obligations equally and effectively through substantive participation to advance global
climate governance jointly (Bo, 2019).

3. The practice of China’s participation in global climate governance in the
Post-Paris era

3.1. Actively fulfilling greenhouse gas emissions reduction commitment and
incorporating tackling climate change into the national long-term development plans

At the Paris Climate Change Conference held in December 2015, China promised to peak
carbon dioxide emissions around 2030 and strive to achieve it as soon as possible. By 2030,
carbon dioxide emissions per unit of GDP will be reduced by 60% to 65% compared with
2005. In March 2016, China issued the 13th Five- Year Plan for Economic and Social
Development, which listed green transformation of production methods and lifestyles, low-
carbon levels, and effective control of total carbon emissions as part of its economic and
social development goals. It proposed to actively respond to global climate change, control
carbon emissions, implement emissions reduction commitment, and contribute to the
solution of global climate change. According to data released by the Ministry of Ecology
and Environment of the People’s Republic of China (2021), by the end of 2019, China’s
carbon emissions intensity was 18.2% lower than 2015 and 48.1% lower than 2005, and
non-fossil energy accounted for 15.3% of energy consumption, fulfilling the 2020 target
China promised to the international community ahead of schedule. In September 2020,
President Xi Jinping announced at the 75th United Nations General Assembly that China
will increase its nationally determined contributions (NDCs), adopt more effective policies
and measures, and strive to reach the peak of carbon dioxide emissions by 2030 strive
to achieve carbon neutrality by 2060. It was further announced at the Climate Ambition
Summit three months later that by 2030, China’s carbon dioxide emissions per unit of GDP
will drop by more than 65% from 2005, and that non-fossil energy will account for about
25% of primary energy consumption. The storage volume will increase by 6 billion cubic
meters over 2005, and the total installed capacity of wind power and solar power will reach
1.2 billion kilowatts or more. In March 2021, China issued its fourteenth five-year plan
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for national economic and social development, which included the extensive formation of
green production and lifestyles, a steady decline in carbon emissions after peaking, and
a fundamental long-term improvement in the ecological environment goals for 2035. At
the same time, it was announced that it would reduce energy consumption and carbon
dioxide emissions per unit of GDP by 13.5% and 18%, respectively, and increase the forest
coverage rate to 24.1% in the next five years.

Actively fulfilling the greenhouse gas emissions reduction commitment in the
Paris Agreement and incorporating tackling climate change into the national long-term
development plan is a model of China’s participation in global climate governance
practices in the Post-Paris era. A series of measures taken by China in optimizing
the industrial structure and energy structure, controlling greenhouse gas emissions,
increasing carbon sinks, and more, have made essential contributions to combating
climate change, demonstrating its own responsibility as a major country, and serving as
a model for other countries.

3.2. Participating in the multilateral process of global climate governance and
strengthening exchanges and cooperation between countries

Since the Paris Agreement came into force, China has continued to play a responsible
role in global climate governance, strengthened dialogue and exchanged with
other countries on climate change, deepened international cooperation on climate
governance, promoted consensus among all parties, and upheld the multilateral
framework for global climate governance. On the one hand, China actively participated
in the follow-up process within the framework of the UNFCCC and encouraged
the international community to implement better the Paris Agreement, such as the
Marrakech Climate Change Conference, Bonn Climate Change Conference, Katowice
Climate Change Conference, Madrid Climate Change Conference and the postponed
Glasgow Climate Change Conference in 2021. On the other hand, China has also
participated in the climate governance process in other multilateral platforms outside
the UNFCCC framework, such as the Petersberg Climate Dialogue, the Ministerial
Meeting on Climate Action (MoCA), the Meeting of the Parties to the Montreal
Protocol, the Climate Ambition Summit, and the Leaders’ Climate Summit. In
addition, China has incorporated climate governance issues into high-level exchanges
and strengthen exchanges and cooperation with the United States, Germany, France,
Russia, and other major countries, such as the China-France-Germany Leaders Climate
Video Summit and the China-US Joint Statement on Climate Crisis.

3.3. Providing public goods for global climate governance take The Belt and

Road Initiative as an example

Global climate governance is non-competitive and non-exclusive and is one of
the typical public goods in the international community. Even if a country does not
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participate in climate governance, it can still enjoy the benefits brought by climate
governance rather than being excluded from the benefits of climate governance by
other countries, and the benefits of one country will not reduce the benefits of other
countries. The leadership of the United States and the European Union in global climate
governance in the Post-Paris era has been weakened, which objectively promotes
the relative improvement of China’s leadership in this field, thus putting forward
higher requirements for China’s ability to provide public goods for global climate
governance. To sum up, China provides two main types of public goods in global
climate governance. One is to share the concepts of China’s participation in global
climate governance, and the other is to provide platforms for building international
consensus and promoting climate governance cooperation and gradually improving the
practice of the global climate governance system.

The Belt and Road Initiative covers both aspects and is a typical representative of
China providing public goods for global climate governance. First, the Belt and Road
Initiative reflects the concepts of China’s participation in global climate governance. Its
principles of wide consultation, joint contribution, and shared benefits align with China’s
concepts of win-win cooperation, fairness, and justice in global climate governance. The
Green Belt and Road Initiative with ecological civilization as its core aims to promote
green development and strengthen ecological protection in countries along the Belt
and Road, which coincides with the concept of a community with a shared future for
humankind and sustainable development (Ministry of Ecology and Environment of
the People’s Republic of China, 2017). Secondly, the Belt and Road Initiative is also
of great significance for countries along the Belt and Road to participate in the practice
of global climate governance. There are many developing countries with relatively low
levels of economic development and technological innovation capabilities. In the process
of participating in global climate governance, these countries usually face troubles
such as shortage of funds, backward technology, the Belt and Road Initiative to deepen
China’s cooperation with countries in global climate governance, providing an important
platform to solve the problems. Through the Belt and Road Initiative, China provides
financial, technical, and personnel assistance to developing countries along the Belt and
Road, thus helping them fulfill their greenhouse gas emissions reduction commitments.

Conclusion

This article analyzes the predicaments of global climate governance in the Post-Paris
era and argues that the current global climate governance system is not perfect but is
facing the challenges of lack of leadership, fragmentation of institutions, and deficit
of greenhouse gas emissions reduction. Due to the swinging attitude of the United
States in global climate governance and the relative decline of the EU’s climate
leadership, China’s structural strength in the global climate governance system has
increased. With the continuous enhancement of China’s comprehensive national
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power and international influence and the gradual popularization of domestic green
development concepts, China’s willingness and practical ability to participate in global
climate governance has improved continuously. This paper argues that the concept
of sustainable development and the concept of a community with a shared future for
humankind are the fundamental concepts of China’s participation in global climate
governance in the Post-Paris era, and win-win cooperation & fairness and justice
are the normative concepts of China’s participation in global climate governance
in the Post-Paris era. Under the guidance of these concepts, China has carried out a
series of fruitful practices, such as actively fulfilling its greenhouse gas emissions
reduction commitments, incorporating tackling climate change into national long-
term development plans, participating in the multilateral process of global climate
governance, strengthening exchanges and cooperation between countries, and
providing public goods for global climate governance.

It is the common interest of all countries in the world to actively tackle climate
change, promote the implementation of the Paris Agreement, and constantly improve
the global climate governance system. Although the current reality of global climate
governance and its operational mechanism is not perfect, global climate governance is
in line with the historical trend and represents the international community’s will. It is
also a meaningful way to safeguard national interests and enhance one’s international
influence. In this context, China should use its special position in the Post-Paris era
global climate governance system, build a global climate governance concept with
Chinese characteristics, actively participate in global climate governance practice, and
then promote global climate governance’s continuous development.
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Non-traditional Security Complex in the South China Sea:
Vietnam’s Perspectives and Policy Implications

Nghiem Tuan Hung" * Nguyen Xuan Cuong™

Abstract The South China Sea (SCS) is one of the busiest maritime areas in the
world. In the SCS, there are several outstanding non-traditional security issues. After
reviewing perspectives of Vietnam on non-traditional security issues, the article
focuses on newly emerging issues, such as maritime security, freedom of navigation,
marine environment, and resources exploitation in the SCS. The article argues that
China’s main factor making the situation more complicated is its territorial and
resource ambitions. However, when it comes to the SCS issue, it is about differences,
disputes, and complicated developments and about cooperation. Although the benefits
are diverse, efforts to build confidence and promote cooperation between countries
should be recognized. Among the disputing parties, Vietnam always seeks to resolve
the issues as soon as possible with the most actively proposed idea called the
cooperation model for mutual development.

Keywords: South China Sea, Vietnam, China, non-traditional security

1. Introduction

The South China Sea (SCS) is either one of the busiest maritime areas in the world or
“an important nexus for regional and global economic activity” (Panda, 2017). Oil and
commercial goods from the Middle East and Southeast Asia to Japan, South Korea,
and China are transported through SCS, where there are many important straits such
as the Strait of Malacca, Sunda and Lombok, and Makassar. On the military side, SCS
is also an essential route for the movement of US military forces from the Western
Pacific to the Indian Ocean and the Gulf. In addition, freedom of navigation, which
is considered another important principle of international relations, is the principle of
conduct in the world’s seas. This principle is sometimes briefly referred to as freedom
of navigation within the seas.

Vietnam is located on the west coast of the SCS. For Vietnam, the SCS plays a vital
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role in the process of national construction and defense in history, present and future.
The SCS has created a favorable strategic position for Vietham. The SCS provides a
vital source of aquatic resources, which contribute to making the fisheries sector one of
the country’s key economic sectors. The SCS is a source of seafood and a gateway for
Vietnam to develop tourism, attract international visitors, and is a place for exchange
and integration between many cultures. Oil and gas are the two largest resources found
under the Vietnamese continental shelf. Up to now, many sedimentary basins have been
identified and exploited with significant oil and gas reserves. Given the importance of
the SCS to Vietnam’s socio-economic development and security, any move in the SCS
is carefully considered by Vietnam.

While traditional security issues have appeared and existed for a long time in
the SCS, non-traditional security issues in the SCS have also become increasingly
harsh. There are two groups of non-traditional security issues in the SCS. The first
one contains issues that originated from the relationships between social communities,
including state actors and non-state actors. The second one cover issues deriving from
the interactions between social communities and the natural world. The paper analyzes
the complexity of non-traditional security in the SCS, thereby drawing some policy
implications for Vietnam in the coming time.

2. Non-traditional security in Vietnam’s formal documents and academic
perspectives

2.1 Non-traditional security in Vietnam’s strategic documents

According to Vietnam’s legal perspective, non-traditional security is an integral
part of national security and defense; thus, ensuring national security is a strategic
task in any time period. Non-traditional security threats have challenged Vietnam’s
national independence, sustainable development, socio-political stability, national
independence, sovereignty, and national security.

The Ministry of Defence of Vietnam (2004, p. 2) affirms:

“Unresolved issues related to border, territorial, maritime and land disputes as well
as other non-traditional security issues, such as drug trafficking, weapons trafficking,
piracy, transnational organized crime, terrorism, illegal immigration and migration,
ecological degradation, etc., are also Vietnam’s security concerns.”

The Ministry of Defence of Vietnam (2009) emphasized that non-traditional
security issues such as the illegal trade and transportation of weapons, drugs, piracy,
organized crime, terrorism, illegal immigration and migration, environmental
degradation, climate change, epidemics, etc. were also frequent security concerns of
Vietnam. In addition to the potential regional security risks of tension and conflict,
the Ministry of Defence (2009) stated that many natural disasters heavily impacted
southeast Asia; although terrorism and piracy had been curbed, there were still
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potential threats to regional security; thus, those threats were common concern of
Southeast Asian nations and many other countries; besides, climate change, natural
disasters, epidemics, transnational crime were increasingly affecting the security of
nations in the region. In 2019 Vietnam National Defence, the Ministry of National
Defence (2019, pp. 11) once again reaffirmed the list of non-traditional security issues
“as seen in cyberspace, terrorism, energy, food, climate change, natural disasters,
epidemics, drug trafficking, people smuggling, illegal migration, transnational crime,
and maritime piracy.”

In the 11" National Congress of the Communist Party of Vietnam, the Party
(2011, pp. 182-183) considered that non-traditional security threats and high-tech
crime continued to increase; global issues such as financial security, energy security,
food security, climate change, natural disasters, and epidemics would continue
developing. The Party also listed a number of non-traditional security issues, namely
religious conflict, ethnical issue, separatism, local wars, political riots, interference,
subversion, terrorism, high-tech crime in the fields of finance and monetary, electronic
telecommunications, biology, environment, and so on. According to the Party, those
issues would continuously intensify in the coming years. At the 12" National Congress,
the Communist Party of Vietnam (2016, pp. 33-34) asserted its consistent perception
and perspective on national security strategies in general, including traditional and
non-traditional security. The Party illustrated that Vietnam must strengthen national
defence and security to firmly defend the fatherland and keep the environment of peace
and stability for the country’s development. Otherwise, Vietnam must be well-prepared
to respond to traditional and non-traditional security threats. Lately, the Communist
Party of Vietnam (2021) illustrated that:

“Non-traditional security issues are increasingly diverse, complex, and
impactful; Increased natural disasters, epidemics and climate change, and the use of
transboundary water resources, especially the Mekong River’s water source, poses
many unprecedented challenges for sustainable development.”

2.2 Non-traditional security in the studies of the Vietnamese research community

Besides the formal perception of the ruling party and Ministry of National Defence,
the Vietnamese research community also introduced many notions of non-traditional
security. Le Van Cuong (2008) argues that there were 17 non-traditional security issues,
including extreme nationalism, terrorism, financial security, energy security, science,
and technology security, ecological environment security, drug trafficking, infectious
disease, organized crime, transnational crime, money laundering, cyber attacks,
illegal immigrants, population explosion, depletion of water resources, piracy, and
the underground economy. Another author named Luan Thuy Duong (2010) divided
the non-traditional security that Vietnam needs to address into seven forms, namely
environmental security, energy security, economic security, human security, maritime
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security, natural disasters, and epidemics. According to Pham Gia Khiem (2010), non-
traditional security issues must include climate change, energy security, natural disasters,
and epidemics, etc. Those issues are becoming a tough challenge to the security of
Vietnam today. According to Tran Thi Ha (2017), in recent years, Southeast Asia has
faced serious challenges originating from non-traditional security issues, such as climate
change, pirates, and terrorism, etc. Those issues strongly affect regional countries in
every aspect of the economy, security, politics, culture, and society. Besides, Southeast
Asian nations develop a mechanism to deal with those new challenges.

Other authors focus on specific issues. For example, Dam Huy Hoang (2018)
paid attention to the environmental pollution in the SCS. The issue of environmental
pollution in the SCS has caused deep concern for either coastal countries or other
countries using transport routes across the SCS. According to Dam Huy Hoang,
ASEAN has launched cooperative efforts to protect the environment, including
cooperation to protect the waters from being polluted by human activities since 2003,
and ASEAN also works with many partners to look for solutions. However, up to now,
due to many problems, cooperation in the control of discharge in the SCS among the
concerned countries is still limited. Meanwhile, Vo Xuan Vinh (2018) considered the
issue of piracy as a top concern. The author argued that as a region characterized by
archipelago and island terrain, the world’s most important sea route in terms of trade
in goods, the waters in Southeast Asia are the birthplace and the ideal environment
for piracy when maritime control capacity of regional countries is limited. During the
post-Cold War period, when the world’s commercial activity became more bustling
due to regionalization and globalization, piracy developed rapidly and turned itself into
a primary security concern of the region. Due to these challenges, Southeast Asia’s
anti-piracy cooperation mechanisms have been formed at various levels.

In short, the Party and the State of Vietnam revealed its views on non-traditional
security issues through the documents of the Party Congress and the Vietnam White
Book of National Defence. Additionally, Vietnamese scholars have also shown
their interest in non-traditional security. In general, Vietnam has identified non-
traditional security as a complex and diverse challenge that needs to be addressed to
ensure national security, independence, and territorial integrity. From the studies of
Vietnamese authors on the non-traditional security issues which the world has to face,
those issues can be classified into two groups:

The first group includes issues associated with the relationship between the basic
human social communities. Those are the relationships between groups of countries of
which political and economic interests are the same or relatively similar. At the heart
of the group, it is the fierce confrontation between major powers. While the likelihood
of major wars, or the risk of direct collision, between major powers is low, the risk of
a conflict to some extent cannot be completely ruled out. That confrontation occurs
not only in bilateral interactions but also in multilateral aspects, or traditional political
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and security issues, but also extends to maritime security and safety. Additionally,
individuals or human groups as sub-state actors, namely marine crime and piracy,
also carry undeniable threats to maritime security and safety, which have been very
common for a long time.

The second group includes issues arising from the interactions between human
society and the natural world. The group of issues is associated with the limitation of
the natural environment when the environment is too strongly and frequently impacted
by diversified activities, especially economic activities, of humans. Those are also
issues related to the capability to provide energy, fuel, natural resources, etc. to meet
the needs of human activities and serve societies’ production. The group also includes
protecting natural resources, preserving the human living environment, rational
exploitation and saving of marine resources, and international cooperation to exploit
sea surface serving the purpose of peace and prosperity.

3. Non-traditional security complex in the SCS

There are two layers of non-traditional security issues in the SCS. Those are entangled issues,
thus making the SCS the most complicated among all territorial and maritime disputes in the
world while also making traditional and non-traditional security issues intertwined.

3.1. Maritime security, the safety of navigation and marine crime

The first and most fundamental is maritime security and the use of sea lanes, which are
related to overlapping sovereignty claims between littoral states and the conduct of military
operations in the name of freedom of navigation by international actors, as well as marine
crime. Out of the disputing parties, China emerges as the most assertive and aggressive.

To reinforce territorial claims, many countries, especially China, have forcibly seized
entities in the SCS and built infrastructures (e.g., airports, wharves, harbors, and military
bases for stationed troops, and so forth.) on those entities. Although many countries have
engaged in such activities, the number of entities renovated and built by China and the
level of militarization of features occupied by China has caused special concerns. China’s
action raises concerns about the potential for conflict and the possibility to strengthen the
states involved as a deterrent power to limit regional conflict.

China builds artificial islands and infrastructure in the SCS for civilian purposes,
benefiting the international community. That is the argument the Chinese side often
makes to justify its behavior. China insists that the construction aimed at non-
military purposes, but it also admits that its objectives include improving its ability
to safeguard territorial sovereignty and maritime rights and interests as well as satisfy
the necessary military needs” (Chase & Purser, 2015). Additionally, the inauguration
of the five lighthouses in different features would “reflects China’s dedication to its
responsibility of boosting navigational safety in the SCS” and improve China’s
“capacity for maritime rescue and environmental protection” (An, 2016). In addition



56 Nghiem Tuan Hung * Nguyen Xuan Cuong

to island reclamation, infrastructure construction, and other civil activities, China
continues to conduct drills and illegally maintains a military presence in the occupied
features. Over the years, China has repeatedly deployed weapons to the Paracel and
Spratly archipelago, combined with holding exercises separately and with other
countries, which intensifies the situation. China no longer conceals its ambition to
establish an air defense identification zone in the SCS. “ For the ADIZ in the SCS,
we have repeated our position on many occasions. What I need to underscore here
is that to set up an ADIZ is the right of a sovereign state and we don’t need other
countries to make suggestions” (Ministry of National Defense of the PRC, 2016).
China’s militarization and infrastructure-building activities in the SCS threaten
maritime peace, stability, security, and safety, go against the UNCLOS, challenge other
provisions of international law, ignore the Declaration on the Conduct of Parties in the
SCS (DOC) that China signed in 2002, as well as intentionally disregard the attention
and legitimate recommendations of the international community. The actions of China
have affected maritime security and safety in the SCS, thus negatively impacts other
countries’ efforts to resolve disputes.

Maritime security and safety remain an issue because traffic through the SCS is
essential for world maritime trade and communications, and the existing maritime
and territorial disputes will threaten the safety of navigation there. In recent years, the
term “safety and freedom of navigation” has become an important expression of the
competition between China and the United States in the SCS. China is deploying its
navy across Asia’s seas and sea lanes, making the unipolar US maritime security order
that has existed for 75 years into a more multipolar and volatile system. The Chinese
naval’s aggression in the East China Sea and SCS is not a single move but affects the
United States’ ability to control the sea across the Western Pacific Rim. Geographically,
the SCS is home to some of the world’s most important shipping routes. The ship
carrying import and export goods between markets in Asia and Europe, Africa, and
America must pass through the SCS. Regional circulation will be significantly related
to both the cost and time delay in delivery. As a result, most countries are directly
interested in ensuring freedom of navigation is respected in the SCS. Unfortunately,
however, the SCS is home to many long-standing territorial disputes. Brunei,
China, Indonesia, Malaysia, the Philippines, Taiwan, and Vietnam have overlapping
sovereignty claims over different maritime entities and water areas in the SCS. Most of
these territorial disputes focus on features within the Paracel and Spratly islands group,
and China is the country making the most absurd demands.

The United States does not support either side in territorial disputes over the features
in the SCS, and the various sovereignty claims are not discussed in detail here. However,
the United States actively opposes illegal claims to the waters around those entities
and illegal restrictions on sea traffic. China has made such unreasonable claims to limit
freedom of navigation. The United States conducts freedom of navigation operations in
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the SCS to oppose these claims and actions. Strategically, the United States has used the
SCS issue as a manipulation mechanism to force either regional countries or external
powers to support the ultimate goal of building a military alliance against China in the
Indo-Pacific region. Tactically, the United States has increased unilateral or joint power
deployments under the Indo-Pacific Strategy. That approach intensifies the geopolitical
competition triggered by naval military games between China and the United States and
poses new challenges to regional maritime security. The primary consideration of the
US Indo-Pacific Strategy is to prevent the bilateral balance of power from developing
in favor of China. US tactics are designed to undermine China’s growing influence in
the vast Indo-Pacific region, including the SCS, and to maintain US superiority. Because
of the Indo-Pacific Strategy, the future will see increasingly fierce competition between
China and the system of US allies and partners.

Therefore, the security model in the SCS is increasingly developing into
competition between major countries. First, US-led freedom of navigation operations
(FONOPS) in disputed areas in the SCS will be more provocative and targeted and the
involvement of the United States Coast Guard (USCG). The joint FONOPS and the
joint law enforcement role played by the USCG as part of their Indo-Pacific Strategy
in the SCS will provide a new means for the United States to prevent the growth of
China’s maritime forces and the militarization of the SCS. It is foreseeable that in the
framework of its Indo-Pacific Strategy, the United States will not only continue to
escalate FONOPS in the SCS in terms of frequency, scale, and geography but also
bring along many challenges as well as become more diverse, which means putting
pressure on China in the security realm. On the one hand, allies of the United States
such as Japan, Australia, and the United Kingdom can conduct joint operations with
the United States based on existing unilateral military operations in the SCS. France
and the UK have announced that the two countries would promptly conduct patrols
for freedom of navigation in the SCS (Lillehaugen, 2018). Australia insisted that it had
the right to send naval operations to the SCS, as evidenced by sending three warships
to the SCS (Strait Times, 2018)). Another US ally, New Zealand, also openly and
openly criticized China in its 2018 Strategic Defence Policy Statement (New Zealand
Government, 2018).

On the other hand, the United States institutionalizes and normalizes the
enforcement actions of the coast guard and gradually conducts joint maritime law
enforcement with relevant countries such as the Philippines, Vietnam, and Malaysia.
Hence, direct competition for power between China and the United States in the SCS is
ongoing. Clearly, the United States has been proving to allies as well as other countries
that it is ready for a safe, secure and free SCS. The US effort has been recognized by
its allies, at least in terms of freedom of navigation, to demonstrate that China’s desire
to hegemony the SCS is not easily achieved. Although China is taking advantage of the
field and space in the SCS, the US is also slowly regaining its position. Marine crime
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is another long-standing issue affecting maritime security in the SCS. SCS is known as
a sea area with a very high traffic density because it concentrates on many important
international maritime traffic routes. That is one reason for the development of many
types of crimes operating in the SCS. Depending on the crime situation, countries focus
on different types of marine crimes, such as: i) piracy and armed robbery; ii) terrorism;
iii) smuggling (goods, human trafficking, rare animals and plants, weapons and banned
substances); iv) violations of the sovereignty of coastal states such as illegal fishing,
illegal exploitation of natural resources; and vi) acts in violation of international law
on matters such as the protection of the marine environment.

In July 2005, the Lloyd Markets Association’s Joint War Committee (JWC) listed
the Strait of Malacca and some areas in the south of the Philippines (along with
regions like Iraq, Lebanon and Somalia) as regions facing potential wars, attacks,
terrorist activities and related hazards (Wu & Zou, 2009). As a result, marine insurance
premiums have increased for ships passing through those areas despite firm opposition
from regional authorities and shipowners. In 2003, the ASEAN Regional Forum issued
a Statement on Cooperation Against Piracy and Other Threats to Maritime Security.
ASEAN is also aware of the piracy threat and cooperates to a certain extent. At the 12t
ASEAN Regional Forum Ministers’ meeting in July 2005, ministers applauded ARF’s
persistent efforts in promoting maritime safety and security and highlighted the four
areas of for future cooperation, namely multilateral cooperation, operational solutions
for maritime safety and security, transport and port security, and the application of
technology for maritime safety and security (ASEAN, 2005). There are also some truly
bilateral or trilateral cooperation efforts based on no firm agreement, such as the joint
patrols between Indonesia, Singapore and Malaysia, which are really reasonable as
they share the waters of the Strait of Malacca and Singapore.

Additionally, the concerned countries should realize that without any great power
help, eradicating piracy would be pretty tricky. The ASEAN Regional Forum then
convened a meeting of maritime experts to coordinate coastal protection actions,
exchange information, and investigate re-piracy. In February 2006, the United
States held a meeting in Alameda, California, where representatives from Indonesia,
Malaysia, Singapore, Australia, Germany, India, Japan, the Netherlands, Norway,
South Korea, the United Kingdom, and the Philippines were gathered. China was
invited but did not attend (Herbert-Burn et al, 2009).

Despite new moves in anti-piracy efforts and the recent decline in piracy in the SCS,
there are some nagging problems in combating piracy. Long-term concerns include
many unresolved overlapping disputes and jurisdictional disputes. For example, the
Spratly Islands are claimed by six parties and occupied by three of them. These territorial
claims are particularly important as anchors for asserting exclusive ecological zones
around disputed islands and natural oil and gas resources that are believed to be on the
seabed. With an insufficient number of agreed boundaries in the SCS, states act primarily
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for their interests. As a result, “The lack of agreed jurisdiction complicates maritime
enforcement, leads to unchecked degradation of the marine environment and facilitates
illegal activities at sea, including possible maritime terrorism” (Bateman, 2005, pp.
260). Otherwise, when the objective of the meeting was to coordinate state contribution
efforts to support coastal states in the Strait of Malacca / Singapore, there has been
little progress in burden-sharing. On the one hand, the littoral states wanted to share the
burden, including providing environmental protection and security services. On the other
hand, the sea-used countries saw burden-sharing to engage more directly in maritime
security measures against piracy and terrorist threats. It can be said that the anti-piracy
cooperation in the SCS has only achieved limited results.

3.2. Marine resources exploitation and environmental degradation

All the issues of this second group are directly related to the human exploitation of
nature to find resources that serve different human and social purposes. In fact, oil and
gas exploitation, as well as fishing in the SCS, are simply an expression of a more
fundamental conflict over sovereignty in the region. Given the recent strength and
assertiveness in the SCS, China’s interests notably deserve special attention. In addition
to expanding China’s security perimeter, China’s regional interests in marine resources
can be grouped into two issues (2 ps), namely petroleum, and protein (seafood).

As the world’s largest energy importer, China wants the most assurance of energy
resources, securing supplies, and not having to worry much about ownership. Due to
the supply-demand nature of the global energy market, any additional supply that is
developed makes the market larger and larger. As a result, the product’s price will fall,
both directly benefiting China as the world’s largest energy consumer.

Since energy is really a China’s concern, China will find ways to exploit marine
energy resources. Although China continues to oppose exploration by other claimants
in the “nine-dash line,” it repeatedly uses its own oil and gas companies to complicate
the situation in existing disputed maritime areas. While the level of competition for oil
and gas resources is inflated, it is clear that state oil and gas companies in the region are
being used to assert maritime claims, with rigs and oil being used as a clear indication
that the state controls disputed areas. International oil and gas companies trying to
operate in disputed areas also run the risk of promoting national goals over economic
and business reasons. The most typical example of this is the stressful monthly incident
in 2014 with Vietnam when China National Petroleum Corporation (CNOOC) used
the Haiyang Shiyou 981 rig to perform exploration drilling at the disputed area near
Paracel archipelago. CNOOC with its fleet and exploration rigs is a kind of tool to
establish sovereignty. CNOOC itself is interested in encouraging Chinese leaders to
take a hard line in protecting the right to access oil and gas resources. CNOOC is also
known for promoting sovereignty claims over potential oil and gas reserves in the
SCS; thus, CNOOC:'’s credibility and political influence could be enhanced.
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The sovereignty disputes and too high seafood demand from the claimants, especially
China, harm seafood resources in the SCS. The most important aspect of the Spratly
Islands dispute is not just oil or sovereignty; it is whether seafood from the SCS
continues to be supplied to the Asian people in general and the Chinese in particular
or not. For more than 20 years, every May, China unilaterally issued a ban on fishing
in the SCS, lasting for three months. In line with the ban, China sent many fishing
boats and China Marine Surveillance (haijian) ships to increase operations in the SCS
to control and confiscate fishing boats and equipment that China considers violations
of its unilateral fishing ban. There are at least three signs that seafood resources are
endangered. The first sign is production. Catches remain unsustainable 10-12 million
tons for decades, a figure that could double from illegal, unreported, and unregulated
(IUU) fishing (Cheung & Sumaila, 2015). Stable catch conceals a severe problem:
catches increasingly include smaller species with booming populations because wild
predators have been overfished. The second sign is that fishermen’s catch per unit
effort (CPUE) has dropped drastically over the past decades as fishers are forced to
spend more time and fuel to bring in the same amount of fish or seafood. Vandalism,
including the use of fishing boats damaging corals, Muro-ami nets, or even explosives
and cyanides that are often used to squeeze more from declining fisheries. The third
sign is that vital habitat is disappearing. A 2012 meta-analysis of maritime studies
show that in the past 10-15 years, the SCS’s coral coverage in disputed areas decreased
from over 60% to just 20%. Coral reefs along the Chinese coast are even worse and
have declined by more than 80 percent in the past few decades (Hughes et al, 2013).

Under the provisions of UNCLOS, the coastal state has:

“sovereign rights for the purpose of exploring and exploiting, conserving and
managing the natural resources, whether living or non-living, of the waters superjacent
to the seabed and of the seabed and its subsoil, and with regard to other activities
for the economic exploitation and exploration of the zone, such as the production of
energy from the water, currents and winds. (Article 56).

Environmental degradation in the SCS has caused deep concern for either coastal
countries or other countries using transport routes across the SCS. Scholars and
scientists pay great attention to the environmental degradation and pollution in the
SCS. There is a noticeable activity that damages the ecological environment of the
SCS, namely islands reclamation or the construction of artificial islands. Among the
claimants, China is the most active.

China has diversified strategies to assert its dominance over the disputed maritime
areas, including strengthening its military capabilities, researching to show a historical
and diplomatic basis for its claims to ensure that the Southeast Asian claimants do not
unite in the dispute with China. This is evident in the comments of Yi Xianliang, deputy
head of the Chinese Foreign Ministry’s Boundary and Ocean Affairs Departments, on
construction activities in the SCS when he said that “the Spratly Islands are China’s
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intrinsic territory, and what China does or doesn’t do is up to the Chinese government.
Nobody can change the government’s position.” In other words, China has sovereignty
control over the disputed territory and intends to enforce it. One tactic that China has
used recently as if having undoubted sovereignty over disputed areas, is to explore
potential energy resources and to build infrastructure construction. By doing those,
China asserts its rights to do what it wants to do within its territory.

As for the reclamation and construction of artificial islands, it is undeniable that
China is responsible for the most active implementation of island-building activities in
recent years. Additionally, according to Zhang Hongzhou (2016), the giant clam mining
industry began to explode in 2013, when the Chinese government decided to turn a
blind eye to the illegal exploitation of a protected species to reinforce its claim in the
SCS. According to Zhang (2016), in 2015, the giant clam mining industry supported
the lives of nearly 100,000 people in Tanmen, Hainan. Environmental damage may
have dire consequences for the people of all countries around the SCS. Actually, the
Chinese side has always denied all allegations. On April 28, 2015, Foreign Ministry
spokesperson, Hong Lei, rejected the notion that the construction of the Chinese island
is harmful to the environment. Chinese construction projects have also undergone years
of rigorous scientific evaluation and testing and are subject to strict environmental
protection standards and requirements. Such projects will not damage the ecological
environment of the SCS (Ministry of Foreign Affairs of the PRC, 2015). On June
16, 2015, Chinese Foreign Ministry spokesman Lu Kang told reporters that China’s
construction activities against the Spratly Islands did not and will not cause damage to
the system and marine ecological environment in the SCS (Ministry of Foreign Affairs
of the PRC, 2015).

However, in its 2016 ruling, the Permanent Court of Arbitration “strongly
condemns China for the serious and permanent environmental damage it has inflicted to
coral reefs and their wildlife in the SCS” (Tickell, 2016), especially regarding China’s
recent large-scale island reclamation (O’Neil, 2018). The court ruled that by carrying
out such activities, China has violated its obligation to conserve and protect fragile
ecosystems and habitats of depleted, threatened, or endangered species and threats
that cannot be overcome to the marine environment. In its ruling, the court noted that
it had asked China to provide the environmental assessment studies, as required by
Article 206 of UNCLOS. China, which refused to participate in any court proceedings
in the lawsuit, did not comply. The arbitral tribunal also determined that the Chinese
government is responsible for the poaching and destruction of coral reefs in the SCS.
The court ruled that the Chinese authorities were aware that Chinese fishers had caught
and harvested giant endangered sea turtles, corals and clams in the SCS (by using
inducing methods that seriously damage the reef) and failed to fulfill an obligation to
prevent such activities. The court found that China, despite the rules of giant clams
protection and conservation of the reef environment in general, was fully aware of
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the practice and has proactively accepted it as a means to exploit the living resource
cascade of the reefs within the months before those reefs faced the near-permanent
destruction brought on by island construction activities.

4. Policy implications for Vietnam

In the SCS, there are disputes in some areas of waters, leading to sovereignty in the
undefined overlapping areas between disputing parties. Directly related to Vietnam
are the dispute in Paracel Islands between Vietnam and China; and the Spratly Islands
dispute between six parties (Vietnam, China, the Philippines, Malaysia, Brunei, and
Taiwan). Because of the history of conflicts between countries related to the SCS and
the continuous strengthening of military capabilities, the SCS has hidden hot spots that
can threaten peace and stability. Maintaining a stable, peaceful, and cooperative SCS is
an aspiration and a shared responsibility of either regional countries or the international
community. To achieve this goal, it is necessary to have a joint effort of the countries
in the region and the international community based on respecting international law,
fully and responsibly implementing the basic principles of international law, including
UNCLOS 1982. Vietnam has been and will be making a positive and responsible
contribution to this joint effort towards this goal. Several policy implications should go
to Vietnam’s government as follows:

For maritime security, freedom of navigation, and marine crime

First and foremost, Vietnam should enhance cooperation with the United States in
general and in the SCS in particular. In addition to the issue of common interests in
the field of security for the SCS and Southeast Asia, the two countries have come to
understand each other better. Vietnam and the US no longer look at each other through
an ideological lens. Vietnam and the US both believe that the SCS is a strategic area in
terms of politics, international law, economics, marine environment, and security.
Although the US is not directly involved in sovereignty disputes, the country has many
interests similar to Vietnam in the SCS. The US-Vietnam cooperation in the SCS issue
is very active and there are many potentials for development. While the United States
essentially continued to rely on the principles outlined in May 1995 (before establishing
diplomatic relations with Vietnam), under which it continued to promote peacefully
resolving disputes, peace and stability, freedom of navigation, neutrality regarding
disputes, respect for principles of international law, the fact that the United States is
becoming more and more actively and voluntarily involved in the SCS issue. The
outstanding benefit that both Vietnam and the US are concerned about is the right of
unobstructed access in the SCS following international law. That right of unobstructed
access is closely related to the exploitation of marine resources as well as for the
navigation of commercial ships and military activities in the SCS. Besides continuously
making policy statements and proposing acts related to the region and the SCS, the United
States continues to strengthen its presence in the SCS with naval ships and aircraft of all
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kinds, including warships. In terms of economic business, US companies such as Delta
Offshore Energy, Bechtel Corporation, General Electric, McDermott, Exxon Mobil, and
Murphy Oil continue to cooperate in oil and liquefied natural gas projects in Vietnam
and the SCS (BBC, 2020). And defense cooperation related to the SCS continues to be
of interest to the two sides, including transferring a number of big-size US patrol boats to
Vietnam (US Embassy & Consulate in Vietnam, 2019).

Another important interest that both Vietnam and the United States attach
importance to promoting is enhancing peace and stability in the SCS and Southeast
Asia. Good relations between Vietnam and the US will help protect maritime security in
the SCS. The fact that Vietnam and the US continue to pay attention to and strengthen
cooperation related to the SCS has brought about practical benefits to the region. That
cooperation contributes to increasing regional interest in the SCS issue, accelerating
the process of dialogue at regional and international forums, creating a more balanced
situation in resolving the disputes. In addition, although the United States itself has not
ratified the 1982 UNCLOS, it has persisted in promoting cooperation based on The
Convention’s principles of facilitating regional countries in finding a common voice to
realize patterns of behavior in the SCS. Otherwise, strengthening cooperation on SCS
issues actively contributes to helping protect the legitimate interests of both Vietnam,
the US, and some other Southeast Asian countries about dispute settlement, marine
resources exploitation, using sea routes in international integration, and enhancing
trade. In order to contribute to promoting peace, stability and cooperation in the SCS,
Vietnam and the US have plenty of room to promote cooperation. The two sides should
continue to uphold and promote the building of a rules-based regional order, for which
the free and open Indo-Pacific is one of the examples a regional order. Thus, the SCS
issue is also resolved according to the positive general principles of international law.
Vietnam and the US established their “comprehensive partnership” in July 2013.! Of
course, in Vietnam’s diplomatic rhetoric, China is Vietnam’s most important partner,
while the US is one of the least important. However, the US is in reality, the second
most important partner of Vietnam. For many aspects, the United States is just as
important as China. For Vietnam, the current relationship with the United States is
fundamentally strategic in many vital areas, such as security and defense, although it
is just called a “comprehensive partnership” by name. Vietnam and the US can also
join regional and international countries to create an annual high-level security forum

! Linguistically, Vietnam lags behind the Philippines, Thailand, Indonesia and Singapore, which are strategic
partners of the United States in the region, in their importance to the US. Meanwhile, Vietnam has raised the
level of diplomacy to “strategic relations” with 16 countries including Russia (2001), Japan (2006), India
(2007), China (2008), South Korea and Spain (2009), United Kingdom (2010), Germany (2011), France,
Indonesia, Italy, Singapore and Thailand (2013), Malaysia and the Philippines (2015) and Australia (2017).
The US, the world’s largest economy and military, is even behind Vietnam’s “comprehensive partnership”

with Myanmar which was set up in 2017.
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to discuss and resolve emerging SCS issues. The two countries can also promote
cooperation related to the capacity building of each stakeholder for training, joint
exercises, information exchange, economic cooperation, scientific research, marine
environmental protection, terrorism, piracy prevention, and natural disaster relief in the
SCS. In that process, openness and transparency of cooperation and active sharing of
information and cooperation with regional countries are essential to alleviate concerns
and gain access to other resources and support of the international and regional
community. The tighter the US-Vietnam relationship, the higher it will enhance
regional countries’ confidence in the US.

For marine crime, the basis for promoting cooperation in the field of marine crime
prevention in both bilateral and multilateral frameworks is the common understanding
of the threats. Marine crime issues such as piracy, armed robbery at sea, smuggling,
terrorism, illegal fishing, and destruction of the marine environment in the SCS created
an urgent need for cooperation between countries.

Facing with these security challenges, Vietnam has actively participated in
multilateral and bilateral cooperation mechanisms such as the Regional Cooperation
Agreement on Combating Piracy and Armed Robbery against Ships in Asia, Heads of
Asian Coast Guard Agencies Meeting, etc., proactively set up communication channels
or hotlines, participated in joint patrols, and cooperated to improve maritime capacity
with neighboring countries. All are heading towards the prevention of all kinds
of marine crimes. The coastal states have come to realize that cooperation is one of
the effective options for maintaining order and security in the SCS. In addition, the
adjustment of the maritime security focus in the policies of major countries such as
China, Japan, the US, India, and other countries also facilitates cooperation between
law enforcement forces in general. It looks for opportunities to promote cooperation
and capacity building for maritime law enforcement agencies in Vietnam in particular.
However, in the context of increasingly fierce disputes in the SCS, cooperation between
anti-crime forces is facing many challenges: (i) civil and law enforcement forces are used by
some countries as political tools to assert sovereignty and unilaterally enforce their claims;
(ii) the decline of confidence among countries in the region is pursued by some countries
and enforced excessive claims which are inconsistent with UNCLOS, which is considered
as the main cause of distrust, dissatisfaction, and conflicts between law enforcement forces
in the SCS, thus creating a huge challenge in efforts to promote cooperation against threats
from marine crime; (iii) it is also difficult to reach consensus due to the lack of clearly
delimited maritime boundaries, thereby defining the specific jurisdiction and jurisdiction of
the stakeholders. Thus, it can be seen that disputes and lack of trust are factors that limit the
motivation and desire for cooperation between countries.

For marine resources exploitation and environmental degradation

Among the disputing parties, Vietnam always wishes to resolve the problem as soon
as possible with the most actively proposed idea called the model of cooperation for
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mutual development. General Secretary Do Muoi introduced this model during his
visit to Thailand in October 1993 (Hoang Viet, 2010).

This policy is being implemented by Vietnam in practice. The legal basis for
cooperation for development without the delineation of the main overlapping sea
area is the Clause 3 of Article 74 (applied to the EEZ) and the Clause 3 of Article 83
(applied to the continental shelf) of the UNCLOS. Accordingly, in the period of the
delimitation of the sea, states must endeavor to reach a practical interim settlement
that does not prejudice or hinder the reaching of the final delimitation agreement. In
other words, the provisional settlement is the ultimate solution that the Convention
requires states to strive to achieve. This is an effort obligation, so no provisional
arrangements are required. Unlike the Chinese model of “setting aside dispute and
pursuing joint development?,” the model proposed by Vietnam should be deployed
in the disputed area, which is overlapping by the sovereignty demands of the related
parties, with legal and historical grounds consistent with the provisions of international
law, especially UNCLOS and acknowledged by the parties to be disputed. According

2 In Chinese: 8l & 4%, JLFITFA. According to the Ministry of Foreign Affairs of the PRC, the concept
has four elements:

The sovereignty of the territories concerned belongs to China.

When conditions are not ripe to bring about a thorough solution to territorial dispute, discussion on the issue
of sovereignty may be postponed so that the dispute is set aside. To set aside dispute does not mean giving
up sovereignty. It is just to leave the dispute aside for the time being.

e territories under dispute may be developed in a joint way.

The hurpose of joint development is to enhance mutual understanding through cooperation and create
conditions for the eventual resolution of territorial ownership.

Infact, despite the proposed joint exploitation cooperation, China still maintains its unreasonable territorial
claim. More importantly, most of the areas that China proposed to exploit collectively lie on the continental
shelf which is obviously under the sovereignty of another countries. Through common exploitation
intentions, China intentionally forces other countries involved in mining to understand that they are
exploiting in the disputed territory with China. In addition, the policy of bilateral negotiations with each
disputing country that China has introduced is not consistent with the reality of intermingling interests
and claims of many parties and the international community in the SCS. Therefore, China’ proposal is
not feasible in practice. The model of cooperation in sharing marine resources and setting aside disputes
for mutual exploitation, if carried out, will mean the recognition of Chinese claims over the entire SCS,
in accordance with China’s intentions to turn a non-disputed area into a dispute. Other claimants may
have to accept a resource sharing within their own territorial waters. This makes the model difficult to
implement. In fact, not a single country would accept to give up their sovereignty. Although China has
recently signed joint mining cooperation memorandums with the Philippines (2017) and Malaysia (2019),
the implementation of these agreements will be prolonged and there is always a potential risk of collapse

when economic benefits are not as expected.
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to this point of view, in the SCS, there are basically disputed areas such as the Paracel
archipelago, Spratly archipelago, continental shelf areas in the South and Southwest of
Vietnam between Vietnam and Malaysia, Vietnam - Thailand - Malaysia, and historic
waters between Vietnam and Cambodia. The goal of Vietnam is to the interests of all
stakeholders and contribute to building the SCS of peace, cooperation, and sustainable
development is through the process of cooperation and development in the SCS. That
policy of Vietnam is consistent with the principles of international law, the Charter of
the United Nations, and the stakeholders’ interests.

Meanwhile, the co-development model proposed by Vietnam meets the set of
criteria, especially cooperation must take place in areas with factual disputes under the
EEZ and the continental shelf. Therefore, the model is supported by many countries.
Currently, in addition to cooperation for development between Vietnam and Malaysia,
or Malaysia and Thailand, some countries are actively researching and applying this
model. In the context that the settlement of sovereignty disputes in the SCS faces
many difficulties and challenges, it can be expected that the related parties show
their goodwill, and promote negotiations for mutual cooperation in exploitation and
development, generally, in disputed waters. However, the replication of the cooperation
model under Vietnam’s initiative still faces many obstacles because the views of
countries on joint exploitation are still different, and strategic confidence between
countries is still low and deterrence by China. In addition, the application of this model
is only possible in cases the related parties show their willingness to negotiate a specific
disputed area, the subject to be jointly exploited, and the extraction mechanism.
Although the implementation of Vietnam’s model of cooperation for development is
not always easy (Tran Nam Tien, 2014), in recent years, the implementation of the
model has been carried out quite smoothly because it meets the criteria for identifying
the real disputed area and is supported by many countries.

Besides, Vietnam needs to continue promoting the implementation of the
model of cooperation for development in expanding cooperation for exploitation
and development first, and at the same time negotiating and settling disputes of
the overlapping areas with other countries based on suitability and respect for the
interests of all parties, and in compliance with the principles of UNCLOS and DOC.
If implementing that move well, Vietnam will receive the support of the international
and regional community, thereby contributing to building the SCS into a sea of
peace, cooperation and sustainable development. According to the regulations of
UNCLOS, Vietnam can consider a temporary practical solution of joint exploitation
in the overlapping area with Indonesia and the Philippines. However, it is necessary to
carefully consider and comprehensively forecast the parties’ response when conducting
joint exploitation of marine resources in sensitive areas. Besides, in international
cooperation on oil and gas exploitation, it is necessary to select potential partners,
focus on international cooperation mechanisms. The implementation of exploration
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and exploitation projects should focus on sovereignty and long-term interests over
short-term and immediate economic interests.

Due to the geographical and historical conditions and the process of regional
and world integration, Vietnam’s security and defense issues are increasingly closely
linked with neighboring countries. The rapid developments of non-traditional security
issues in Southeast Asia have forced countries to erase the distinction between
domestic and regional issues. No country, including Vietnam, can continue to assert
that non-traditional security issues within its borders can be resolved unilaterally
through the state’s response. The range of fluctuations, the extent of the effects, and
the impacts of these issues crossed national boundaries; thus, responses at the national
level are insufficient. In other words, the transnational character of non-traditional
security requests either responses at the national level or closer regional cooperation.
Vietnam has actively cooperated with neighboring countries and regional institutions
in responding to security challenges, especially climate change (Communist Party of
Vietnam 2011, pp. 237).

Vietnam has also made great efforts to promote cooperation with other countries in
the region in setting up legal frameworks, building a special cooperation mechanism
with a particular focus on strengthening cooperation with ASEAN countries. Vietnam
submitted appropriate plans and mechanisms such as participation in the ASEAN
Anti-Drug Cooperation Strategy, signing the ASEAN Declaration on Counterterrorism
Cooperation. Vietnam highly appreciates and actively participates in the ASEAN
Defence Ministers Meeting (ADMM) and other defence industry conferences and
supports initiatives to enhance ASEAN military cooperation to tackle security issues
for mutual interests. In that spirit, the Ministry of National Defence of Vietnam has
actively participated in multilateral cooperation mechanisms with ASEAN countries,
such as attending ASEAN defence conferences at all levels, exchanging experiences on
national defence, fighting against transnational crime, anti-terrorism, and humanitarian
activities in disaster prevention. (Ministry of National Defence 2009, pp. 29).

Not only does Vietnam cooperate with Southeast Asian countries but dialogue
partners. Vietnam and ASEAN have developed collaborative programs and plans in
the field of non-traditional security, including cooperation capabilities. In other words,
cooperation in non-traditional security areas is a new direction that ASEAN countries
and Vietnam have implemented effectively with dialogue partners, significant partners
such as China, Japan, South Korea, the United States, and the European Union. These
cooperative efforts can be named here, for example, ASEAN-US Joint Statement on
Counterterrorism Cooperation;, ASEAN-EU Joint Statement on Counterterrorism
Cooperation; Bali Declaration on building the ASEAN Community; ASEAN Regional
Forum. Among those cooperation mechanisms, the ASEAN Regional Forum is the most
important formal security dialogue mechanism with the participation of many dialogue
partners. In addition to the ASEAN Regional Forum, the cooperation mechanism between
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the 10 ASEAN member countries and the three Northeast Asian powers, including Japan,
Korea, and China, also known as ASEAN +3, is becoming an increasingly mainstream
channel for cooperation, particularly in the field of economics and security.

Marine investigation and research on marine resources and the environment should
be carried out regularly to verify Vietnam’s sovereignty over areas where Vietnam
has sovereignty and jurisdiction under UNCLOS. Vietnam needs to develop marine
economy sustainably, form marine eco-culture, proactively adapt to climate change,
sea-level rise, and prevent low tide, pollution, degradation of the marine environment,
erosion of the coast and sea erosion, restoration, and conservation of important marine
ecosystems (Nguyen Chu Hoi, 2018). Besides, Vietnam must develop strategies and
socio-economic development plans combining with a marine investigation, prevention
of natural disasters, and sea environmental pollution. Vietnam’s attention should be
paid to international cooperation on marine resources and environmental investigation
and research. Particularly, on the issue of fishing, it is necessary to negotiate with the
concerned countries about the traditional fishing area in the SCS based on international
law and the conclusions of the Permanent Court of Arbitration. This will be an essential
foundation for establishing regional cooperation mechanisms to control fishing in the
disputed field and prevent the degradation of marine resources.

5. Conclusion

In sum, the non-traditional security complex in the SCS covers two categories. First,
the issues must be maritime security, freedom of navigation, and marine crimes. As the
lifeline sea route connecting the Pacific and Indian oceans, the SCS plays an important
role in the global maritime map. Thus, any emerging nation’s control of the sea route
will be a threat to maritime security and not be consistent with the interests of freedom
of navigation for all the countries or the region as a whole because SCS is a sea area
with a very high traffic density because it concentrates on many important international
maritime traffic routes. That is one reason for the development of many types of crimes
operating in the SCS, such as piracy and armed robbery. Second, there is a group of
issues that are directly related to the human exploitation of nature in order to find
resources that serve different human and social purposes. It can be said that, in terms of
the immediate intensity of impact on nature, those activities are just inferior to the war.
However, unlike armed conflicts or wars, natural exploitation takes place regularly,
continuously, and in perpetuity. Therefore, the scope of action of natural extraction and
the duration of exploitation are respectively stronger and longer than those of wars. It
is undeniable that the destructive intensity of nature and habitat increases with human
exploitation and economic development.

In fact, the situation in the SCS is always subject to tension or local conflict and
recent years have continuously witnessed an escalation in sovereignty claims as well
as tense actions in the disputed waters. Meanwhile, there is a lack of regional security
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cooperation mechanisms that are strong enough to effectively handle those issues in
accordance with the fundamental principles of international law, especially aiming to
resolve disputes peacefully. The main factor making the situation more complicated
is China with its territorial and resource ambitions. Due to its interpretation of
international law and field actions, China tends to increase imposition of restrictions
on freedom of navigation and overflight in most areas of the SCS. In its strategy of
becoming a global power, the SCS is certainly not China’s ultimate goal. Vietnam is
not the only target that China wants to dominate or maintain influence. China’s goal
is global reach, in which Vietnam and the SCS are only important gateways for China
to take steps passing on the path they want to take. If China cannot pass through
Vietnam, it is difficult for China to control and monopolize the SCS. China will find
every way and at any cost dominate the SCS according to the intention of the nine-
dash line, to completely master the sea routes to the world. The SCS is the lifeblood of
oil transportation, the only way China can reach out to control the ocean. The SCS is
a strategic path, a core area of interest, ensuring national safety and security as well as
China’s economic growth and military position.

For Vietnam, the country should be aware of heightening its relationship with the
US. China’s aggression in the South China Sea is one of the main factors for Vietnam
to seek to tighten relations with the US, especially in defense security to balance
China in the SCS. Overall, while there are certain differences, especially in political
freedoms and human rights, the strategic interests of the United States and Vietnam
are increasingly aligned. A better Vietnam-US relationship is beneficiary to the SCS
as well as Southeast Asia’ regional cooperation. Besides, Vietnam always emphasizes
that peace, stability, cooperation and development in the South China Sea are the
common aspirations and goals of the countries surrounding the SCS. Exploiting natural
resources for economic growth has led to great achievements. However, because of not
paying attention to the consequences, or by pursuing immediate benefits, the mankind
has made the earth as a whole and the SCS in particular become gradually exhausted.
The risk of crises, large-scale ecological disasters are appearing in the immediate
future. Thus, multilateral cooperation in every aspects of non-traditional security issues
in the SCS must be pushed forward.
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Rising Strategic Competition Between the United States and
China in Mekong River Subregion

Duong Van Huy" ¢ Tran Thi Hai Yen™

Abstract In recent years, the Mekong River Subregion has become central to the strategies
of major global powers due to a series of economic and geopolitical factors. The growing
importance of the Mekong Subregion in global dynamics spurred several actors to develop
specific strategies. While the United States (US) created regional fora for policy discussions
as well as development funds, China increased its presence by offering loans, constructing
infrastructures, and creating a specific regional institution. Due to the rising strategic
competition by powers, so that, Mekong River Subregion is now at the crossroads of great
power competition, especially the strategic competition between the US and China in the
Indo-Pacific region. The US-China strategic competition in the Mekong Subregion differs
from the maritime Southeast Asia regions, especially in the South China Sea, in this region;
the competition is between China, which has almost won the foothold in the region, and the
United States, which is trying to find ways to increase engagement in the region to find a
place for itself. This scenario would be detrimental for Mekong River Subregion countries.
The countries in the Mekong River Subregion pursue the “hedging strategy” to respond
to the growing competition between the US and China, to manage the regional order. In
pursuing such a strategy, the countries in the region look to other external powers such as
Japan, India, South Korea, Australia, Russia, and the European Union (EU) not only for
the pursuit of security cooperation but also for deeper economic involvement. However, the
“hedging strategy” through economic cohesion gives the impression that the smaller powers
in Southeast Asia are actively chasing the larger powers for funding and privileges.

The effectiveness of such a cohesive strategy largely depends on how larger powers
allow things to happen. Given that situation, this article seeks to explain and analyze the
rising strategic competition between the US and China in Mekong River Subregion and
how the Mekong Revier Subregion countries respond to this situation in detail.
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Introduction

Mekong River is about 4,350 km long, flows through 6 countries, including Vietnam,
Cambodia, Laos, Myanmar, Thailand, and China. Its upstream area in Chinese territory is
called Lancang River by this country. This is considered one of the lifeblood of Southeast
Asia; this region is home to nearly 242.8 million people (in 2018) and is the source of
life for about 65 million people living in the downstream area. Its natural resources really
attract huge economies, including China, the US, and Japan, South Korea, India, etc. In
addition, the need to take advantage of the competitive advantage of human resources
and the need to expand markets of major countries’ areas that are also met by the inherent
conditions of the Mekong Subregion further boost their presence in this region. The
countries of the Mekong Subregion also welcome the presence of many major countries
with interests in taking advantage of other competitive advantages in capital, advanced
science and technology, and management experience.

Besides the South China Sea, the Mekong region has now become a strategic
point for strategic competition between the US and China. In recent years, the Mekong
Subregion has seen the re-engagement of foreign powers, especially the US, Japan and
South Korea. The China factor remains to be the main reason for this re-engagement.
The re-engagement is characterized by creating a new impetus for existing narrow
multilateral cooperation mechanisms, namely the US’s Lower Mekong Initiative
(LMI), the Mekong - Japan Cooperation and the Mekong - South Korea Cooperation.
These cooperation mechanisms place emphasis on economic improvements and
human development indices in this Subregion. Each major power not only has its own
policy towards the Mekong Subregion, but also links their respective policies together
and collaborates through projects. These re-engagements will diversify financial and
technical support for the Mekong Subregion in the context of China’s increasing
economic and political influence. It also enhances the subregion’s position in the
foreign policy of regional powers. The re-engagement of major countries, especially
the US in the Mekong Subregion in the context of China’s increasing influence in this
region, signals fierce competition for power in Southeast Asia. Despite the medium-
term benefits, the region will face challenges in its equivocation defense strategy.

The increase in strategic competition between China and the US in the Mekong
region has now become the concern of countries in the region. In geostrategic terms,
the Subregion also has a special geographical location, connecting with major Asian
markets and dynamic economies such as China, India, as well as ASEAN countries.
With their strategically important trading positions, the countries of the Mekong
Subregion were once the places where major powers established their institutions
and outposts in the past. In the current period, the Mekong Subregion becomes the
place where Japan and China compete for increasing influence in the region. It is also
a “buffer zone” for China to develop its influence over the wider parts of Asia - the
Pacific and the Indian Ocean, where it wields its rise to the international community.
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This is the buffer zone for the US to implement Asia policy, exercise restraint on China.
The US’s LMI and China’s Mekong Subregion Countries Summit have overlapping
components. On the other hand, the Mekong Subregion is also a potential area for
development and competition in international economics. (Duong Van Huy, 2020:
14101-02) Currently, the Mekong Subregion is becoming a new hot point in strategic
competition between the US and China. This not only creates an opportunity to expand
cooperation space for countries in the Mekong Subregion, but also creates many new
challenges that those countries are facing.

For the research methodology, the research design of this research follows a way of
qualitative analysis with the case study as the main research methodology. Besides, the
main research questions of this research are: Why is the Mekong River Subregion becoming
strategic competition between the US and China? How do the US and China increase in
strategic competition in this region? To answer these questions, the paper highlights the
sections as follows: the first section is the introduction, the second section mainly analyzes
the strategic objectives of the US and China to the Mekong Subregion. The third section
of the article analyzes the ways to promote competition between the US and China in the
Mekong River Subregion. The fourth section of the article assesses the response of the
countries in the Mekong Subregion to the rising strategic competition between the US and
China in this region. And, the last section is the conclusion and findings.

1. The Strategic Objectives of the US and China in the Mekong River
Subregion

For China

The country also has ambitions to create a belt of influence of this country in the
South. At the beginning of the 21st century, China wisely implemented the strategy of
“Dongwen Beiqiang Xijin Nanxia” (4f2. Jbst. PHiE. B 1) that would “stabilize
in the east, gather strength in the north, to advance to the west and descend to the south”
(Huangiuwang¥ ERM, 2012), “is the doctrine that can be seen as China’s long-term
strategy for transport exits beyond its borders, which Xi Jinping is actively realizing”
(Minakir, P. A. and Suslov, D. V, 2017), thus creating a safe “buffer zone” around
China. In which, “descend to the south” (NanxiaFd V) focuses on tightening economic
relations with neighboring ASEAN countries in the South, brings China’s economy into
integration with this market (Duong Van Huy, 2020: 14102).

Thus, the region where China can gain influence more easily is the South, which
is home to a group of smaller and weaker neighbors compared to China. The Mekong
region is the one that China most easily exerts its influence, and also the one that
China has had relatively good relations with the countries in. China’s objective of
approaching the Mekong Subregion is shown in several aspects.

Firstly, promoting China's presence in its “traditional influence area.” Mainland
Southeast Asia, namely the Mekong Subregion bordered by China’s Guangxi and
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Yunnan Provinces — China’s relatively low-developed region in the southwest,
including the “Xibu Da Kaifa Zhanlie” (ViH KR EEHE), that would “Great
Western Development” (GWD) policy and the opening-up in the Southwest region of
China, which is also the door to go down to Southeast Asia by road, and go into the
Indian Ocean via Myanmar. In addition, the region includes mainly the countries with
close trade relations with China, especially now that many countries in this region are
increasingly tightening their relations with China. Therefore, for China, this area can
be seen as Beijing’s “traditional influence area” (Duong Van Huy, 2020: 14102), so
promoting a new, more efficient cooperation mechanism will be of major role in the
overall strategy of China in Southeast Asia.

Secondly, the Mekong Subregion has become a “pilot” place for China’s cooperation
initiatives such as “Belt and Road Initiative” (BRI) and building a “Community with
shared future” (Mingyun gongtongtiaplatt[@{K) (Renminwang \ I, 2019) between
China and its neighbors. Currently, China is promoting the strategy of building a
“Community with shared future for mankind” in the region, so mainland Southeast
Asia (countries in the Mekong Subregion) is considered a “pilot” area for China to
implement the Asian Community with Shared Future strategy. China also emphasized
the “cooperation in solving competition for water resources for transboundary rivers in
the spirit of community with shared future for mankind of regional cooperation” to enjoy
the water of the same river; the future is closely linked.” Lancang-Mekong Cooperation
(LMC), and more broadly BRI is an important tool to promote building a community
with shared future. China also assessed that the Lancang - Mekong cooperation is a
newly innovative regional cooperation model. This cooperation model aims to inderit the
spirit of buiding an Asian community with a shared future for mankind. This mechanism
will not replace the existing regional cooperation mechanism but rather new addition.
This can be considered as an important cooperation mechanism in China’s neighboring
diplomatic strategy (Li0, JinshéngXI|$3] £, 2016).

This area is an important gateway for China to implement China’s “go out”
strategy and consolidate the regional infrastructure network connecting China with
Southeast Asia and South Asia. China is involved in the development of the North-
South Economic Corridor (NSEC) because it has a role in assisting Yunnan province
and Northern Laos provinces to access important seaports. (Duong Van Huy, 2020:
14102) The corridor also connects to the existing road network from Kunming to
Beijing. Currently, NSEC is almost complete, except for several transport routes
between Laos and Thailand. In addition, China is also promoting the economic corridor
of Kunming - Lao Cai - Hanoi - Hai Phong - Quang Ninh, the economic corridor of
Bangladesh - China - India - Myanmar (although it has not yet achieved any practical
results). Building China’s Trans-Asia railway from Kunming to Singapore.

In addition, the promotion of the “Belt and Road Initiative” (BRI) will help China
accelerate the expansion and formation of transport infrastructure in the Greater
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Mekong Subregion (GMS) in the past five years and China is a driving force. The
appearance of “International Hubs” linked and driven by China is not only changing
“geo-economics”, but also shaping visions of “geostrategy and geopolitics” in the area.
Infrastructure de-bottlenecks are forming other economic and strategic bottlenecks, of
which Beijing is the coordinator.

Thirdly, strengthening cooperation with the Mekong River Subregion, China wants
to reduce the presence of other powers in this region, such as the US, Japan, South
Korea, India, etc. In the recent period, the subregion’s potential for development has
attracted the attention of many investors and development partners who capture the
trend of regional and international integration. Up to now, in the Mekong Subregion,
many cooperation mechanisms have been formed within the Mekong countries as
well as between the Mekong countries and major partners such as the US, Japan,
Korea, India and the EU. Cooperation mechanisms such as the Mekong- Japan, the
Mekong-Korea cooperation mechanism, the US Ganges-Mekong River Cooperation,
etc. These cooperation mechanisms are strongly competing with China’s cooperation
with the region. Therefore, the strengthening of bilateral and multilateral cooperation
mechanisms under the “Belt and Road” framework is hoped by China to create a new
space for China to increase regional influence, to compete with the increasing influence
of other external powers, especially the US and Japan. (Duong Van Huy, 2020: 14103)
Fourthly, China aims to “contain” the Taiwan factor in Mainland Southeast Asia,
especially in the context of Taiwan's implementation of the “New Southbound
Policy” in the Era of Ms. Tsai Ing-wen. Although Taiwan has no formal diplomatic
relations with mainland Southeast Asian countries, Taiwan’s influence on this region
is enormous, especially in the economic and human exchange fields. Taiwan is still an
important economic partner of many mainland Southeast Asian countries, especially
Vietnam and Thailand. Even Taiwan is trying to sign a free trade agreement with
Thailand, especially where Thailand has set out the national development strategic
target “Thailand 4.0”, which can create a lot of cooperation space between Taiwan and
Thailand. (ThanlandBusinessNews, 2021) As a result, Taiwan will increase its strongly
increasing presence to the Southeast Asia area as well as mainland Southeast Asia by
“New Southbound Policy.” (Nationthailand, 2017; Tu Lai, 2019; Lin, Tinghui#k ZE#E,
2020) This makes China feel anxious, so China’s stepping up its regional strategy may
also mean increasing pressure on Taiwan’s economic cooperation space and calling the
countries to support China’s “one China” policy (Duong Van Huy, 2020: 14103).

For the US

Strategically, to contain China’s increasing influence in the Mekong Subregion is the
most important reason for the increased re-engagement of the US and its allies in this
region. The Mekong Subregion is of paramount importance in the context of broader
developments in US policy, including increasing US-China competition and the free
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and open Indo-Pacific strategy of the Trump administration. Moreover, at various
times in history, the Mekong has served as the point of connection or conflict between
mainland Southeast Asian countries and among the major powers fighting there,
including the United States during its peak period of the Vietnam War. The Mekong’s
importance in the US’s Asia policy has only grown in recent years, with the Mekong
countries’ increasing their economics but grappling with governance challenges and
China’s growing assertiveness. Meanwhile, the Mekong itself is under threat due to a
series of developmental pressure, demographics, and climate change, including the rise
of hydropower dams. Today, the Mekong remains the center of the US’s Asia strategy.
Indeed, in the Free and Open Indo-Pacific (FOIP) strategy as outlined by the Donald
Trump administration, the Mekong Subregion is where principles of freedom and
openness are arguably the biggest challenge. This Subregion is also the best example
of the connection between the three main FOIP pillars, including security, economics,
and governance that the US officials have outlined because of existing cross-border
challenges. The future of the Mekong region also looks towards the US’s broader
objectives, including fostering alliances and partnerships, fostering ASEAN’s greater
unity, increasing the US’s economic engagement, and managing China’s rise. (Prashanth,
Parameswaran, 2019) As stated by US’s Secretary of State Michael R. Pompeo in a press
release dated September 14, 2020, “The inception of the Mekong-US Partnership has
reflected the importance of the Mekong region towards the US. Our relationship with
the Mekong region partners is an integral part of our Indo-Pacific vision, as well as our
strategic partnership with ASEAN.” (Va.usembassy.gov, September 2020)

In addition, the US’s increase in involvement in the region not only strengthens
relations with allied nations and partners in the region but also reinforces the role and
influence of its allies in the Mekong Subregion, especially Japan and Korea. The US’s
promotion of LMI also provides a foundation to bring Japan, South Korea and other
stakeholders to collaborate on joint projects. For example, the US partners with Japan
will provide $ 29.5 million to develop power line systems in the region. LMI is funding
a project with South Korea on satellite imagery to improve the assessment of floods and
droughts in the Mekong basin. The US also supports a Thailand’s recent initiative to utilize
the Ayeyawady-Chao Phraya-Mekong Economic Cooperation Strategy (ACMECS) as a
platform to coordinate projects related to agricultural development and capacity creation.

2. The Ways to Promote Competition Between the US and China in the
Mekong River Subregion

2.1. The Increase in Diplomatic Disputes between the US and China over the Mekong
issue

The Mekong River, with its part located in Chinese territory called Lancang River, has
a length of 4,350 km, is the 12th long river in the world. Currently, the life of 60 million
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people in the Mekong basin countries in Southeast Asia is estimated to depend on the
health of the Mekong River. According to the Mekong River Commission (MRC),
hydroelectric dams can cause water flow in the downstream area of the Mekong River
turn from mobile water to dead water, preventing fish from moving and causing a
decrease in fish species from 26% to 42%. Hydropower dams will make agricultural
land of downstream countries lose their fertility due to the absence of sediment and
even turn into barren land (Mrcmekong, 2010).

The Mekong River is becoming a geopolitical issue between China and the US, very
similar to the South China Sea issue and cause of the dryness of the Mekong River leads
to the China-US war of words. In 2019, the highest drought in the downstream area of
the Mekong River in the past decade was recorded. In recent years, the people of the area
share that the number of aquatic products caught has been less and less and of smaller
and smaller size. A US Ambassador described that China’s storing water in 11 dams on
the Mekong River part that flows through the country has affected the lives of millions of
people in the countries located in the downstream area of the river. The river’s upstream
area reaches 4,350 km (2,700 miles) long, damaging the livelihoods of millions of people
in downstream countries. Meanwhile, the China Foreign Ministry responded to Reuters
that the US’s charges were unfounded. The ministry emphasized: “Countries outside
the region should refrain from causing trouble.” China Foreign Ministry told Reuters
that any suggestion by the United States that Beijing is trying to take over the Mekong
conversation was groundless (Johnson, Kay and Panu, Wongcha-um, 2020). The US
Ambassador in Thailand has criticized China for blocking water resources, while the
China Ambassador in Thailand has rejected the US Ambassador’s statement and said
that this opinion is intended to cause disagreement between relevant countries. China
emphasized, “ignoring the joint efforts made by China, Thailand and other relevant
parties to promote Mekong water resources cooperation for the benefit of the people in
the region, these groundless accusations mislead the readers, and undermine the good
atmosphere of sub-regional cooperation.” (Chinaembassy.or.th, 2021)

The research category supported by the US’s LMI is also notable. In April 2020,
the Water Resources Monitoring Organization released a research report, which
suspects that China keeps a large amount of water resources, indirectly causing
drought in the countries in the downstream area of the Mekong river. This information
went viral. Immediately, China, through the Embassy in Thailand, issued a rebuttal,
stating that countries along the Mekong River experiencing drought is due to climate
change, and China’s hydroelectric dam has the function of regulating the amount of
water flowing downstream of the Mekong River, assisting relevant countries to deal
with drought. In addition, since 2002, China informed the countries in the downstream
area of the Mekong river every time they flooded but was criticized for giving too
little information. In February 2020, at the Foreign Ministers Meeting of the Mekong
River Cooperation, China committed to expanding hydrological information sharing.
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However, according to Reuters news agency, officials in the Mekong River basin
implicitly expressed some doubts. Sebastian Strangio-author of “In the Dragon’s
Shadow,”-states that the countries in the downstream area of Mekong rivers basically
do not trust China, but due to dependence on China for living resources, it is difficult to
challenge Beijing’s hydroelectric dams. (Johnson, Kay and Panu, Wongcha-um, 2020)

In addition, the US and China recently turned to the scientific aspect when the two
governments released a separate report on China’s 11 dams impacting downstream
countries. China’s dam construction in the upstream area has affected the flow of
the Mekong River in the downstream countries such as Laos, Myanmar, Thailand,
Cambodia, and Vietnam - countries with the Mekong river’s important role in agriculture
and aquatic products. The US has for decades promoted projects on the Mekong River
to exert more influence on the region. Mr. Witoon Permpongsacharoen at the Mekong
Ecology and Energy Network commented: “This has become a geopolitical issue like the
South China Sea, between America and China” (Straitstimes, 2020).

The war of words between Beijing and Washington erupted after research by a
Washington-backed US-based company named Eyes on Earth in April concluded
that China’s dams stored much water during the drought in 2019. Also, according to
Eyes on Earth’s research, based on satellite images and MRC data, they show that the
water “is lost” in the downstream area, starting from about 2010. US Ambassador in
Cambodia Patrick Murphy said he was “quite amazed” by the staggering findings.
Mr. Murphy said, “the main source of the river level’s decline and the changes in the
downstream area of the Mekong river is what is happening in the upstream China-
basically is storing water.” China reacted outrageously with its embassy in Thailand,
accusing the study of “politically motivated, aimed at China with malicious intent.” In
July 2020, Global Times (Huangiu) published an article that disproved the report of the
Eyes on Earth (Johnson, Kay and Panu, Wongcha-um, 2020).

Besides, in a press statement dated September 14, 2020, US Secretary of State
Michael R. Pompeo said: “The unilateral decisions of the Chinese Communist Party
to keep the upstream water have exacerbated add historical drought. The United States
will stand side by side with the region and the Mekong River Commission in calling for
transparent data sharing. We encourage countries in the Mekong region to request the
Chinese Communist Party to be responsible for a commitment to share its water data.
Data must always be made public. Data must be disclosed throughout the year and
include water and water-related data, as well as land use, construction, and operation
of dams. Data should be shared through the Mekong River Commission, which serves
the interests of the countries of the Mekong region instead of Beijing.” (Vn.usembassy.
gov, September 2020) At the same time, Mr. Pompeo also criticized the economic and
security risks that China may pose to countries in the region: “We are also concerned
about debts related to infrastructure and take advantage of shady business activities
of Beijing’s state-owned enterprises, such as China Media Construction Company. We
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are also concerned about the explosion of human, narcotics, and wildlife trafficking,
largely stemming from organizations, companies, and special economic zones linked
to the Chinese Communist Party.” (Vn.usembassy.gov, September 2020)

2.2. The US and China promotes the building of multilateral mechanisms led by
themselves in the Mekong River Subregion

In recent years the Mekong River Subregion has drawn the attention of great
powers (such as China, Japan, the US, and the European Union (EU), as well as
medium powers (such as South Korea, India and Australia). Significantly, the Mekong
River Subregion has become a new front in US-China rivalry. China and the US have
rival bodies working with Mekong countries: The Beijing-based Lancang-Mekong
Cooperation (LMC) and the Washington-based Mekong-US Partnership (Johnson,
Kay, and Tostevin, Matthew, 2020).

For the US

Washington promotes the Mekong Subregion regional mechanism, which promotes the
MRC and the LMI. The MRC stems from the US’s efforts to promote development
during the Cold War. This commission has worked with the governments of Laos,
Thailand, Cambodia and Vietnam to promote sharing and sustainable development of
the river and its resources.

The US promoted relations with the Mekong River Subregion by proposing the
LMI in 2009 and has been unanimously agreed upon by countries in the lower region
of the Mekong River, including Cambodia, Laos, Thailand and Vietnam. The LMI is
a program to promote cooperation in this Mekong Subregion further. The cooperation
program covers six main areas: Agriculture and Food Security, Connectivity, Education,
Energy Security, Environment and Water, and Health, Gender, and Other Issues and
Overlays. LMI is created as a forum for partners participating in LMI to work together
to develop common solutions to the most urgent cross-border development challenges.
The Lower Mekong Subregion countries share a wide range of interests, including
issues such as transboundary water resources management, infectious diseases such as
dengue fever, and pandemic flu, and vulnerability due to climate change. The objective
of LMI is to assist in building a common regional understanding of these issues and
promote effective solutions with coordination among countries (Usaid, 2019).

From the time LMI was born in 2009, the United States also emphasized that
the nucleus of the current US-Southeast Asian relationship is the newly established
LMI-intending to call for efforts from all parties to improve the quality of education,
environment, health, and infrastructure in the region. The policy also clearly has a
geopolitical objective to balance external influence over the ASEAN region, where
China’s influence has grown steadily over the past decade. In spite of being a fast-
growing region, Mekong is also facing many difficult decisions, especially issues
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related to energy security and water security. Hydropower is the focus of recent
proposals, but the trend of using hydropower in the region is minimal or pays no
attention to adverse environmental and socio-economic impacts. The US can provide
technology and assist in identifying and promoting regional solutions to address
energy, food, and security needs. LMI strengthens information sharing between US
agencies operating in the basin and regional governments and provides new equipment
to improve information quality and support decision-makers.

Cooperation between the US and Mekong region has also achieved some
cooperation results. Over the past ten years, US’s agencies have provided more than
$ 3.5 billion in assistance to countries in the Mekong region. Direct investment from
the US in the region hit $ 17 billion in 2017, increasing compared to $ 10 billion in
the previous decade. Two-way trade reached $ 109 billion in 2018. Since 1999, US’s
exports to the Mekong countries have created more than 1.4 million jobs in the US in
industries such as electronics, agricultural products, and machines. More than 33,000
students in the region were enrolled in US colleges and universities in 2018 alone.
More than 72,000 young people in the region have been members of the US-initiated
Young Southeast Asian Leaders Initiative (YSEALI) since the Initiative’s official
launch in Manila in December 2013 (State.gov, 2019).

Projects under the LMI framework have brought significant improvements to
people’s lives in the Mekong region, in particular. (Vn.usembassy.gov, 2019) At the
same time, the United States has also strengthened the region’s capacity to respond
to and recover in emergencies through Pacific Disaster Response Maneuvers and
Exchange organized by the Army Corps of American (State.gov, 2019).

Under the administration of President Donald Trump, despite foreign policy
adjustments, with the lower Mekong region, the Donald Trump administration
continued to actively participate in this region through the LMI with two outstanding
activities. Firstly, the Mekong Water Data Initiative (MWDI) proposal at the 10th
LMI Foreign Ministerial Meeting (August 2017). Secondly, the active participation of
US Secretary of State Michael Pompeo at the 11th (August 2018) and 12 (August
2019) LMI Foreign Ministerial Meeting proves the interest of the Donald Trump
administration to LMI.

Besides, the US also affirmed that the Mekong region is currently facing new
challenges, including dependence on loans; the massive construction of hydroelectric
dams to focus on flow control downstream; river-bed dredging and expansion plans;
border patrols on the river; and pressure of some parties in introducing new rules to govern
the river in a way that undermines the role of existing institutions. The US commits to
coordinate with countries in the Mekong region to cope with these new challenges. At the
same time, the US is also coordinating its efforts with the “Lower Mekong Friends” Group
to strengthen coordination between donors and the Asian Development Bank (ADB),
Australia, EU, Japan, New Zealand, South Korea, and World Bank (WB). Together with
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countries in the LMI, the United States cooperates to implement programs based on shared
values, principles, and visions for this region (State.gov, 2019).

On August 1, 2019, the 12" LMI Ministerial Meeting (LMI-12) took place while
the 52 ASEAN Ministerial Meeting (AMM-52) was taking place, in which the US
and the small countries in the Mekong Subregion emphasized the implementation of
the Mekong Water Data Initiative (MWDI) and puts the “Mekong Water” data page
intending to support strengthening the role of MRC, promoting push data sharing for
disaster forecasting and policy-making support. The Ministers also welcomed the US’s
initiative on the LMI Joint Impact Program to align LMI’s projects with the actual
needs of each locality. At the same time, the parties also agreed to continue supporting
the activities of the Mekong River Commission; enhancing information sharing and
coordination between LMI and the activities of the Friends of the Lower Mekong
(FLM) working group; and supporting the development of the Ayeyarwady-Chao
Phraya-Mekong Economic Cooperation Strategy (ACMECS) and other cooperation
mechanisms among the Mekong countries. On the other hand, the US also pledged
to join Japan to establish “Japan-US Mekong Power Partner” (JUMPP) to support
Mekong countries in sustainably ensuring energy security.

On the other hand, in the first Mekong - US Partnership Ministerial Meeting that
took place online on September 11, 2020, the Meeting officially announced the upgrade
of cooperation to the Mekong - US Partnership (MUSP) based on the successes of
the Lower Mekong Initiative (LMI) mechanism established in 2009, laying the
foundation for promoting the potential of the partnership, effectively contributing
to the sustainable and prosperous development of the region in a new period. At the
Meeting, the US Department of State announced that the US would spend nearly $
153.6 million on cooperation projects in the Mekong region, of which $ 55 million on
cross-border crime prevention projects, $ 1.8 million on supporting the Mekong River
Commission to increase water resource data sharing for policy-making, and several
disaster management projects, organized a multilateral policy dialogue on developing
Mekong region (Baoquocte, 2020).

In addition, the US funded a project of using satellites to monitor and publish water
levels at China’s dams in the Mekong River. The Mekong Dam Monitoring Project,
partly funded by the US State Department, uses data from trans-cloud satellites to
monitor the water level of dams in China and other countries. A separate “surface
humidity” indicator of the project will somewhat indicate the cooler or drier level than
usual level, which shows how dams affect the natural flow.

For China

Beijing accelerates the construction of the Mekong-Lancang Cooperation (MLC)
mechanism and accelerates implementing the Belt and Road Initiative (BRI). China
promotes the use of the Lancang-Mekong initiative as a multilateral mechanism
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to promote regional cooperation. Deepening the practical cooperation and friendly
neighbor relationship of the six countries of the Lancang-Mekong, promoting the
socio-economic development of the Lancang-Mekong countries, creating a river
basin economic development region, together, building a community with the shared
future of the Lancang - Mekong countries. Enhancing the well-being of people of
all countries, supporting the building of the ASEAN Community (AC) and regional
integration process, and contributing to promoting of the South-South cooperation
program and implementing 2030 Agenda of UN on sustainable development.
Member countries: China, Myanmar, Laos, Thailand, Cambodia, and Vietnam. Main
mechanisms: Summit, Foreign Ministers Meeting, Senior Officials Conference,
Diplomacy, and Joint Working Groups for priority fields.

One noteworthy point is in the Vientiane Declaration of the 3 LMC Summit, held
on August 24, 2020, in the online form, with the participation of senior leaders of 6
member countries (include China, Cambodia, Myanmar, Laos, Thailand and Vietnam)
the issue of strengthening political and security cooperation was brought to the top
position. (Xinhuawang M, 2020) This shows that, China is worried about major
country strategic competition in the region, especially the increasing engagement of
the US and its allies in the region, in the South China Sea and the Mekong region as
well, which intensifies the pressure on Beijing.

China promotes investment, aid and trade activities in the Mekong Subregion. In
particular, the economic factor is considered as a “gift” for China to use in exchange for
the political support of the countries in the region. China has actively built a network
of economic links relatively closely with this region. Infrastructure is an important
means of supporting effective trade, investment and cooperation in other fields between
countries and regions. Realizing this, since the early years of the 21% century, after the
comprehensive increase in synergy, China has accelerated its infrastructure connection
with the GMS countries, in order to realize the strategy of connecting comprehensively
with the region (Duong Van Huy, 2020: 14104).

The China government has urgently promoted road connectivity and infrastructure
construction on the North-South Economic Corridor. The North-South corridor system
has been put into operation, connecting traffic between China and GMS countries.
The West route of the North-South corridor (Kunming-Laos-Bangkok highway) was
officially opened in 2008. The Chinese government and the Thai government have
provided half of the funding to build the third-largest bridge crossing the Mekong
River connecting the border between Thailand and Laos; the project was officially
started in February 2010 and completed at the end of 2012. The mid-route of North-
South Economic Corridor (Kunming-Hanoi-Hai Phong). Roads on the South route of
North-South Economic Corridor (Kunming-Dali-Shuili-Myanmar) with a total length
of 820 km, September 2010 up to now, the two countries China and Myanmar, have
established the Joint Work Group to initiate the master planning for this route.
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In connecting the railway, China actively participates in Trans-Asia railway
cooperation. The plan to build three railway routes including East, Mid and West
railway routes in the master plan of Trans-Asia railway, particularly the sector located
in Chinese territory, has been included in the “Mid-to-Long-Term Railway Network
Plan” (Zhongchanggi Tieluwang Guihua K HHZEEE X KEL)) by China’s government
and is being urgently deployed by this country. Thus, an international traffic network
with the focal point is Kunming-China has spreaded and will spread across Southeast
Asian countries, from the road system in the North-South Economic Corridor project
connecting China with Vietnam, Cambodia, Thailand, to the trans-Asia railway
stretching from Kunming to Singapore.

Besides, China is also actively promoting connection in terms of national
development strategy. China promotes strategic connections for development with
mainland Southeast Asian countries. For Myanmar, China increased the connection
of the BRI with Myanmar’s national development plans, including the two parties’
promoting the construction of the China - Myanmar Economic Corridor, considering
this as an essential part of the two countries in promoting the construction of BRI. In
May 2017, China and Myanmar also signed a BRI cooperation agreement. In August
2017, the two parties also established the Belt and Road Initiative Development
Association. For Thailand, Thailand associates a national development strategy, such
as the “Thailand 4.0” vision, with China’s BRI. In 2016, Thailand officially launched
a new value-added economic model that is the “Thailand 4.0” economic strategy.
Thailand and China connected the “Thailand 4.0” strategy to BRI. In the “Thailand
4.0” strategy, the connection of Thailand’s East Economic Corridor and BRI of China
is the central task of connecting development policy. Thailand has proposed such an
East Economic Corridor development strategy in order to utilize and develop economic
connectivity with China through the BRI.

For Vietnam, China and Vietnam have also committed to connecting the One Belt
One Road Initiative with “Two Corridors, One Belt.” It is known that the framework of
“Two Corridors, One Belt” is the idea to build an economic development area between
Vietnam and China jointly. The “Two Corridors” here are Guangxi-Quang Ninh-Hai
Phong and Yunnan-Lao Cai-Hanoi-Hai Phong. And “One Belt” includes several border
provinces in southern China and some northern provinces of Vietnam, extending as
far as Quang Binh province. Infrastructure connectivity between Vietnam and China
has been strongly promoted. Currently, the deployment of infrastructure connection
between Vietnam and China has also achieved certain development steps, especially
the connection between the two parties through “Two Corridors, One Belt”. At the
same time, China’s contractors are flooding into Vietnam for bidding for infrastructure
projects such as road traffic and electricity (Duong Van Huy, 2020: 14105).

In recent years, China has strengthened digital economic cooperation with ASEAN
countries, especially with the Mekong Subregion countries, including cooperation
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on digital infrastructure construction included in China’s “Digital Silk Road” (¥
22452 #¥Shuzi sichou zhilu, also known as the 1582942 % xinxi sichou zhilu,
“Information Silk Road”), such as 5G technology cooperation, Artificial Intelligence
(AI), smart city network building cooperation. In the Joint Declaration of the 3rd
Lancang - Mekong Cooperation Summit, this was emphasized: “Strengthening
cooperation in new growth points such as digital economics, artificial intelligence,
promoting socio-economic recovery of Lancang - Mekong countries, overcoming
the impact of the COVID-19 pandemic, promoting sustainable economic growth”
(Xinhuawang M, 2020).

China and other countries are gradually setting up the Digital Economic Dialogue
Mechanism. In the immediate future, China-Thailand have built a Ministerial
Dialogue Mechanism on Digital Economic Cooperation, and in March 2019, the two
parties held the first Conference. During this conference, the two parties introduced
their digital economic development, and discussed topics such as digital economics,
smart city, unified applications, software, and IT services, infrastructure connectivity
and 5G, industrial networks, network security, artificial intelligence. At the same
time, the E-commerce cooperation mechanism between China and ASEAN countries
has gradually been formed. In November 2017, China and Cambodia signed the
Memorandum of Understanding on E-commerce Cooperation with Vietnam in May
2017. In August 2018, China and Malaysia kicked off the negotiation process to sign
the Memorandum of Understanding on bilateral cross-border e-commerce cooperation.
In December 2018, in Beijing and Hangzhou, there were two State-owned Enterprise
Partnership Dialogues with partner countries on “Silk Road E-commerce” (Sichou
zhilu Dianzi Shangwu2 42 W T 755), to implement the MOU on e-commerce
cooperation signed with countries related to BRI, deepening cooperation in the field of
electronics within the BRI framework.

At a higher level, China wants to promote the process of building a community
with shared future for China and the Mekong Subregion countries. We know that,
in 2018, China launched an initiative to build a Lancang - Mekong Community with
Shared Future. (Zhongguozhengfuwang 1 EEUFFM, 2018) In fact, China has signed
agreements to realize a community with a shared future between China and other
countries. For example, for Cambodia, China will put Cambodia as a model in building
BRI.” The ultimate goal of the BRI deployment in Cambodia is to build a China-
Cambodia Community with Shared Future. And the Community with Shared Future of
these two countries also serves as a model for building the China-ASEAN Community
with Shared Future, then proceeding to the Asian Community with Shared Future and
finally, the Community with Shared Future for Mankind. (Renminwang \ K, 2018)
On April 28, 2019, China and Cambodia signed the China-Cambodia Action Plan to
build a Community with Shared Future. According to the assessment of the Chinese
Ambassador in Cambodia Wang Wen Tian, this Plan represents that the China-Cambodia
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comprehensive strategic partner relationship has achieved a high level of historical
development, and became a ‘promotion’ for China-Cambodia relations”, been the “glue”
in the promotion of confidence in neighboring cooperation and been the “pilot field” of
building a Community with Shared Future (Xinhuawang#i£M, 2019).

2.3. The US and China promote bilateral cooperation with countries in Mekong
Subregion

For the US

Among Southeast Asian countries, the Mekong Subregion countries is strategically
vital to the US. The US states that “the Mekong region-including Cambodia, Laos,
Myanmar, Thailand and Vietnam-is strategically important to the US. The region is
central to the US’s Indo-Pacific Strategy, and is an essential part of the cooperation
between the US and ASEAN. Through its cooperation with its Mekong partners, the US
seeks to maintain and promote sovereignty, transparency, good governance, ASEAN-
centricity, and a rules-based order. The US’s relations with the Mekong region have
been tightened”. (Xinhuawang#i M, 2019) Therefore, the US now actively promotes
bilateral relations with the Mekong Subregion countries.

First of all, the US continues to strengthen its alliance with Thailand. Of the five
treaty allies in the Asia-Pacific, Thailand is clearly being left out of the US’s strategy
towards the region. For Thailand, the US remains an important economic partner and
security partner that it chooses. For the United States, military cooperation - especially
Thailand’s periodic permitting of American military vehicles entering into the country
- is irreplaceable in Southeast Asia, making a significant contribution to the overall
strategy of the US in this region. Every year, the two parties still hold the Golden
copperhead military exercises. The US-Thailand relationship provides important
opportunities for the US to pursue its interests in Southeast Asia and, more broadly, the
Indo-Pacific. For the US, coordinating with Thailand in the efforts mentioned above
will be the prelude to the US-Thailand cooperation relationship in a broader region,
with a solid foundation of existing cooperation between the two parties according
to LMI. Outward-looking economic policies will bring US economic sectors many
opportunities to invest in Thailand and the region.

Recently, the two countries’ relations are recovering strongly after a period
of declining relations. However, Thailand is the US’s oldest ally in Southeast Asia,
especially after the military coup in 2014, headed by Mr. Prayuth Chan-o-cha leading
to overthrowing the civilian government; the relations between the two countries
became strained. The US then discontinued its military training and aid program to
Thailand. However, the visit of Thailand’s Prime Minister Prayuth Chan-o-cha to the
US in October 2017 improved bilateral relations in various fields. This is a move that
marks a significant change in the US’s stance towards Thailand since the 2014 coup.
The administration of President Donald Trump insisted that it would only restore
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full relations with Thailand when this country comes back to democracy. This is
also considered a move to cope with China’s influence over countries in this region,
especially Southeast Asia, including Mekong Subregion.

In addition, the US promotes the “partner” relationship with Vietnam. Vietnam
is now considered a key partner in the US’s current regional strategy in geostrategic
aspects. Therefore, strengthening the comprehensive relationship between the US and
Vietnam is one of the key US’s priorities over the Southeast Asia region, including
the Mekong Subregion. US-Vietnam relations have developed rapidly in recent years.
Even the Vietnam-US relationship has been described by Mr. Pham Quang Vinh,
former Ambassador Extraordinary and Plenipotentiary of Vietnam in the US, that “up
to now, not only the ‘comprehensive characteristic’ has been increased, but also the
‘strategic characteristic’ has been included in it.” Vietnam and the US established a
Comprehensive Partnership in 2013, thereby enhancing and expanding cooperation in
all fields, from politics, diplomacy, economics, investment to defense, security, culture,
education, science and technology, overcoming consequences of war and people
exchange. Especially President Donald Trump chose Vietnam as the first destination in
Southeast Asia in the first year of his term.

In addition, US National Security Advisor Robert C. O’Brien visited to Vietnam
during November 20 - 22, 2020, to celebrate the 25th anniversary of US - Vietnam
diplomatic relations and to highlight the joint efforts of the two countries to promote a
Free and Open Indo - Pacific (Vn.usembassy.gov, November 2020).

On the other hand, the US promotes democratic reform in Myanmar. Marking a
turning point in the relationship between the US and Myanmar was reflected in the
fact that on October 7, 2016, President Barack Obama officially removed the sanctions
that lasted for nearly two decades applied to the Southeast Asian country. This event
opened up the process of “thawing” and improved relations between the two countries.
This move by the United States was intended to encourage US businesses and
nonprofit institutions to increase Myanmar investment while expressing the hope that
Naypyidaw would increasingly become a democratic and prosperous partner of the US
in the region. Myanmar’s democratic transition and the dynamic between Naypyidaw
and Washington have been prioritized in the US’s Asia policy. China’s long-lasting
influence in Myanmar and Myanmar’s new moves to diversify its relations seem to
provide geostrategic implications for the US-Myanmar relationship.

So far, investments from the US and the West have not been compared with
investments from China. Therefore, now the US and its allies, especially Japan, are
increasing their influence in Myanmar to compete with this nation’s increasing
influence. However, in recent times, the relationship between the two countries has
faced many challenges not only related to the Chinese factor in this country, but also
related to the Myanmar government’s inadequate handling of the Rohingya issue.
Especially on July 16, 2019, the US State Department issued sanctions on Myanmar’s
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four top military commanders for their involvement in the mass murder of Rohingya
Muslims in the state of Rakhine in the North of this country. This also has a significant
impact on the current relations between the two countries.

Furthermore, the coup in Myanmar in early February 2021, abruptly curtailed the
country’s democratic transition and has sparked mass protests that could lead to deadly
violence. Myanmar’s coup will benefit China in the US-China competition in the Indo-
Pacific (Yun, Sun, 2021); this means that, it would benefit the US. The coup might also
push Myanmar closer to China, by necessity, if many democracies downgrade links to the
country and apply more pressure. Even so, Beijing is not necessarily thrilled by the military
takeover. Chinese leaders had built close links with Aung San Suu Kyi and the NLD
(National League for Democracy) government, and China prefers stability in neighboring
states, which the military coup hardly guarantees (Kurlantzick, Joshua, 2021).

In addition, the US has strengthened relations with Laos and Cambodia although
the US'S relationship with these two countries has not really changed significantly. In
2009, the US removed Laos and Cambodia from the trade blacklist, which opened a
new era in the US’s relations with these two countries. However, the US and Cambodia
relations have recently been somewhat tense regarding the dissolution of the CNRP
by the Government of Cambodia until the absolute victory in the election of the 6th
National Assembly (July 2018), the US and the West always showed disapproval and
performed acts to increase pressure on Cambodia. The decline in relations between
Cambodia and the West had been shown before the occurrence of the election.

After the end of the election, relations between Cambodia and the US and the
West worsened; even after the election took place, the US and the West expressed
their views on increasing sanctions against Cambodia, mainly limiting the blockade of
assets and increasing immigration orders to some Cambodian officials. Typically, on
November 17, 2017, the US announced stopping funding Cambodia’s 2018 election.
Next, on June 12, 2018, the US Department of the Treasury announced sanctions
against General Hing Bun Hieng, the commander of Prime Minister Hun Sen’s
Bodyguard Force, which has thousands of soldiers. The sanctions accused General
Hing Bun Hieng of engaging in serious human rights abuses over the past 21 years.
With these sanctions, this Cambodian general will not have access to any of his assets
on American territory. Meanwhile, the relationship between China and Cambodia has
increased rapidly in the current period; China is almost present in almost all fields in
this country. This is creating a big challenge for the US in the region today.

However, the US and Cambodia relations have improved dramatically since the
beginning of November 2019; the two countries’ relations have shown big changes
with the fact that on November 21, Cambodia’s Prime Minister Hun Sen received
a letter from the US President Donald Trump with content that America wants to
strengthen long-term friendship with Cambodia. Responding to goodwill from the US,
Cambodia also moved to show goodwill on improving human rights records such as
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on November 9, 2019, the Cambodian government ordered the release to opposition
director Kem Sokha, who was under house arrest on charges of treason in 2017.

At the same time, on November 21, 2019, Prime Minister Hun Sen met with the
US Ambassador in Cambodia, Patrick Murphy in Phnom Penh. Through this meeting,
Mr. Patrick Murphy sent Mr. Hun Sen two letters from President Donald Trump. The
meeting between Mr. Murphy and Mr. Hun Sen also mentioned democracy, human
rights that promote bilateral relations. (Khmertimeskh, 2019) At the same time, Donald
Trump also pledged that the United States would assist in maintaining Cambodia’s
national sovereignty, continue to help Cambodia build a solid and transparent financial
management system, prevent money laundering and supply technical aid, increase the
friendship and trust between the US and Cambodia.

For China

China has many advantages over the US in promoting bilateral relations with countries
in the Subregion. China shares a common border with mainland Southeast Asian
countries, and is located in the upstream area of the Mekong river system, which is a
huge advantage of China forcing countries in this region wanting to develop stably to
strengthen friendly cooperation with China as they have no other choices. In addition,
China’s economic relations with countries in this region are on the rise, the level of
dependence of those countries on Chinese economics is increasing. Therefore, China
is a crucial partner of the countries in the region. Therefore, China is easier to increase
relations with the countries of the Mekong Subregion, although doubts of countries
towards China are not small. However, with the asymmetric nature of this bilateral
relationship, those countries do not dare to criticize Beijing in certain circumstances.
China promotes the “quasi-alliance” relationship with Cambodia: Cambodia is
considered a country having a “quasi-alliance” relationship with China in the region.
At the same time, China has good political relations with Thailand, Laos, Myanmar
and Vietnam. China built Cambodia into the “political center” of China in the Mekong
Subregion and Southeast Asia. Political relations of China and Cambodia have
developed strongly in recent years. China is increasingly involved in Cambodian
politics. So far, analysts assess Cambodia as one of China’s “closest allies” (HENG,
Pheakdey, 2012) or “quasi-alliance” (BBC, 2021). Cambodia’s Prime Minister Hun
Sen also emphasized that “China is Cambodia’s most trusted friend” (4times, 2021),
the two countries have considered each other’s best friends. Accordingly, China and
Cambodia comprehensively support each other in bilateral and multilateral relations
and aim to build a “a new type of strategic partnership” model. (Renminwang \ ;¥
2017) Besides, the two countries also aim to build a China-Cambodia community with
a shared future (XinhuawangHi*EM, 2018).

In the economic field, on October 12, 2020, China and Cambodia signed a Free
Trade Agreement (FTA) on the occasion of China’s Foreign Minister Wang Yi’s visit
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to Cambodia (October 11-12, 2020). This agreement creates tariff reductions for each
other’s products, affecting many fields, including trade, tourism, and agriculture. The
signing marks this as the first free trade agreement officially reached by Cambodia
with a foreign country. Previously, the talks between the two parties started at the
end of 2019 and did not take as many years as usual, showing that Cambodia hopes
that such bilateral agreement with China could mitigate the impact of sanction order
of the European Union (EU) to the country of pagodas. According to Xinhua News
Agency, during a meeting with Cambodia’s Deputy Prime Minister Hor Namhong on
October 11, 2020, China’s Foreign Minister Wang Yi said he chose Cambodia as the
first destination on his Southeast Asia tour because “our two countries are trustworthy
friends and are a community with shared future for mankind.” Mr. Wang said China
would continue to help Cambodia in the fight against COVID-19, including supplying
vaccines developed by China on a priority basis and importing more high-quality
Cambodian agricultural products. Chinese Foreign Minister said that in addition to
traditional fields, the two parties also needed to expand cooperation in newly emerging
fields such as artificial intelligence (Al), 5G network, big data, cloud computing.

Besides, China strongly promotes its relations with Laos. For Laos, the two
countries’ political relations have been increasingly tightened and rapidly developed
in recent years; the two parties make efforts to promote the healthy and stable
development of the Sino-Laos comprehensive strategic cooperation partnership and
efforts to revive the cause of socialism. At the same time, Laos also believed that the
achievements and experiences of China also encouraged and initiated Laos to continue
building a unique Lao socialist society. (La.china-embassy, 2013) Even China is trying
to promote political-diplomatic relations between China and Laos as a polity with a
shared future, shared interests and especially the phrase “special relations” (Teshu
guanxi) was used. In response, Laos also stated that “Laos attaches great importance
to the relationship of ‘Sharing joys and sorrows’ (“Tong gan ku, gong huan nan” de
guanxi Bl HEHEMWAIXZR) with China.” (La.china-embassy, 2013) In addition,
China and Laos pledged to connect China’s “One Belt and One Road” with the strategy
of “Turning a continental nation into a connection nation”. The two parties also work
together to promote the building of a “Community with shared future”, and propose a
cooperation planning outline to promote the construction of “One Belt and One Road”
(Meiritoutiao®: H 3k %%, 2016).

In addition, increasing comprehensive relations with Myanmar, China, and
Myanmar relations have been strengthened in recent times. During the official visit
to Myanmar by Chinese President Xi Jinping from January 17 - 18, 2020, the two
parties officially announced the joint building of a China-Myanmar community with
a shared future. This event is considered to mark not only a strong development in the
relationship between China and Myanmar but also a new development step of Beijing
in promoting the building of a community with a shared future for humankind between
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China and other countries around, especially Southeast Asian countries. Besides, China
and Thailand also increased strongly, especially in the economic field. At the same
time, the relationship between China and Vietnam has also been strongly strengthened,
although the two parties still have disagreements regarding the South China Sea issue.

Recently, China has pushed “vaccine diplomacy” in Southeast Asia, including Mekong
River Subregion countries. Southeast Asian nations now seek help from international
partners to cope with the coronavirus pandemic, particularly in securing access to
vaccines. China is eagerly answering the call. The US, by contrast, has been a non-
factor in the region’s early vaccine diplomacy. From January 11 to 16, 2021, Foreign
Minister Wang Yi of China toured four countries in the region: Myanmar, Indonesia,
Brunei, and the Philippines. It also follows a tour from October 11 to 15, 2020, that
took Wang Yi to Cambodia, Malaysia, Laos, and Thailand and paid a transit visit to
Singapore. Mr. Wang Yi then visited Vietnam, Cambodia and Singapre from September
10 to 15, 2021. The aim of Wang Yi’s visit was to bolter the cooperative relationship
between China and these countries. At each of his stops, Wang coupled promises of
Chinese vaccine access with other foreign policy priorities, including advancing major
projects under China’s BRI, which have been stalled amid the pandemic. Beijing
promising help with vaccine distribution and cooperation on infrastructure and trade
to fuel the post-pandemic recovery. China’s offer of vaccines to ASEAN nations is part
of the national “Health Silk Road” (Jiankang Sichouzhiluf#EE2 A2 i) agenda to
ensure economic recovery after the pandemic remains a priority for both China and
Southeast Asian governments (Eugénia, C. Heldt, 2021; Renminwang N\ [K;, 2020;
Strangio, Sebastian, 2021; Devonshire-Ellis, Chris, 2021; Gregory, B. Poling and Tran
Hudes, Simon, 2021).

3. The response of the countries in the Mekong Subregion to growing
competition between the US and China

Three decades ago, Southeast Asia was concerned about the strategic dilemma of
maintaining the balance between the US and China, including Mekong countries. This
concern is not only present in islands Southeast Asia, where disputes in the South
China Sea occurred. The recent growing role of China in the Mekong Subregion and
the growing US involvement has also raised concerns among countries in the region.

The countries in the Mekong Subregion pursue the “hedging strategy” to respond
to the growing competition between the US and China, in order to manage the regional
order. In pursuing such a strategy, the countries in the region look to external powers
such as the US, China, Australia, India, Japan, South Korea, Russia, and the European
Union (EU) for the pursuit of security cooperation and for security cooperation deeper
economic involvement. This two-pronged strategy aims-to prevent any major powers
from gaining a dominant role while creating economic interdependence and benefiting
from cooperation.



Rising Strategic Competition Between the United States and China in Mekong River Subregion 93

However, the “hedging strategy” through economic cohesion gives the impression that
the smaller powers in Southeast Asia are actively chasing the larger powers for funding
and privileges. The effectiveness of such a cohesive strategy largely depends on how
larger powers allow things to happen. Their success is primarily because these small
powers are not seen as a threat to major powers.

Now, this strategic trend, instead, appears to be led by certain regional powers.
Such powers as the US, Japan, and South Korea have become more proactive in
increasing their presence and reinforcing their importance in the region. Mekong
Subregion is one of the most critical areas where this phenomenon can be observed.

So far, although the influence competition between the US and China in the
Mekong Subregion has intensified more and more, countries in the region are very
limited in expressing their views on this issue. Perhaps the main reason is that those
countries are still confused in finding ways to deal with US-China competition in
this region. Countries in the region expressed concern about being forced to choose
between the US and China. Countries in the region try to exercise balanced or
equivocation defense diplomacy in their relations with the US and China, but this is
not easy if the US-China tensions in the region continue to increase.

Cambodia is an example of an attempt to demonstrate an equivocation defense
diplomacy strategy in relations with the US and China. Although relations between
Cambodia and China have grown dramatically, the country exhibits a balanced foreign
policy in its relations with China and the United States. Although the Western world
has criticized Cambodia as an “ally” of China, Cambodia has always denied this.

This balance is reflected in the case of Cambodia’s dealings with China and the
US regarding the COVID-19 pandemic issue. On the one hand, Cambodia asserted it
as a loyal friend of China in the context of this pandemic breaking out strongly in
China from late 2019 to early 2020. Along with that, Cambodia has actively improved
relations with the US, for example, in November 2019, the two countries’ relations
showed strong changes with the event that on November 21, Cambodia’s Prime
Minister Hun Sen received a letter from US President Donald Trump with content that
the US wants to strengthen long-term friendship with Cambodia. Next, Cambodia also
actively improved its image with the US and the West when on February 12, 2020,
the country agreed to let Holland America Line’s MS Westerdam cruise dock in
Sihanoukville town on February 13, Cambodia after two weeks of wandering at sea,
and allow tourists to get ashore in the context of Westerdam cruise falling into the
irony of being refused to dock by five places.

For the Vietnam case, its response to the growing competition between the US
and China in Mekong Subregion is somewhat different from that of the other countries
in the Mekong region. Vietnam has pursued its hedging strategy towards China and
encourages continued US presence in the region. Vietnam and China have similar
political institutions; both countries are pursuing the path to socialism. However,
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Vietnam’s attitude towards China is somewhat more complicated than that of other
countries in the region. Officially, Vietnam has always shown strong support in
cooperation with China as well as the cooperation mechanisms that China introduced
in the Mekong region, but the concerns on the influence of China in the region are
shown clearly in the elite division and people of Vietnam. This is also related to the
sovereignty dispute in the South China Sea between China and Vietnam, as well as
the conflict on the use of water between the downstream. Among Mekong countries,
Vietnam bearing the biggest impact from the change in the Mekong flows in relation to
upstream hydroelectric dams (to date, China has built 11 dams on the Lancang River,
and a further 11 mainstream dams in the lower Mekong and 120 dams in the tributaries
are under construction or being planned) (Haefner, Andrea, 2020), as well as China
makes Vietnam express more anxiety on the rise of China’s influence in the Mekong
region. According to the assessment of Chinese experts Li Wei and Luo Yifu, it is also
emphasized: «In the relations between the Mekong countries, there is an existence
of potential concerns about historical resentment, territorial disputes and interests
conflicting that make LMC an unstable element which is difficult to be predicted in
relations between countries. The sovereignty disputes in the South China Sea are like
a ‘timeless bomb’ between China and Southeast Asian countries; in the relationship
between China and mainland Southeast Asian countries, the China-Vietnam relation
is the most strongly affected... As this dispute has not been resolved in a fundamental
way, it is difficult for China-Vietnam relation to stabilize in the long term”. (Li, W&i
and Luo, YifuZ=gi B {{EE, 2020) At the same time, Vietnam pursues a cooperation
strategy with the US; however, Hanoi would not align itself with Washington against
Beijing. Indeed, increased diplomatic relation with both Washington and Beijing shows
that Vietnam’s multidirectional foreign policy is growing even stronger in the face of
a Sino-US comprehensive confrontation, and including strategic competition of two
powers in the Mekong Subregion. Vietnam has been promoting diplomacy at both high
and low levels with the US and China.

Conclusion

In recent years the Mekong Subregion has drawn the attention of powers. This region is
now at the crossroads of power competition, especially between the US and China. So
that, the Mekong Subregion risks becoming a battleground for powers. This scenario
would be detrimental for Mekong Subregion countries. The countries of the Mekong
Subregion are currently receiving a lot of China’s investment in the framework of the
BRI of President Xi Jinping. Meanwhile, in the approach to the Mekong Subregion,
China focuses on increasing its comprehensive engagement with the region, in which
it focuses on implementing the model of “top-down approach”, using relationships
in terms of politics and using economic tools as the main spearheads. China is the
region’s most significant power and the country where the Mekong originates from
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the Tibetan Plateau; China is constantly using its economic influence to achieve larger
objectives. Greater control right from the Mekong River up to the South of Vietham
gives Beijing a decisive voice in using the river’s key resources and has the advantage
to force countries to follow its political intentions. China uses its “traditional”
approach to increase influence on the Mekong Subregion by “using economic factors”,
mainly in infrastructure investment and aid, in exchange for political support from
these countries. Currently, China can be considered to be in a dominant position in the
Mekong Subregion compared to the US, even Japan. (Duong Van Huy, 2020: 14109)
At the same time, the US’s increase in engagement in Mekong Subregion is an
important part of the Indo - Pacific strategy’s deployment and is also a key move to
strengthen the belt of restraint of the increase in China’s influence in the region. The
US uses its “traditional” approach to increase influence on the Mekong Subregion
by “using an environmental protection approach” and reviving ‘China threat’ theory
(Zhongguo Weixielun'F [E B }18) to attack the Chinese factor in the Mekong
Subregion, including th US have further aggravated the problem of the notion of
Chinese “debt-trap” diplomacy (Zhongguo de Zhaiwu Xianjing Waijiao 5 [E ]
1%%5@5#9#3&*) The US is thus attempting to become an essential ally to Mekong
states against foreign interference. In other words, Washington is advocating to
become a security guarantor, essential to counterbalance China. Therefore, the Mekong
Subregion has become a new location for competition between major countries,
especially between the US and China. The main driving force behind this competitive
trend is China’s increasingly proactive foreign policy and the increase in influence
through the BRI and MLC in this region.

Meanwhile, the US is at the forefront in this strategic competition, especially in the
Indo - Pacific framework. The LMI re-activation has become a policy tool specific to
the Mekong Subregion. The US’s action has encouraged and facilitated the participation
of other major countries in the region, namely Japan and South Korea. Faced with the
increase in competition among major countries in the Mekong Subregion, countries
in the region have also gained many economic and technical benefits and benefits in
increasing the ability to choose to promote their own economic development. However,
maintain a delicate balance between great powers, especially between the US and China.
This task becomes more difficult as the confrontation between China and the United
States becomes increasingly fierce and fierce, placing countries in the Mekong Subregion
at risk of choosing between two parties - which no nation wants.

In the race to increase influence between the US and China in the Mekong
Subregion currently, China has more advantages in many aspects, such as: Firstly,
China has the geographical advantage of in promoting relations with the Subregion
countries because China is a country located in upstream Mekong river, so the
countries in downstream Mekong river are forced to find ways to increase cooperation
with China in Mekong River management and cooperation. China and the countries
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of the subregion have a shared future on security aspects with the region, especially
non-traditional security issues. Secondly, China has a longer and deeper history of
cooperation than the US; Thirdly, China is now the most important economic partner
of the Subregion countries, the economic relationship between China and the Mekong
Subregion countries is increasing and growing faster than the economic relationship
of the Subregion countries with the US. However, the US also has an advantage over
China in increasing influence in this region; for example, the US’s soft power in this
region still outperforms China, the building of China’s image has not yet kept up with
the growing political and economic influence in the region.

The US-China strategic competition in the Mekong Subregion differs from the
maritime Southeast Asia regions, especially in the South China Sea, in this region; the
competition is between China, which has almost won the foothold in the region, and
the United States, which is trying to find ways to increase engagement in the region
to find a place for itself. Accordingly, the US and its allies aiming primarily at the
Chinese factor are two issues: First, it is the issue of water resources in the Mekong
River related to China’s hydroelectric dams upstream; Second, it is that the US aims at
the risk of a debt trap over China’s investment projects in the BRI framework in this
region. Therefore, the competition here mainly are activities of criticizing each other
and seeking to entice countries in the region to restrain each other, which promotes
the attraction of Thailand and Vietnam in preventing the increase of China’s influence
in the region. Therefore, the risk of a China-US collision in the Mekong Subregion is
much lower than US-China competition in the South China Sea region./.
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Abstract The purpose of this article is to clarify the issue of the US multilateral
security cooperation in Southeast Asia during the first two decades of the twenty-first
century and its impact on Vietnam. This study focuses on analyzing two fundamental
issues: the crucial drivers to promote the US multilateral security cooperation with
Southeast Asian countries; the main multilateral security cooperation activities that
the US conducted in Southeast Asiafrom 2001 to 2020 and their impacts on Vietnam.
To carry out this research, in addition to the historical research method, the author
focuses on using analytical - synthesis method academic documents, diplomatics
papers to deeply understand the research object, combining systematize method
author’s research data to make relevant assessments. From the research results, the
article shows that: 1. Multilateral security cooperation is an effective way for the US
to minimize the disadvantages of its geopolitical position in Southeast Asia; 2. The
content of multilateral mechanisms proposed or joined by the US in Southeast Asia
is aimed at comprehensive security but tends to focus on the military-security; 3. The
”US’ multilateral security cooperation activities in Southeast Asia have had profound
and vital impacts on Vietnam, especially since the establishment of the Comprehensive
Partnership (July 2013) in the context of Vietnam is facing security challenges in its
sovereignty dispute in the East Sea.
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Southeast Asia. The typical studies can be mentioned as” “Cooperative Security in the
Asia - Pacific: the ASEAN Regional Forum” (Hiirgen, & Noel, 2010), “The Architecture
of Security in the Asia-Pacific” (Ron, 2011), “Bilateralism, Multilateralism and Asia-
Pacific Security: Contending Cooperation” (William & Brendan, 2013), “Southeast
Asian Security in the New Millenium” (Richard & Sheldon, 1996). These studies all
confirm the complexity of Asia-Pacific security in general, including Southeast Asia’
security, from the beginning of the twenty-first century to the present and recognize
the role and dominance of the *US’s bilateral security alliances in this region. Typically
as the evaluation of Ralf Emmers: security cooperation in Asia-Pacific continues to be
dominated by bilateral alliances between the US and regional partners. These links are
keys to regional stability (See & Amitav, 2004: 3-18).

Meanwhile, several other scholars have studied the US national security strategy
for Southeast Asia in the post-Cold War period (Fraser Cameron, 2005), (Nguyen
Hoang Giap, Nguyen Thi Que & Nguyen Thi Le, 2007), (Pham Cao Cuong, 2019) and
debated the multilateralism in the foreign policy of this great power (Stewart Patrick,
Shepard Forman (Ed.), (2002). However, these studies focus on analyzing the content
of each security strategy (Nguyen Hoang Giap, Nguyen Thi Que & Nguyen Thi Le,
2007) or presenting the views of the US government on multilateralism in foreign
policy. Therefore, the US’ multilateral security cooperation aspect is also mentioned
but is generalized because of the “se studies’ access vast space. They access the Asia-
Pacific region instead of just in Southeast Asia. As a result, there is a lack of a separate
study on the US multilateral security cooperation in Southeast Asia.

In Vietnam, there are two main approaches related to the topic of multilateral
security cooperation in Southeast Asia. These are:

* Research on strategic competition among great powers (especially between the

US and China) in Southeast Asia (Nguyen Thai Yen Huong Ed., 2011), (Nguyen
Hoang Giap Ed., 2013), (Tran, Khanh Ed., 2014);
* Introduce multilateral security cooperation mechanisms and analyze their role
in the general security architecture of East Asia (Hoang Minh Hang 2014), (Phan
Thi Thu Dung 2018).
Both these approaches refer to the presence of the US but are not intended to
systematically analyze multilateral security cooperation issues of this great power
in Southeast Asia. The studies mentioned above have suggested ideas and provided
valuable data for us to carry out this research.

1. The Driving Forces Promote the US Multilateral Security Cooperation
in Southeast Asia in the First Two Decades of the Twenty-first Century

1.1 The Objective Factors

The key reason driving the US to promote security cooperation in Southeast Asia
at the beginning of the twenty-first century was the transformation of the security
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environment in this region, with growing complex and vital security issues that
have profound effects on strategic interests and position of the US. In addition to the
historical and traditional internal security issues!, there are also challenges of non-
traditional, multi-faceted and multi-border security in Southeast Asia from the early-
first century up to now. Among them, the most serious challenges are the rise of
international terrorism, the development of radical nationalism, territorial disputes, the
proliferation of weapons of mass destruction, pandemics, environmental degradation,
out of resources. All of these security challenges require a multitude of countries to
work together. According to Thayer Carlyle A. (2010), at least eight major trends
driving strategy changed the strategy of Southeast Asian countries strategy, which
led to many difficulties for their foreign partners like the US. However, despite this
security status, Southeast Asia’s role - through the ASEAN organization and individual
Southeast Asian countries - has grown with the advancement of the geostrategic values
of this region. In addition to the dynamic, fairly sustainable economic development
and the thriving regionalism consciousness of Southeast Asian countries, ’China’s
expansion of influence in the region serves as a “catalyst” powerful in upgrading the
geopolitical position of Southeast Asia. China has been quietly, quickly filling the
“power vacuum” created by the US and Russia in Southeast Asia after the Cold War
ended in the mid-1990s and has stepped up to do so with a “Charm offensives” from the
early twenty-first century. Accordingly, along with the sudden and continuous increase
in economic and military strength, China drastically has implemented neighboring
diplomacy, focused on multilateral cooperation modalities, and gained many
achievements in all aspects?, especially economy and military. Not only cooperating

' The Southeast Asean countries have to resolve the historical existence of bilateral and multilateral
between them. Southeast Asia is the regional capital of the native security elements complex, is influenced
strongly, deeply from the Cold War security situation becomes more and more complex. In particular,
territorial disputes, territorial Asean’s potential risks, the biggest threat to stability within Asean. That was
the cases of territorial dispute between the Philippines and Malaysia in Sabah; between Malaysia and
Singapore in Pedra Branca island; between Malaysia and Indonesia in two islands of Sipadan and Ligitan;
between Malaysia and Thailand on the border of the two countries; between Thailand and Cambodia over
ownership of the temple Preah Vihear; territorial sovereignty dispute over the East Sea ... These problems
were resolved through different degrees and ways, but there is no end. In addition, differences in political
institutions and national interests lead to differences in some cognitive issues and security concepts. In
addition, the recent security developments showed, the Southeast Asian countries not only face the non-
traditional security problems but also the emerging traditional security problems, especially disputes
territorial sovereignty, the rise of extreme nationalism ... (Bui Thi Thao 2014: 549).

2 Since the Asian financial crisis in 1997, China has promoted to build a legal basis to move towards
establishing multilateral cooperation mechanisms in many fields with Southeast Asian countries through
ASEAN’s role. Most notably: the issuance of the ASEAN-China Joint Declaration (December 16, 1997),
signing the ASEAN-China Free Trade Area Framework Decree (2002), signing the “Joint Declaration on
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with individual countries, but China also promotes multilateral cooperation with
Southeast Asian countries through the role of ASEAN. The noteworthy aspect here is
that China is increasingly acting assertively in international relations besides “financial
diplomacy,” “cultural and carrot diplomacy.” China’s worrisome acts have a profound
impact on the security environment and the security structure of the area; it threatens
the interests and position of the US and prompts the US to implement a corresponding
multilateral security strategy.

As for Southeast Asian countries, besides interests, Southeast Asian countries also
recognize economic dependence, political and diplomatic pressure, and the increasing
risk of insecurity from over-dependence on China, especially when its ambitions are
increasingly evident through its ambition to monopolize the East Sea and the “China’s
Dream” grand strategy. These threats from China are the basis for Southeast Asian
countries to implement the policy of balancing the big powers, promoting the need for
security cooperation with the US (and other powers) as a balancing factor in relations
with China. These are also favorable objective conditions for the US to promote security
cooperation in Southeast Asia in the first two decades of the twenty-first century.

It could be said that, from the beginning of the twenty-first century until now,
Southeast Asia’s role in the US has been emphasized more and more than ever
by the integrated impact of many major security issues and related to the rise of
China - a global strategic rival of the US. In particular, security of the East Sea, the
Chineseization trend, and the substantial, fundamental role of ASEAN in the security
architecture of Southeast Asia are the security aspects that urge the US to prioritize
multilateral cooperation than focus on traditional bilateral security alliances as before.
However, the U.S’ skepticism of multilateralism stemmed from past failures to build
broad-based institutions (Jiirgen Haacke and Noel M. Morada 2010: 37).

1.2 Internal Dynamics

Minimizing the disadvantage of geopolitical position in strategic competition with
other regional powers in Southeast Asia is one of the motivations for the US to orient
itself towards multilateral security cooperation in Southeast Asia from the beginning
of the twenty-first century. The US’s geopolitical weakness in East Asia in general
and Southeast Asia makes it difficult for the US to defend its multi-faceted interests,

the Conduct of Parties in the East Sea (DOC) and “Joint Declaration on Cooperation in Non-Traditional
Security” (2002), expanding “Strategic Partnership” (2004) relationship with ASEAN in all fields ...
According to China’s data, from the first half of 2020, China’s bilateral trade with neighboring Asia reached
632.1 billion USD, accounting for 31% of China’s total foreign trade turnover. In particular, China’s trade
turnover with ASEAN increased by 5.6% over the same period in 2019. Accordingly, Southeast Asian
countries have become China’s largest economic and trade partners. About 76% of China’s non-monetary
direct investment capital into countries along the “Belt and Road” goes to Southeast Asia (La Chieu Huy
2021).
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universalizing American values, and affirm its leading position in this area. Indeed, while
China and other regional powers such as Japan and India have apparent geographical
proximity advantage and relations in Eastern culture mutual exchanges, the US is
recognized as a “Western” power with many spatial, cultural, and historical differences...
The disadvantage of geopolitical position created a great barrier for the US to “come
back” Southeast Asia after the Cold War. The US had “a lack of understanding” about
Southeast Asia and neglected the region until the late 1990s. The United States had
engrossed in the punitive war in the Middle East, deeply involved in Europe, North
Africa, underestimated the role of ASEAN, and neglected Southeast Asian countries in
the 1997 financial and monetary crisis. As mentioned above, actions stemming from the
distraction caused the US role in Southeast Asia to be overshadowed and compromised
its position. On the contrary, that created a great opportunity for China to promote
geopolitical dominance through “neighboring diplomacy”, step by step building up
favorable foundation conditions for promoting of their enormous initiatives and strategies
such as “Community of Common Destiny” for mankind (2012), “Belt Road Initiative”
(BRI - 2013) to realize and universalize “China plan” by economic, military, cultural
..., affirms regional leadership, realizing the “Chinese Dream”. The above contradictory
results reflect the strategic mistakes of the US and clearly reveals the geopolitical
disadvantage of this power in East Asia and Southeast Asia.

Therefore, the US must adjust the strategy to overpower this adverse status and
curb China’s influence rapidly. Accordingly, favorable access enhances the frequency,
scale, and level of presence to show strength; expanding space and content cooperation
requires the United States to develop security links and promote multilateral
cooperation. In implementing this cooperation method in Southeast Asia, the
September 11, 2001 event makes sense as a push. It marked the return of the United
States and opened a new period in the US Security Policy for Southeast Asia. After
establishing a Department of Homeland Security (DHS) in 2002, the United States
quickly built a global multilateral alliance against terrorism, in which Southeast Asia
was identified as “The Second Front.” The US’ new positioning of Southeast Asia in
the global alliance against terrorism is a convenient opportunity for the US to adjust
its security cooperation strategy to multilateral trends. However, to overcome a limited
geostrategic position in competing with China, the US needs more than a terrorist
alliance. So, the contents security cooperation of the US in Southeast Asia in the first
two decades of the 21st century and the future are multilateral and multi-field, towards
comprehensive security goals. This goal reflects the cooperation needs of the United
States with Southeast Asian countries and in the opposite direction.

The second essential driving force is that the US must overcome the mismatch
between the security strategy for East Asia, which is increasingly spatially expanded,
growing in size by the United States with the other side the actual limited presence of
security links (resources) to deploy them. In Southeast Asia, this has been observed
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through the US” delay in diversifying their security partners network. By the end
of 2000, key US military links remained bilateral alliances with Thailand and the
Philippines. The first bricks for the US to expand security links in Southeast Asia
are the commitment to strengthening defense cooperation with the traditional partner
(Singapore) and the “new partner” (Vietnam) after their coalition against terrorism was
established in 2001. This was not enough, significantly when terrorism in Southeast
Asia grew relatively “benign” and quickly gave way to a more significant threat from
China’s wields decisive, systematic, and comprehensive influence expansion through
their series of multilateral commitments, enormous initiatives, and actions.

In fact, the US had adjusted their East Asia security strategy towards a broader
and more inclusive direction, while they were approaching Southeast Asia increasingly
directly since G.W. Bush (2001 - 2008) and more substantially from the B. Obama
period (2009 - 2016) to D. Trump (2017 - 2020) through the “Pivot to Asia strategy”
and the “Free and Open Indo-Pacific strategy.” However, the tendency to “selectively
deploy” security issues and focus on bilateral security alliances that have been
maintained for a long time has created security linkage blanks, preventing the US from
having enough resources to implement these great new security strategies. Therefore,
expansion of the partnership network, spatial development, scale, and content
of cooperation are the driving forces for the US to promote multilateral security
cooperation in Southeast Asia and maintain and consolidate bilateral security alliances.

The tradition of security cooperation between the US and Southeast Asian countries
is favorable for the US to deploy this dynamic. Security cooperation in Southeast Asia
can be viewed as an advantage for the US. The reason for this strength is the presence of
the US’s five bilateral military alliances with some 100,000 troops in East Asia (Jiirgen
Haacke and Noel M. Morada 2010: 36). These security alliances allow the United States
to maintain a relatively regular military influence and presence in Asia. As a result, the
US is almost entirely proactive in its decision to return to Southeast Asia. The inherent
security ties are an advantage even though it gives the US a subjective mentality (as it
seems that all of the security concerns have been resolved by the bilateral alliances).
However, the traditions of security cooperation and these bilateral alliances are key links
for the US to expand security cooperation in a multilateral way.

In addition, the achievement of an essential forward step in relations with ASEAN
is also a favorable condition for the United States to implement the multilateral security
cooperation process in Southeast Asia. Since the second term of President G.W. Bush
(2004 - 2008), the US and ASEAN have reached many cooperation agreements in
essential areas: Joint Vision Statement on the ASEAN - US Enhanced Partnership
(November 17, 2005); Trade and Investment Framework Agreement between the US
and ASEAN (TIFA - August 25, 2006). In 2007, the US Senate also passed a resolution
upholding 30 years of US-ASEAN relations (June 2007), appointed an ambassador to
ASEAN (2007). The United States became ASEAN’s first dialogue partner to appoint
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an ambassador, opening a phase to promote US-ASEAN relations. This is a foundation
for accelerating the US’ multilateral strategy implementation in Southeast Asia, first of
all in the security and defense field.

In short, from the beginning of the 21st century, in addition to objective factors
(in which China’s impact plays a key role), the US multilateral security cooperation
process is also driven by internal dynamics. All of these factors show that the US
promotes multilateral security cooperation in Southeast Asia is inevitable.

2. The US Multilateral Security Cooperation Activities in Southeast Asia in the
First Two Decades of the Twenty-first Century and Their Impacts on Vietnam

2.1 Actively Participating in Multilateral Security Cooperation Mechanisms Led by
ASEAN

The participation in ASEAN-led security cooperation mechanisms was promoted by
the United States after more than two decades (1977-2000) underestimated ASEAN’s
role as a significant regional organization. By the beginning of the twenty-first century,
after President G.W.Bush started the war on terror (2001) and signed with Southeast
Asian countries the Joint Declaration on Cooperation against Terrorism (August 2002),
the US promoted multilateral security cooperation in this region. By 2020, the US
has joined the four most important multilateral security cooperation mechanisms led
by ASEAN. In which, except ARF, which the US has joined as a founding member
since 1994, the remaining three mechanisms (includes Shangri - La Dialogue (SLD),
East Asia Summit (EAS), ADMM +) all are new mechanisms that were established
in the early twenty-first century®. ARF concentrates on political and security issues,
while SLD and ADMM + favor security-military issues, and the EAS focuses more
on non-traditional security issues. The US has gradually joined these mechanisms
and deployed strategic security objectives in Southeast Asia as a focal point in its
comprehensive strategic competition with China in Asia.

The US joined SLD as a founding member in 2002. Although Southeast Asian
countries host SLD, it is an open, intergovernmental security forum in the Asia-Pacific
region. Therefore, participation in SLD helps the US to share, express their views and
attitudes about urgent common security concerns in the region. Through this forum, the
US affirms its status as a Pacific nation, increasing its presence and sharing of security
concerns, seeking opportunities for cooperating and promoting security solutions for

3 SLD is an intergovernmental security forum for Asia-Pacific countries, chaired by Southeast Asian
countries through Singapore’s leading role, established in 2002; East Asia Summit (EAS) was established
in 2005 by 10 ASEAN countries and 6 East Asian countries (China, Japan, Korea, India, Australia and New
Zealand) on the ASEAN +3 platform; ADMM + was established in 2010 on the basis of ADMM, which is
ASEAN’s highest private defense-security mechanism with key partners outside the region. In addition to

the US, ADMM + ‘s main partners include China, Korea, Japan, India, Australia, New Zealand and Russia.
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urgent security issues in the region, especially solving the East Sea issue by two main
channels: political-diplomatic route; deploys military moves in the East Sea. At the
14th SLD (May 2015), with China rushing to build artificial islands and build illegal
military facilities on 7 rocks in Spratlys, the US began the Maritime Security Initiative
(MS]) for a military exercise with Southeast Asian countries only. Through his speech
at the forum, the US Secretary of Defense - Ash Carter - publicly expressed the US
government’s views on the East Sea issue and objected to China’s behaviors in this sea
(Prashanth Parameswaran 2015). At this forum, the US also pledged to appoint a new
Defense Advisor to represent the US Mission to ASEAN to improve coordination and
share information for maritime security, disaster response, and humanitarian activities.

Under President Donald Trump (2017 - 2020), the US uses SLD as an essential
security cooperation channel. At the 16th SLD (June 2017), the US publicly supports
ASEAN’s centrality role in the regional security architecture. Along with the above
statement, US Defense Secretary J. Mattis has been frankly opposed to China’s blatant
encroachment on international law, declaring in favor of an area order that was built
based on the rule of law, and announced the plan to send their troops to the Asia -
Pacific area. Accordingly, the US will transfer 60% of the Navy, 55% of the Army
force, and 2/3 of the Marine force to the Asia - Pacific (Nguyen Ngoc Anh 2017: 38).
From the 17th SLD (2018), the US has gradually established a common voice with
European countries in the freedom of navigation issue in the East Sea. With the support
activities from France, the UK, and recently the Netherlands and Germany, the US
urged European countries to work together to carry out regular “patrols” in the East
Sea. The moves, as mentioned above, show the positive and decisive character and the
significant role and influence of the US on regional security, especially East Sea issues
and ASEAN’s central role.

After promoting the “Pivot” to Asia strategy and signing ASEAN’s Treaty of
Amity and Cooperation (TAC - July 2009), the B.Obama administration has quickly
integrated ADMM + and EAS (2010). The content of these new mechanisms reflects
the current and rapidly evolving situation of a complex security environment in
Southeast Asia and East Asia from the beginning of the twenty-first century to the
present. ADMM+ is an official ministerial-level multilateral cooperation mechanism
dedicated to security and defense. At ADMM +, the content of cooperation includes
policy dialogue and practical activities implemented (includes: drills on the sand -
table and in the field). Thanks to that, the US military and armies of Southeast Asian
countries can train together, build confidence and habits of cooperation. Dialogue
and exercises within the framework of ADMM + contribute to capacity building
and enhancing interactions among member countries in addressing shared security
challenges, especially the security of the East Sea. Together with SLD, ADMM +
provided an additional opportunity for US Defense Ministers to go to Southeast Asia,
exchange views with all of their key counterparts in the region, and articulate the
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vision of the US government on regional security and building personal relationships.
In the framework of ADMM +, the US participated in 2 large-scale anti-terrorist battles
in Indonesia (2013) and Brunei (2016), contributing to the improvement of the combat
capabilities of the anti-terrorist forces of Southeast countries. Asia (Nguyen Thi Thu
Huong 2017: 61). The US attended the East Asia Summit (EAS) as an official member
from the 6th EAS (November 2011) in Bali, Indonesia. With a diversity of cooperation
content, focusing on 17 areas, and an annual forum for dialogue on strategic issues at
the head of state level of Southeast Asian countries and major partners, the EAS is the
fundamental pillar in the regional security structure. As a result, joining the EAS is a
way for the US to regain a legitimate position in regional diplomacy, understanding the
security challenges that Asia is facing and understanding thoroughly the internal and
outside political dynamics in Southeast Asia as well as in East Asia (Vietnam Academy
of Social Sciences 2009: 151). Participating in EAS is an effective way for the US to
be deeply present in Southeast Asia’s political-security architecture.

It can be said that the active participation in and active operation in ASEAN-led
security mechanisms is the fastest and most effective way for the US to establish the
foundation for multilateralization of a security cooperation strategy in Southeast Asia in
the context of fierce strategic competition between the great powers. However, it should
be noticed that these cooperation mechanisms are all open mechanisms with weak legal
constraints and the presence of many regional powers (China, Japan, India). Therefore,
the major challenge for the US in these mechanisms is to design helpful cooperation
options that meet the interests and the need to solve practical security problems of
Southeast Asian countries, providing them with substantive confidence and consensus in
recognizing the US’ vital role in the security and prosperity of the region.

2.2 Launching Initiatives to Promote Multilateral Security Cooperation in Southeast Asia

From the end of the first term, the G.W.Bush administration began to promote
multilateral security cooperation initiatives in East and Southeast Asia. In Southeast
Asia, the US proactively proposes and implements three important multilateral security
initiatives, including Regional Maritime Security Initiative (RMSI), Southeast Asia
Maritime Security Initiative (MSI), and Lower Mekong Initiative (LMI). All of these
initiatives focus on non-traditional cross-border security issues. In particular, RMSI
and MSI concentrate on maritime security, LMI focuses on economic security, health,
and civil issues. In addition, the US participates in other complementary security
initiatives such as the Container Security Initiative (CSI) to guarantee the security of
seaports and the two Southeast Asian countries, Singapore and Thailand.

RMSI was launched in March 2004 by Admiral Thomas B. Fargo, Commander of
the US Pacific Command (USPACOM), to develop partnerships with countries in the
Asia-Pacific region in the detector, track and prevent transnational security threats in
the strait. Although it goes beyond Southeast Asia, RMSI is powerfully deployed by
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the US in this region - where the arterial maritime routes such as the Strait of Malacca
and East Sea are present, closely linked with the US and its allies interests, are facing
many security threats, especially terrorism, piracy, maritime resource disputes, and
serious territorial disputes... For the US, even these Southeast Asia shipping routes
(including the Sea East) accounts for only 4% of US trade (Nguyen Hoang Giap et
al. 2007: 136) but ensuring they are smooth is a key benefit to the development of
the entire marine trading system in East Asia (especially energy, military equipment
trade), ensuring freedom of navigation security and maintaining the US influence in
the region. Outside the US, the members of RMSI in Southeast Asia are Indonesia,
Malaysia, Singapore, and Thailand. Initially, RMSI cooperation included information
sharing, early warning to combat marine security threats but was later expanded to
include: joint patrol, technical assistance, and human training. However, the issue is
“who will act as a backup force in the strait?

Furthermore, who will order if something goes wrong”?. These are related to
national sovereignty and perceptions about security and the security capacity and
responsibility of the strait states, especially Indonesia and Malaysia. Therefore, while
Singapore welcomed Indonesia (2004), then Malaysia (2005) rejected the US proposal
of a joint patrol under the RMSI (AlfredDaniel Matthews 2011: 54). They thought
that this US proposal had denied security capacity and violated the sovereignty of the
strait states. Therefore, the operational content of RMSI is narrowed down and cannot
be maintained for long. However, RMSI is closely related to the ‘“Popular Security
Initiative” (PSI) in East Asia - aimed at preventing the proliferation of WMD, targeted
by the US for security purposes in Northeast Asia. According to security experts,
RMSI was part of the new US maritime and defense strategy transition under President
G.W.Bush (Kwa Chong Guan 2007: 134-145). RMSI is one of the ways to help the US
adapt to a grand strategy in Southeast Asia in the new security context.

MSI was officially announced by the US Secretary of Defense - Ash Carter - in
June 2015 at the 2015 Shangri-La Dialogue in Singapore. MSI aims to assist Southeast
Asian countries in building collective capacities to coordinate to address a wide
range of maritime security challenges, mainly in the East Sea. MSI was included
in the Department of Defense Asia-Pacific Maritime Security Strategy by the US
administration in August 2015 and granted 425 million USD for 5 years, starting
from fiscal 2016 for deployment on behalf of is part of the Defense Authorization
Act. Specifically: 2016: 50 million USD, 2017: 75 million USD, and 100 million
USD for each year 2018, 2019, 2020 (Prashanth Parameswaran 2016). MSI is also
called the “East Sea Initiative,” which the US applies to countries along the East Sea,
including Indonesia, Malaysia, the Philippines, Thailand, and Vietnam. The items
supported by the US through authorization to the MSI’s members are small-scale
military equipment, supplies, training, and construction. In addition to the member
countries mentioned above, Brunei, Singapore, and Taiwan also participate in MSI as
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“supplementary sponsor countries” and may be involved in MSI’s training and other
activities. MSI focuses on enhancing regional maritime domain awareness (MDA)
and moving towards establishing a common operating picture (COP) in Southeast
Asia. The establishment of COP is one of the four contents of the goal of building
“lines of effort” of the US in Southeast Asia. The three remaining contents are
strengthening the US military capacity, taking advantage of military diplomacy, and
strengthening regional security institutions. Through funding for building maritime
security capacities for Southeast Asian countries, MSI is a commitment of sustainable
resources of the US to partners in the challenging budget environment. This initiative
represents the US administration’s “rebalancing” effort in Southeast Asia and is a US
step towards expanding its security partnership network to realize its broad strategic
goals in East Asia. MSI also affirmed the trend of multilateral security cooperation
of the US. MSI is promoted by the Donald Trump administration (and the incumbent
President J.Biden administration) in the context of complicated East Sea security with
increasingly aggressive behaviors and militarization tendency from China.

To promote multilateral cooperation in civil security in the Mekong sub-region,
the US initiated the LMI in 2009. LMI aims to promote cooperation and assistance
of the US to the Lower Mekong countries (Thailand, Laos, Cambodia, Vietnam, and
Myanmar?*) on the environment, health, education, and infrastructure. Through the
LM]I, the US has proposed and funded many projects to help Southeast Asian countries
improve their capacity to manage and efficiently use natural resources from the Mekong
River, promote agricultural economics, develop energy markets, respond to disasters
& epidemics, empower women and develop sustainable infrastructure ... Under the
LMI framework, from 2009 to 2020, the US launched many valuable initiatives such
as the “Mekong Forecasting Program” (2009), Initiative of the Partnership between
the Mekong River Commission (MRC) and the Mississippi River (2010), the “Water
and Food Security” program in 2012. LMI is seen as evidence demonstrating the
determination to “return to Southeast Asia” by the B.Obama Government. The
D.Trump Administration has continued to pursue LMI with the prominent proposal
of the 2017 Mekong Water Resources Data Initiative (MWDI). These assist countries
in collecting and sharing information for sustainable water management, especially in
the context that China’s energy development by hydroelectric dams upstream poses a
severe threat to people’s lives in downstream countries. US Secretary of State Mike
Pompeo has continuously attended the 11th LMI Foreign Ministers Meeting (August
2018) and the 12th (8-2019). In particular, at the 12th LMI Foreign Ministers Meeting,
Secretary of State Mike Pompeo announced that the US would join Japan to establish
the “Japan-US - Mekong Power Partnership” (JUMPP) to support the Mekong

4 Three years after the establishment of the LMI, Myanmar just joined and became an official member of
this initiative at the 2020 Mekong River Initiative Conference at the level of Foreign Affairs in Cambodia,
on July 13, 2012.
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countries to ensure energy security sustainably. As a result, LMI is well received by the
member countries. It can be said that this is an important geostrategic security initiative
of the US in South East Asia because it opens the way for the US to penetrate into the
Southeast Asian continent, develop soft power and strengthen the indispensable role of
the US in this region.

2.3 Hosted and Participated in Joint Exercises with Southeast Asian Countries

Since the early 1980s, the US has focused on implementing joint exercises with
Southeast Asian countries, first of all with traditional allies (Thailand, the Philippines) in
a bilateral manner. From the beginning of the twenty-first century to the present, along
with the development of regionalism and the complexity of the security environment in
Southeast Asia, the US has increased its development and participation in multilateral
joint exercises with Southeast Asian countries. By 2020, the US has conducted many
multilateral exercises with Southeast Asian countries. In which, the four most critical
multilateral drills include: “Cobra Gold” - upgraded to multilateral since 2000 with the
participation of Singapore in addition to the US and Thailand armies®; “Southeast Asia
Cooperation and Training Exercise” (SEACAT); COPE Tiger exercises and ASEAN -
US Maritime Exercise (referred to as AUMX). In which, “Cobra Gold” is the largest
annual multi-modal exercise of the US in Asia, mobilizing from 3,600 to 5,500 soldiers
from the Army, Navy, and Marines and many of the most modern weapons of America.
SEACAT?® is the US’s only annual multilateral naval exercise in Southeast Asia (with
8 Southeast Asian countries: Thailand, the Philippines, Indonesia, Singapore, Malaysia,
Brunei, Cambodia, Vietnam, and 2 South Asian countries (Bangladesh and Sri Lanka.)
COPE Tiger is considered Southeast Asia’s most prominent multinational air drill and
includes humanitarian projects, community activities, helping people (Thailand), health
care, and cultural exchanges among participating countries. With these exercises, the US
formed a multipurpose security partnership network that could effectively cooperate on a
large scale in Southeast Asia. On that basis, the bilateral security alliances have also been
strengthened and expanded.

The most prominent event in US multilateral security cooperation in Southeast Asia
was the first maritime exercise between the US and 10 ASEAN countries (ASEAN - US
Maritime Exercise, or AUMX for short) in September 20197. This exercise is aimed at
“enhancing the combat together skills of ASEAN and the United States” and “not against
or targeting anyone else,” as US Rear Adm. Murray Joe Tynch, US navy’s Western

5 Initially, “Cobra Gold” was a military exercise bilateral between the US and Thailand, held since 1982.
¢ SEACAT was developed in 2012 from the SACAT- Southeast Asia Cooperation Againts Terrorism
exercise between the US Navy and 6 Southeast Asian countries, namely Thailand, Singapore, Brunei,
Indonesia, Malaysia and the Philippines. SACAT started in 2002

7 AUMX was first proposed at the Association of Southeast Asian Nations Defense Ministers’ Meeting Plus
(ADMM-Plus) in 2017 and confirmed during the 12th ADMM in October 2018.
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Pacific logistics group commander in Southeast Asia, said. However, no one can deny the
significance of this exercise. The AUMX and the exercises mentioned above are both a
strong US commitment to Southeast Asian partners, affirming the US’s pillar role in the
regional security order and the most powerful deterrent to China’s ambitions.

2.4 Impact on Vietnam

The US is a major power factor that significantly influences the security and
development of Vietnam’s defense. Although established on a challenging foundation
and started later than other fields, cooperation between the United States and Vietnam
in the field of security and defense since the beginning of the twenty-first century
has developed rapidly and positively®. For Vietnam, the US is the earliest power to
develop the Defense Strategy Dialogue (2010) compared to other major partners such
as Russia, China, and Japan. Through these cooperation mechanisms, the US holds an
important position in security-defense policy-making (especially after the two countries
established the Comprehensive Partnership 7-2013) and factors that directly impact the
implementation of security-defense goals in Vietnam. The most important objectives
are: strengthening defense potential and defense personnel capacity; modernizing
weapons and defense equipment; foreign defense - security; and the settlement of the
East Sea issue (Bui Thi Thao 2016: 17-21). From the beginning of the twenty-first
century up to now, along with the GWBush administration’s implementation of the war
on terror, Vietnam was mentioned for the first time in the US National Security Strategy
to strengthen the “Asian Alliance’. Accordingly, the content of US-Vietnam security-
defense cooperation was extended out of the framework of a bilateral settlement of
war legacy issues during the period 1991-2000 and strengthened through multilateral
cooperation. Therefore, enhancing multilateral security cooperation with the US and
Southeast Asian countries is essential content in Vietnam’s foreign security-defense
policy and has a direct and vital impact on Vietnam’s national security.

In the first two decades of the twenty-first century, Vietnam has been present in
most of the multilateral security cooperation mechanisms that the US participates in
and implements in Southeast Asia except the RMSI security initiative (for the Strait
countries as Malacca and Singapore) and COPE Tiger exercises (for the air force
of Thailand and Singapore). In particular, it should be seen that the majority of
multilateral security initiatives and multilateral exercises in Southeast Asia have only

8 After laying the foundation by the annual exchange mechanism at the Department level in 1997, up to
now, the US and Vietnam have 3 mechanisms for security-defense cooperation: Bilateral defense dialogue
(The US Pacific Command presides over, since 2005); Political - Security - Defense Dialogue (Ministry of
Foreign Affairs of the two sides preside over, since 2008) and National Defense Policy Dialogue (Ministry
of Defense of the two countries preside over, since 2010).

> See the US National Security Strategy, June 2002 https://georgewbush-whitehouse.archives.gov/nsc/
nss/2002/. Acessed 25 March 2020
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been promoted by the US since the end of the first decade of the twenty-first century,
with the fierce expansion of the influence of China, especially in maritime security and
the East Sea issues. As a state in a territorial dispute with China, participation in US-
led security initiatives and multilateral exercises profoundly impacts Vietnam.

On the positive side: multilateral security cooperation with the US helps Vietnam
supplement cooperation content that the bilateral channel of the two nations does
not have or have but not fully. On the other hand, joining the US in multilateral
mechanisms helps Vietnam quickly integrate into the regional and international
security cooperation environment as a partner with a unique historical relationship.
Thereby, the two countries continue to build, consolidate strategic trust and support
each other’s international role. The US is also a significant power factor, helping
Vietnam realize important (tangible and intangible) security goals, especially dealing
with major security threats, maintaining a peaceful environment for modernizing
the country, doing a foreign policy of peace, neutrality, integration, and integration
enhancement of national position.

On the negative side: Because the US-Vietnam relationship in security-defense
faces many obstacles and develops later than other traditional partners of the US
(Thailand, Philippines, Singapore...), in many multilateral cooperation mechanisms
with the US, Vietnam joined later than neighboring countries. Therefore, Vietnam
must quickly settle the preparations and concentrate many resources to catch up with
cooperation progress. Pursuing these multilateral security mechanisms could scatter
Vietnam’s national security goals over a given period. More importantly, Vietnam
is deeply affected by the increasingly comprehensive and US-China solid strategic
competition. Vietnam’s participation in multilateral security cooperation mechanisms,
especially maritime security initiatives and joint exercises with the US, may cause
an adverse reaction from China, especially between Vietnam and China are in a
complicated sovereignty dispute over the East Sea. Choosing a cooperation mechanism
with appropriate participatory modalities, demonstrating a neutral foreign policy,
cooperating in good faith and without harming economic relations with China is a
challenge for Vietnamese policymakers.

3. Conclusion

Multilateral cooperation has been a strategic priority trend developed in the US
security policy towards Southeast Asia from the beginning of the twenty-first century
to the present. Then we are actively implementing this trend in Northeast Asia
and in the entire Indo-Pacific region. This is a fact that reflects the development of
“Security Pluralism” increasingly deployed by the US in the first two decades of the
21st century under the impact of increasing number and degree complexity of threats
and cross-border security challenges in East Asia. Multilateral security cooperation
is an indispensable method of the US and more indispensable for small and medium
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Southeast Asian countries to minimize disadvantages in the goal of countering
hegemonic ambitions by grand strategies of China. It is also suited in the context of
the explosion of multilateral cooperation mechanisms in Asia from the beginning of
the twenty-first century to the present. From President GWBush (2001-2009) to D.
Trump (2017-2021) and present (2021), when President J. Biden continued to pursue
the Free and open Indo-Pacific strategy with a comprehensive awareness of security
challenges; multilateral security cooperation will be the “way of working of the US
with the world”'? in the future. There, Southeast Asia will continue to be the US area
to deploy a solid military-security presence for two major goals: freedom of navigation
and control of regional order, against all hegemony ambitions to change the status.
Multilateral security cooperation mechanisms that the US participates in Southeast
Asia diversified form, size, and mode of implementation. More importantly, the content
and target of these mechanisms are essential for Southeast Asian countries because
they create a functional interactive environment in various security aspects, making a
significant contribution to prevent and solve common security threats. However, most
of them tend to focus more on security-defense than on other areas. The majority of
security-defense mechanisms reflect a characteristic of the US security policy towards
Southeast Asia, especially when this region is witnessing fierce competition among
great powers, a military modernization trend taking place firmly, and security-military
solutions are recognized as a deterrent effective immediately. However, non-traditional
security challenges, especially climate change, pandemics, biological risks, and high-
tech security, will focus on the US and Southeast Asian countries in the medium-term
future. In Vietnam, multilateral cooperation with the US is an important content in the
defense - foreign security policy. The promotion of this cooperation content not only
reflects the development of the Comprehensive Bilateral Partnership between the US and
Vietnam but also Vietnam’s security strategy to actively take advantage of opportunities
for active cooperation to build a strong defense - security, protect national interests and
implement a balance of powers foreign policy to assert the nation’s position in regional
security conditions, and the security of the East Sea are extremely complicated, danger.

19Tn the US “Interim National Security Strategic Guidance” published on March 3, 2021, the new J. Biden
administration showed the inevitability of multilateral security cooperation by asserting: “... Recent events
show all too clearly that many of the biggest threats we face respect no borders or walls, and must be
met with collective action. Pandemics and other biological risks, the escalating climate crisis, cyber and
digital threats, international economic disruptions, protracted humanitarian crises, violent extremism
and terrorism, and the proliferation of nuclear weapons and other weapons of mass destruction all pose
profound and, in some cases, existential dangers. None can be effectively addressed by one nation acting
alone. And none can be effectively addressed with the United States on the sideline”(p.7). Source https://
www.whitehouse.gov/wp-content/uploads/2021/03/NSC-1v2.pdf. Accessed 15 April 2021
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Food Policy, Governance and the South African Food Security

Adrino Mazenda”

Abstract Good governance and properly aligned food policies are necessary strategies
for food security. This article explores the impact of governance on South Africa’s
food security. The article utilised a cross-section time series analysis, underpinned
by the Ridge regression modelling technique to test the relationship between the
endogenous latent Food security (FS) variable (Food production index, Food Imports,
Household dietary index, Gross Domestic Product and Prevalence of malnutrition
in the total population) and the exogenous Governance indicators (Government
effectiveness, Voice and accountability, Political Stability, Regulatory Quality, the
rule of law, and Control of corruption), from 1996 to 2020, utilising secondary data
from the Food Agriculture Organisation (FAO), and World Bank. Results from the
article show that the South African food governance challenges are mostly related to
Corruption, Government ineffectiveness, and Regulatory quality. Political stability
and the Rule of law are almost insignificant to explain an impactful relationship. The
article recommended developing a compendious food security framework targeting
agriculture productivity, societal inclusion, and overall improvement of dietary intake
in poor communities.

Keywords: Governance, Food Policy, Food Security, South Africa.
JEL Classification: Q18

1. Introduction

Food insecurity causes chronic undernourishment to over 12% of the global
population (FAO, 2015). At the same time, a third of the world’s food supply goes
to waste every year (Rossi, Vink & Sigge, 2017). Tirivangasi (2017) argued that food
security is regarded as a major priority for all countries worldwide. However, people
who\ live with chronic hunger and extreme poverty are often excluded from political
representation, government services, and government benefits. The relationship
between chronic hunger and governance is implicit in the Food and Agriculture

Adrino Mazenda* (<))
* University of Pretoria, School of Public Management and Administration, Pretoria, South Africa.
E-mail: adrino.mazenda@up.ac.za



120 Adrino Mazenda

Organisation’s (FAO) definition of food security as “all people, at all times, having
physical, social and economic access to sufficient, safe and nutritious food to
meet their dietary needs and food preferences for an active and healthy life” (FAO,
2015). Akanle, Adeshina, and Adesokan (2017) argued that food is a basic necessity
that is key to human survival, and any state that failed to provide food supplies to
its citizens adequately is regarded as underdeveloped. In many cases, food insecurity
and malnourishment aggravate poverty, human wellness, and citizens’ negative
perceptions towards the state. The right to access food has been universally declared as
a human right under the United Nations Declaration on Human Rights, the 1996 Rome
Declaration of World Food Security and the United Nations Sustainable Development
Goals set to be achieved by 2030.

Governments are directly and indirectly involved in enhancing food security. As
such, all attempts to improve food security must also consider the role of governance
(Candel, 2014). Sustainable agriculture and functioning governance systems are
necessary for enhancing the food security position of a country.

The correlation of food security and governance suggests that attempts to reduce
chronic hunger must integrate food security with governance systems, particularly
accountability, transparency, effectiveness, and the rule of law (Haysom, 2015). This
should extend to all stakeholders and should be part of food policies and the realization
of the Sustainable Development Goals on food security.

Food security requires governance in all spheres. This follows the evidence of
factors affecting governance, namely, globalization, the dominance of multinational
companies, and weak public institutions, as major drivers of food insecurity in the world
(McKeon, 2011). This is worsened by rising global food demand, putting pressure on
already strained government resources. Effective coordination of governance, food
security, and agriculture are key to reducing food insecurity (McKeon, 2011).

The challenges in South Africa’s food security are mostly socio-economic,
environmental, and governance-related. This is a major obstacle to the country meeting
the Sustainable Development Goals and also fulfilling the constitutional mandate on
the right to sufficient nutritious food (Pereira & Drimie, 2016). The environmental
challenges encompass climate change, which has affected the overall food output. The
socio-economic challenges relate to structural economic challenges, responsible for
limited access to credit lines and smallholder farming support. The governance issues
shape the South African economy’s management and distribution of resources. Within
the broad governance term are indicators determining the functioning of the state in
fulfilling various mandates. It is against this background information that the article
seeks to address the following research question:

» How does governance affect South Africa’s food security?

In support of the research question, the article hypothesises that: governance (as
manifested by government effectiveness, regulatory quality, the rule of law, control of
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corruption, political stability and voice and accountability) positively impacts South
Africa food security as denoted by the latent variables of the Food Production Index,
the Household Dietary Diversity Index, Gross Domestic Product, Food Imports and
Malnutrition Prevalence within the total population.

Similarly, the article answers the following sub-questions:

» What is the prevailing food policy framework in South Africa?

* What does the literature say about the relationship between food security and

governance?

* What synthesis can be drawn from the preceding discussion?

This article draws on a Ridge Regression Model (RRM) to analyse the effect of governance
on South Africa’s food security. It argues that the country’s food security challenges require,
apart from institutional arrangements, good governance systems to eradicate poverty. It
supports the essence of integrating supply-side and demand-side governancein enhancing
the country’s food security. Little is known, neither have adequate tests been done in the
country, of how governance is a key factor in addressing national food security issues. The
RRM presents an appropriate methodological framework for measuring the relationship
between food security and governance. The reason is the model assumes non-normality
and accounts for multicollinearity among test variables.

The first section provides an overview of the South African food policy framework.
The second section provides the conceptual framework of the relationship between
food security and governance. The third section presents the data and econometric
approach materials and methods, followed by findings and analysis in the fourth
section. The last section presents conclusions and recommendations.

2. South Africa food policy framework

Every country in the world has policies that govern the management and distribution
of food to people. National policies and strategies are used importantly to show a
country’s vision, budgetary concerns, priorities, and the course of action (Schonfeldt,
2015). The South African government likewise has robust policy frameworks that
aim to promote food management and food security. As Mupindu (2015) observes,
food security policy has become an increasingly critical global issue that is affected
by interrelated variables. The need to curb malnutrition has been on the agenda of
various global villages in line with the Committee on World Food Security, the Rome
Declaration on Nutrition, and achieving sustainable development goals.

Therefore, the South African government instituted the Integrated Food Security
Strategy in 2002, with the main focus on ensuring food availability. It emphasized
relief on food price inflation through school feeding schemes, welfare pay-outs, and
food parcels (Kirsten, 2012). While these mechanisms were essential as safeguards for
food-insecure households, the strategy failed to provide a framework for addressing
the complex dimensions of the food system. This was due to ineffective institutional
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arrangements combing the food security programmes of both government and private
participants (Pereira & Drimie, 2016).

The 2013 Food and Nutrition Security Policy, together with the Fetsa Tlala, was
endorsed by the cabinet with the aim of meeting the four pillars of food security at
all economic levels. The policy expanded the Integrated Food Security Strategy and
proposed inter-sectorial harmonization of existing policies. The policy did not meet
the expected results due to the non-functional chain of command within the State’s
departments. Moreover, there was an absence of dialogue between the state institutions
and various participants in the food sector. Specifically, the policy weakly recognized
composite societal challenges in the South Africa food system (Pereira & Drimie, 2016).
During the same period as the Food and Nutrition Security, the government enacted the
National Development Plan, Vision 2030, which dictates strategies to improve food
access. The NDP supports the food security social engagement between civil society,
the private sector, the state, and other stakeholders. Such a gesture indicates the positive
contribution of the state through the multi-sectoral approach (Pereira & Drimie, 2016).
The equitable distribution of resources, continuous learning, and agriculture development
were key in achieving food security from the program. This is in line with social safety
nets, public works programs, agro-processing, and food value chains (NPC, 2012).

Many factors attribute to the failing policy systems governing food security in South
Africa. In her study, Nkwana (2017) revealed that poor implementation of government
policies due to insufficient synchronization in various spheres of government are
responsible for the food insecurities experienced in the country. This is further
constrained by the unplanned and inadequate information that would enable an analysis
of food security gaps in the country (Altman, Hart & Jacobs, 2009). The latter scenario
is blamed on prevailing poor communication, a lack of feedback, poor monitoring and
evaluation, and a failure to report the consequences of food insecurity to citizens.

The lack of precise and recognized food security measures, especially policy
targeting, shows a gap in the literature (Paes-Souza & Vaitsman, 2014). Therefore,
in respect of these assertions, a measurement that is part of the greater monitoring and
evaluation framework is critical for food security.

3. Conceptual framework

Food security is a multidimensional and interdependent process encompassing
numerous actors and activities. This study conceptualizes food security from the Sen
(1999) capability approach and the integrated framework of Chiappero Martinetti
and Pareglio (2009). The capability approach evaluates well-being and poverty for
an individual person. The integrated framework postulates food security as a function
of composite factors: macro-economic, micro-economic, social, environmental, and
individual factors (Burchi & De Muro 2012; Aurino, 2013). The integration of the two
is presented as a composite framework as presented in Figure 1.
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Figure 1. Integrated Food Security framework

Source: Author iterations

The framework encompasses all four components of food security. Food availability,
which is the supply side of food security, is entered as a macro-economic factor when all
people have adequate quantities of food. Food access, which is the ability of households
and individuals to acquire adequate food for a nutritious diet, as well as food utilization,
which is proper feeding linked to sanitation, health care, clean water, and an adequate
diet, are all entered as micro-economic factors. Finally, food stability, which is the
capability to obtain food over time and protection from chronic threats, encompasses all
the composite factors and is a state all nations aspire to (Aurino,2013; UNDP,1994).

The framework is unprecedented in its inclusion of consequences of food
insecurity, such as psychological distress and societal exclusion, both critical aspects
of human well-being. Second, it explores the association between micro-and macro-
economic factors, unearthing the drivers of food security in each category. The macro-
economic category emphasizes an enabling environment for sustainable food security
outcomes through the interaction of socio-economic, micro-economic, environmental,
and institutional factors. Finally, the micro-economic category shows that the
composite food capability component is dependent on other basic factors, such as the
distribution of resources, nutritional health, and education.

Both categories of the composite food security framework encompass governance
issues. Governance is concerned with how the state distributes and manages public
resources. Good governance leads to well-functioning state institutions. These
institutions are key in employment, poverty eradication, and the food security of the
nation. On the other hand, food insecurity can destabilize governance. (FHI, 2018).
This manifests in the influx of armed conflicts within the low-income, food-deficient
countries, depending on agricultural production (Pingali, 2002). Policies and programs
that address agriculture and food security are hindered by complex political processes and
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interactions between stakeholders (government, private sector, and farmers), who have
unequal power and access to resources. Moreover, agricultural systems are often harmed
by conflict, insufficient institutional capacity, and the bad design and implementation of
government policies, and countries that do not adequately invest in agriculture are more
likely to experience chronic food insecurity (FAO, 2016; Candel, 2014).

On the other hand, good governance supports the aims of agriculture and food security
through multiple systems. A good governance system must be able to respond to a food
crisis and address the complex problems of food insecurity in order to eliminate hunger
(Pereira & Ruysenaar, 2012). The integration of governance to food security allows the
formulation of food security strategies that respond to diverse and ever-changing needs by
aligning objectives and actions across all three spheres of government. At the local level,
civil society organizations can develop linkages with strategists and affected households,
poor farmers, and other marginalized groups (women and black South Africans) by
developing integrated programs that can address political and socio-economic obstacles
that prevent improvements to nutrition and food security (Duncan, 2015).

Integrating principles of good governance, for instance, accountability and citizens’
participation in food security interventions, could enhance positive development outcomes
and improve farmers’ access to agricultural food value chains. Senegal, Bolivia, Brazil,
and Niger have operationally inclusive participation of farmers in food policy formulation,
with visible successes in their food value chains (Suttie & Hussein, 2015).

The households should be encouraged to contribute to the goals of governance,
particularly civic participation and the effective rule of law. Food insecurity increases
grievances against institutions, hinders political participation, and contributes to
outbreaks of social unrest (Hendrix & Brinkman, 2013). Reducing food insecurity and
socio-economic and political obstacles necessitates that the government is responsive
to its citizens. The implications are government stability, social cohesion between
local partners and the government, and the empowerment of partners (stakeholders) in
policy development in line with local needs (Hendrix & Brinkman, 2013).

Such exchanges have seen positive outcomes in several parts of the world. For
example, food security programs in Nepal have improved community relationships
with the government, and short-term jobs in agricultural programs promoted peace in
Liberia (McCandless, 2011). The relationship between food security and governance
can be supportive or destructive; a food-secure population can bolster stable
governance, whereas a food-insecure population can destabilize governance (Brinkman
& Hendrix, 2011). The following section presents the data and econometric approach
to examine the impact of governance on South African food security.

4. Materials and methods

This study used a quantitative research approach, based on a cross-section time-series
analysis of South African data on food security and governance indicators, obtained
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from the World Bank World Development Indicators and Food and Agriculture
Organisation (FAO) food security indicators, from 1996 to 2017.

The Ridge Regression Modelling (RRM) technique was utilised in analyzing the
relationship between food security, latent variables, and governance indicators. The
RRM technique is a method in statistics used to analyse a single response variable with
two or more multicollinear variables (Sunril, 2015). This would likely be the case with
the governance indicators, which all are related to each other.

According to Montgomery (1974 cited in NCSS, 2019), multicollinearity results
from five sources, namely, data collection (data collected from a narrow space of
the independent variables), physical constraints (differences in population range),
overly defined models (more variables than observations), model specification (using
independent variables that are powers of an original set of variables), and outliers.
Multicollinearity is detected by first studying pairwise scatter plots of pairs of independent
variables, identifying the near-perfect association of variables, and interpreting the
correlation matrix. Secondly, it is detected by considering the Variance Inflation Factor
(VIF). A VIF of less than 10 indicates the absence of collinearity. Thirdly, one can
interpret the Eigen Values (EV) of the correlation matrix of independent or exogenous
variables. Values close to zero indicate multicollinearity. A similar interpretation can
be obtained by looking at the condition number of the EV. Large numbers above 100
indicate multicollinearity. Finally, the sign of the regression coefficient is significant.
Variables with opposite signs of the expected might indicate multicollinearity.

The correction of multicollinearity should start with the source problem, either by
collecting additional data, using a variable selection technique for an over-identified
model, or removing the observations which could have induced the multicollinearity.
When these steps are not possible, it is necessary to use the RRM. Ridge regression
lowers conventional faults by adding a degree of bias to the regression estimates.
Ridge regression estimations are based on standardized variables. Standardization
is done by subtracting the means of variables (both dependent and independent, and
dividing by their standard deviations) (Sunil, 2015). The ridge regression is drawn
from the estimated ordinary least squares, regression coefficients, shown as:

B=(XX)X'Y
The analysis assumes standardization of variables, as such, X’X = R, where R is the
correlation matrix of the independent variables. The estimates are unbiased and could

relate to the population.

E(B)=B
The variance-covariance matrix of the estimates is:
V(B) = ¢’R'

0°=1, on the assumption that the independent variables are standardized.
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From the above, we find:

Vi) =r =1
where R’ is the variance obtained from regressing the independent variables, on the
dependent variable Xj. This variance is the VIF, positively related to the R°. Thus, as
the R? in the denominator gets closer to one (0,9 and above), the VIF will increase, and
will have to face multicollinearity.

The ridge regression proceeds by adding a small value, k, to the diagonal elements
of the correlation matrix (presented as a ridge); that is,

B(R+K)'X'Y
where k is a positive quantity less than 1. The amount of bias in this estimator is given by:
EB-B)=[(X'X +kI)'X'X—I]|B
and the covariance matrix is given by:

V(B) = (X'X+ED"'X'X(X'X+kI)™

where k is the mean squared error (the variance plus the bias squared in the ridge
estimator is less than the least-squares estimator), the appropriate value of k depends
on knowing the true regression coefficients (which are being estimated).

Hoerl, Kinnard, and Baldwin (1975) proposed an iterative method for selecting k,
based on the formula:

k=ps’/B'B
The least-squares coefficients are used to obtain the value of k. The k value is a catalyst
for the determination of a new set of coefficients. The procedure’s weakness is non-
convergence. As such, NCSS has modified the procedure such that if the resulting k is
greater than one, the new value of k is equal to the last value of k divided by two. This
calculated value of k is mostly preferred to the ridge trace method, which is subject to

human error on choosing high values of k (NCSS, 2019).
The RRM implicit model function is presented as:

Yt= B0+ B1X1 +e

Where Yt = Food security (FS) latent variables (FPI, HDDI, MN GDP, FI), p1 =
Parameter estimate, X1 = Governance Indicators (Contr Crpt, Rul Law, Reg Qual, Gov
Eff, Polit Stab, Vc Acnt), and e is the idiosyncratic error term. The regression model is
presented as follows:

FS(FPIL,HDI,MN,GDPFI)t = [0+ B1GOVt + ut

The FS are outcome indicators of distinct dimensions of food security, namely, (i)
Food Production index (FPI) (availability) (World Bank, 2019); (ii) Household Dietary
Diversity Index (HDDI) (utilization) World, Bank, 2019); (iii) Prevalence of Malnutrition
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in the Total Population (utilization); (iv) Gross Domestic Product (GDP) (annual %
growth) (access); and (v) Food Imports (% of total population) (Stability) (FAO, 2019).
The FPI is a composition of edible and nutritious food crops. The composition excludes
tea and coffee, which, although edible, have no nutritional value. The HDDI is the ratio
of aggregate dietary energy supply (kilocalories/per day/per person) provided by staple
foods (cereals and starchy roots). A low value indicates a high diet diversification.
The prevalence of malnutrition (MN) is a utilization dimension providing data on the
nutritional status of the whole population (Aurino, 2013).

GDP reflects the food access component of food security and consists of three
parts: physical, economic, and socio-cultural. The physical component entails
efficiency in food production. The economic component reflects the affordability status
of the population in buying adequate food. The socio-cultural component arises when
conflict, strife, and other social barriers, such as gender, hinder people’s access to food
(Napoli, 2011).

FI expresses the proportion of food imports in total merchandise imports. The
increase is attributed to increases in consumption. The increase can be due either to
changes in diet or to population demand from migration and urbanization (Rakotoarisoa,
Lafrate, & Paschali, 2012). Low food imports reflect stability in food security.

As argued in the main research question and literature review, the ability of a nation
to be food secure is undoubtedly influenced by governance issues. The indicators form
part of the RRM, providing possible channels of policy intervention. The indicators
are obtained from the World Bank, and the rationale for their inclusion are i) Voice and
Accountability (Vc Acnt), which refers to the democratic right of selecting government
leadership. ii) Government Effectiveness (Gov Eff), shows the people’s views on both
public service and civil service quality. It also relates to government commitment to
integrity in policy formulation and implementation. iii) Political Stability (Polit Stab)
measures the probability of violence from political activism, including terrorism,
sabotage, and crime. v) Regulatory Quality (Reg Qual) shows the ability of the
government to implement sound policies and regulations, mostly in the private sector.
vi) the rule of law (Rule Law) relates to satisfaction agents have with the law and
society. Of importance is the enforcement of property rights and contract enforcement.
vii) Control of Corruption (Contr Crpt) shows the degree to which public power is
misused for private gain. Of importance are issues of state capture, nepotism, and other
composite forms of corruption.

5. Results and analysis

Results of the relationship between Food Security and Governance are reported from
the ridge regression analysis, presented in Table 1. The ridge regression analysis is
recommended for the ability to control for multicollinearity in Governance, which is
an independent variable comprising collinear variables.
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Five models explained by each of the FS latent variables are presented in the
regression analysis. The models present first results on the preliminary variable
multicollinearity tests, namely, correlation tests, VIF, and EV. Second is the analytical
session, comprising the model specification, presented by k, the variance of the model,
presented by R?, standardized coefficients, and the F- statistical, Analysis of Variance
(ANOVA). The F statistic interprets the statistical significance of group means. If the
null hypothesis is true, F should be close to 1. A high F-statistic shows that the model
is not compatible with the data. The interpretations of k, R* and the standardized
coefficients are presented in Section 4.1.

Table 1. Food Production Index Analysis
Model 1: Food Production Index (FPI): K=100 000 (R*=0,5644)F=2.5916

Variable Correlation VIF EV EV Standardized
Condition Regression Coefficient
V¢ Acnt -0,778220  0,1130 3,339641 1,00 -0,1948
Polit Stab 0,566246  0,1810 1,266776 2,64 0,1185
Gov Eff -0,736476  0,1353 0,919396 3,63 -0,1435
Reg Qual -0,419860 0,2041 0,281147 11,88 -0,0959
Rul Law -0,185777  0,2399 0,123281 27,09 0,0079
Contr Crpt -0,848598  0,1302 0,069759 47,87 -0,2372

Source: Author iterations from NCSS 2020

In model 1, k=100 000, Governance indicators explain 56% of the FPI variance, which
is a strong relationship. The correlation matrix explains the prevalence of a negative
association between FPI and most Governance indicators. The VIF, EV, of less than
10, and the EV condition less than 100, shows an absence of multicollinearity in the
model. The model fits well with the data, with a low F statistic of 2,5.

Ve Acnt, Gov Eff, Reg Qual, and Contr Crpt have a negative relationship with FPI.
A 1-unit change in Vc Acnt, Gov Eff, Reg Qual, and Contr Crpt will cause a decline in
FPI by 19%, 14%, 9%, and 23%, respectively.

Low regulatory quality, government ineffectiveness, lack of voice and
accountability of citizens towards agriculture production activities, and high incidences
of corruption in agriculture, and production-related processes, including distribution of
resources and financial support services, will result in an overall decline in agriculture
output, measured by the FPI. Furthermore, government ineffectiveness is evidenced
by the regulation of food systems on multiple levels, with little coordination funneling
into the three spheres of government. This has hampered inclusive and just food
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systems in the country. Understanding and working with all spheres of government and
relevant stakeholders will promote an inclusive and just food system in South Africa,
which is needed to improve food production (Makwela, 2018).

Similarly, clear differences exist between the goals of the South African corporate
agri-food system and the government’s socio-economic development goals. There is,
therefore, a need to align the system outcomes with governance processes (Ledger, 2016).
A positive relationship exists between Rul law, Polit Stab, and FPI. For a unit change
in Rul law, and Polit Stab and FPI increase by 11% and about 1%, respectively. The
contribution of Polit-Stab is almost insignificant, while Rul law is lower due to a
lack of government oversight in the food sector. It is also from a failure to regulate
the entire food sector in line with the Hazard Analysis and Critical Control Points
(HACCP) safety approach of the United Nations. Only peanut butter complies due
to the high risk of aflatoxin contamination and inclusion in school feeding schemes
(Crouth, 2018).

Table 2. Household Dietary Diversity Index analysis
Model 2: Household Dietary Diversity Index (HDDI): K=100 000 (R*=0.3845)
F=1,2494

Variable Correlation VIF Eigen EV Standardized

Value Condition Regression

Coefficient
Vc Acnt -0,643969 0,1130  3,339641 1,00 -0,1992
Polit Stab 0,395086 0,1810  1,266776 2,64 0,0395
Gov Eff -0,690018 0,1353  0,919396 3,63 -0,2383
Reg Qual -0,105315 0,2041 0,21147 11,88 0,0471
Rul Law 0,105315 0,2399  0,123281 27,09 0,1278
Contr Crpt -0,551935 0,1302  0,069759 47,87 0,1238

Source: Author iterations from NCSS 2020

In model 2, k=1 000 000, Governance indicators explain 38% of the FPI variance,
which is a moderate relationship. The correlation matrix explains the prevalence of a
negative association between HDDI and most Governance indicators. The VIF, EV of
less than 10, and the EV condition less than 100 show an absence of multicollinearity
in the model. The model fits well with the data, with a low F statistic of 1,2.

A positive relationship exists between Polit Stab, Reg Qual, Rul Law, and Contr
Crpt and HDDI. A 1-unit change in Polit Stab, Reg Qual, Rul Law and Contr Crpt will
cause an increase in HDDI of 3%, 4%, 13%, and 12 %, respectively.
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Upholding the rule of law, control of corruption, and regulatory quality, as reflected
by the government’s ability to formulate policies, is positively related to HDDI. The
South African government has introduced numerous agriculture policies since 1994.
Even though implementation is still a challenge, there is a positive reflection on
improvement and revision, with the government enacting the food security policies in
the 2030 development agenda (Nkwana, 2017).

Ve Acnt and Gov Eff will cause a decline in HDDI by 19% and 23%, respectively.
An ineffective government riddled with skills challenges and corruption, as evidenced
in various inquiries, such as the Zondo commission, faces challenges in achieving
nutritional food adequacy for its citizens (Gordhan, 2018). This is further worsened by
the lack of cooperation between state departments in the provision of key information
on state-capture allegations. This is particularly notable in the non-compliance of the
state security agency in issuing security clearance certificates (Ramphele, 2018).

Table 3. Total Malnutrition analysis
Model 3: Total Malnutrition (MN): K=0,437699 (R*0,5630) F=2,5770

Variable Correlation VIF Eigen Value EV Standardized
Condition Coefficient
Ve Acnt -0,166706 9,0971 3,339641 1,00 0,1427
Polit Stab  -0,054106 3,8193 1,266776 2,64 -0,1413
Gov Eff -0,657379 5,3501 0,919396 3,63 -0,2822
Reg Qual -0,692557 2,4553 0,281147 11,88 -0,2573
Rul Law -0,266045 1,3430 0,123281 27,09 -0,2573
Contr Crpt  -0,651641 6,1151 0,069759 47,87 -0,1028

Source: Author iterations from NCSS 2020

In model 3, k=0,437699, Governance indicators explain 56% of the MN variance,
which is a strong relationship. The correlation matrix explains the prevalence of the
negative association between MN and all Governance indicators. The VIF, EV of less
than 10, and the EV condition less than 100 show an absence of multicollinearity in the
model. The model fits well with the data, with a low F statistic of about 2,5.

Except for Vc Acnt, all the other governance indicators have a negative relationship
with FPI. A 1-unit change in Polit Stab, Gov Eff, Reg Qual, Rul Law, and Contr Crpt
will cause a decline in FPI by 14%, 28%, 25%, 25%, and 10%, respectively.

According to FAO (2019), 4,6 % of the population suffers from hunger. From this
population, children are the most affected, with stunting prevalent in the 0-59-month
category. The same problem affects children under 14 years, pregnant women 14-65,
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and the whole population, mainly affected by obesity, as the other form of malnutrition.
According to Van de Merwe (2017), a quarter of South Africa’s 0-59-month children
are stunted, costing the nation over R40 billion (US$2 743 billion) annually. This is
further worsened by corruption scandals in nutritional support and the South African
Social Security Agency’s child grant support administration case. The agency is a
necessary source of income to finance the country’s children’s food and nutrition. In
the administration of the grant, corruption challenges impact negatively on child food
security and nutrition, leading to continuous incidences of stunting and malnutrition in
the school-going age (Department of Social Development, 2019).

Government ineffectiveness in enacting effective food security and nutrition
policies is manifest from the Department of Health and Basic Education and Social
Development, with many service delivery challenges needing to be addressed (Health
Professional Councils of South Africa, 2016).

Table 4. Gross Domestic Product analysis
Model 4: Gross Domestic Product (GDP): K=1 000 000 (R*0,3368)F=1,0156

Variable Correlation VIF Eigen EV Standardized

Value Condition Regression

Coefficient
Vc Acnt 0,161268 9,0971  3,339641 1,00 0,0428
Polit Stab 0,257175 3,8193 1,266776 2,64 0,2014
Gov Eff 0,369258 5,3501  0,919396 3,63 0,0676
Reg Qual 0,616262 2,4553  0,281147 11,88 0,2293
Rul Law 0,292180 1,3430  0,123281 27,09 0,1013
Contr Crpt ~ 0,289133 6,1151  0,069759 47,87 0,1680

Source: Author iterations from NCSS 2020

In model 4, k=1 000 000 and Governance indicators explain 33% of GDP variance,
which is a moderate relationship. The correlation matrix explains a positive association
between GDP and all Governance indicators. The VIF, EV of less than 10, and the EV
condition less than 100 show an absence of multicollinearity in the model. The model
fits well with the data, with an F statistic of 1.

A 1-unit change in Polit Stab, Reg Qual, Rul Law, and Contr Crpt will cause an
increase in GDP between 10% and 25%. A politically stable environment, supported by
sound regulatory systems, adherence to the rule of law, and improvements in the control
of corruption, as evidenced by the commissions of inquiry on accountability, positively
affects the country’s growth (GDP). These have a multiplier effect on other economic
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sectors as investor confidence improves. Though positive, the contribution of VC Acnt
and Gov Eff is low. The country has made significant efforts towards improving the
governance initiatives necessary for growth. For example, the country joined the Open
Governance Initiative in 2011, which is an international initiative of 75 countries, founded
by Brazil, Mexico, Norway, the Philippines, Britain, and the USA, with a mandate to
improve public sector governance and encourage civil society participation in making
governments more accountable (Adeleke, 2017). South Africa’s 2016 report highlights
accountability challenges, especially implementing and mainstreaming public-service
anti-corruption laws. Notable is a failure to provide major commitments, such as schools’
connectivity, rights, and responsibilities campaign, a platform for citizen participation
in government, service delivery improvement forums, and the accountability and
consequences framework (Adeleke, 2017).

Table 5. Food Imports analysis
Model 5: Food Imports (FT): Selected Model K=100 000 (R*-0,6213) F=3,2811

Variable Correlation VIF Eigen EV Standardised
Value Condition Coefficient
Ve Acnt -0,549856 9,0971 3,339641 1,00 -0,0768
Polit Stab 0,252277 3,8193 1,266778 2,64 -0,0946
Gov Eff -0822138 5,3501 0,919396 3,63 -0,3564
Reg Qual  -0,743319 2,4553 0,281147 11,88 -0,3638
Rul Law -0,426675 1,3430 0,123281 27,09 -0,2231
Contr Crpt  -0,820426 6,1151 0,069759 47,87 -0,2250

Source: Author iterations from NCSS 2020

In model 5, k=1 000 000, Governance indicators explain 62% of the FI variance,
which is a strong relationship. The correlation matrix explains the negative association
between FI and all Governance indicators, except for Polit Stab. The VIF, EV of less
than 10, and the EV condition less than 100 show an absence of multicollinearity in the
model. The model fits well with the data, with a low F statistic of 3,2.

A negative relationship exists between FI and all governance indicators. Moderate
contributions emanate from Gov-Eff and Reg Qual and similarly Rul Law and Contr
Crpt. A unit change in Gov Eff, Reg Qual, Rul Law, and Contr Crpt will cause a decline
in FI by between 22% to 36%. Low contributions are reported from Vc Acnt and Polit
Stab. A 1-unit decline in Vc Acnt and Polit Stab will cause a less than 9% decline in FL.

The results are presented to reflect on the food security status of South Africa.
The country is a net exporter of food, an indication of stability. For example, in the
2017/2018 season, the country imported about US$7.7 billion in agriculture and food
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products, against US$11,1 billion exports during the same period (Export-Gov, 2019).
In the form of tariffs and protectionist measures in key food industries, government
regulatory measures promote the local food industry. For example, the government
has implemented anti-dumping and safeguard measures through the International
Trade and Administration Commission to protect the poultry industry from dumping
and cheap poultry imports. The consequences can be traced back to the 2017 poultry
trade clash between the USA and South Africa. The import duty on whole chickens
was increased to 87% and that of chicken portions to 37%. (Department of Trade and
Industry, 2019; Lowman, 2019).

6. Conclusions

The article addressed the question, how does good governance affect South Africa’s
food security? Consequently, the article addressed the sub-questions:

» What is the prevailing food policy framework in South Africa?
* What does the literature say about the relationship between food security and
governance?

The article utilised the RRM technique to capture multiple latent FS and
Governance indicator variables, a method not previously explored in studies
governance. The literature supports the article findings on food security
governance challenges in the country. (Koch, 2011, Nkwana, 2017). Thus, it
justifies the appropriateness of the utilised method.

The main conclusion is that, despite the far-reaching goals of improving
food security through good governance, elements of bad governance are still
present within the country’s food sector, affecting the country’s food and
nutrition security. The analysis shows that this is due to:

» Corporate corruption incidences, evidenced by the Zondo Commission of
enquiry, among others. These have influenced the equitable distribution of food
resources necessary to cushion the population against food insecurity.

* Poor food policy design and implementation.

* Government ineffectiveness (service delivery, quality of service) in the
distribution of food resources, for example, the Basic Education Food
distribution system.

* Less contribution on voice and accountability, as reflected in rights advocacy,
lobbying, and exercise of rights in improving the functioning of government and
the way decisions are made.

* Insufficient access to knowledge and resources to make the most appropriate
decisions on nutrition and safe diets.

Although it will be challenging to address all the governance challenges affecting
the South African food system, the South African government needs to consider the
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following policy measures: First; Development of a compendious food security
framework targeting agriculture productivity, societal inclusion, the emancipation
of women in grassroots areas, and the overall improvement in dietary intake in poor
communities.  Second, formulate measures to increase the audience of lobbying
groups and government-funded focus group discussions to learn of the food security
and nutrition challenges facing poor households and the possible solutions. Finally;
Reduce corruption by initiating transparency and accountability in all activities related
to food security. If an individual is reported to be involved in corrupt activities or
violates ethics and moral principles, they should account to the integrity committee or
face prosecutorial processes, should they fail to offer an acceptable explanation.

Conflicts of interest: the author declares non-conflict of interest.
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The Relationship between SME’s Organizational Culture and Training
and Development as a Human Resource Management Practice

Kushtrim Gashi”

Abstract The organizational culture types, training and development as an HRM
practice in organizations are relatively new in the Kosovo environment due to lack of
data on the relationship between them. Hence, this research attempts to explore the
relationship between organizational culture and training and development as HRM
practice in Kosovo SMEs. As a developing country with a mix of challenges and
opportunities, Kosovo needs creativity and flexibility to develop organizational culture
and training and development of SMEs in a highly competitive global market economy.
The research design was a quantitative correlational study. There were about 210 SME
managers selected by using stratified sampling for data collection. The obtained data
were recorded and analyzed by SPSS, version 25.0 (IBM Corp, Released, 2017).

The results showed that the preferred organizational culture, the Clan culture, had
higher representation averages, followed by other OC types: Adhocracy, Hierarchy, and
Market. The results show that high p-values of OC types, training and development,
confirm the null sub-hypothesis Hlo, according to which there is no correlation between
OC, training and development, whereas the sub-hypothesis Hla is rejected. While to
test whether the training and development can statistically predict the OC of SMEs,
standard linear regression was developed. The results show that high p-values of training
and development confirm the null hypothesis H20, according to which training and
development is not a predictor of the organizational culture of SMEs, whereas the sub-
hypothesis H2a is rejected. Following the strong benefit of exploring this relationship
and development of this research, it would be necessary for future studies that explore
this field to select the method of qualitative research in order to understand the cause
and effect of this relationship. The findings of this research will be of value to SMEs
of developing countries, as through this study, efforts have been made to encourage
investments in organizational culture and training development at SMEs.
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1. Introduction

Exploring the relationship between organizational culture and training and
development continues to be a challenge for researchers in entrepreneurship and human
resource management. Economic development and especially the development of
Kosovo’s SMEs are the main strategic goals of the Republic of Kosovo. Thus, among
the main factors influencing economic development growth is human capital, while
the development of organizational culture is critical in achieving performance in small
and medium enterprises (Gashi&Osmani, 2015). This research explores the adoption
of ideas for entrepreneurship, human resource management, and organizational culture
in general, and the relationship between organizational culture and training and
development in Kosovo SMEs in particular.

Addressing this relationship will support researchers, SMEs, and HRM
managers, as it provides them with in-depth information on the relationship between
organizational culture and training and development as a human resource practice
for developing countries. There are various obstacles in SME management and
economic development in general, but most of them are mainly human-based,
so organizational culture and training and development play essential roles in the
success and development of SMEs (Osei, 2017). Developing countries face various
human resource management problems; as a transition country, there are constant
changes in the creation of institutions that promote SMEs (Ahmeti, 2015). Although
Kosovo continues to have high unemployment rates, with 35.1% being unemployed,
one of the priorities of Kosovo SMEs is young people in the country, as most of
them are young and account for 55.3% of the total unemployment rate. The Kosovo
Agency of Statistics data show that young people are ready and qualified for work,
but few jobs are available (ASK, 2018). Thus, when human resources are interested
in working, utilizing their potential efficiently increases sustainable economic
development (Khan et al., 2013).

From the reviewed literature, no research has been carried out on the representation
of organizational culture in Kosovo SMEs. Also, training and development as an HR
practice are not sufficiently developed in Kosovo SMEs. Therefore, a strenuous effort
is required to learn what representation has an organizational culture in Kosovo SMEs
and effectively manage human resources potential in Kosovo’s SMEs. Particular
importance is given to SME development in developed countries’ economies, as
SMEs play a key role in economic development, especially in developing countries
(Ahmeti, 2015). It is vital to investigate the relationship between organizational culture
and training and development as such data clarifies HR practices and contributes to
the development of organizational culture in general (Aycan, 2005). Measuring the
relationship between organizational culture and training and development should be
part of company practices to increase companies’ competitive advantages (Porter,
2012). Although HR practices vary in importance and have their characteristics, it
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is necessary to establish reasonable goals to continuously improve employee and
SME performance (Shahani, 2015).Given the importance of small and medium-
sized enterprises to developing countries’ economies, researchers need to have more
information on the relationship between organizational culture and training and
development in developing countries SMEs to grow their businesses and survive in
the market competition (Muse &Nur, 2016). The research problem statement begins
by selecting the area possible for researching and studying it in-depth, then it turns
into a research question (Burnett, 2009). According to Creswell (2008), a study is a
process of collecting and analyzing data to understand better a particular field problem
(Creswell, 2008, p. 8). Therefore, this research aims not to provide a new theory, but
to integrate and consolidate various theories, into one practical integrated framework,
by determining the correlation and degree of representation of organizational culture
types and training and development as an HRM practice in Kosovo SMEs. This paper
is structured as follows: Literature Review, Research Methodology, Analysis, and
Presentation of Results, Conclusions, and Recommendations.

2. Literature review

2.1 The importance of training and development as a human resource management
practice

The continued development of the private sector in developing countries is needed, as
it is considered a key sector in the overall development of a country’s economy (Massa
&Cali, 2010). According to Arslan (2017), most SMEs lack an HR department and skills
needed for HR. Thus, SMEs managers need to consider the strategic importance of training
and development as an HRM practice for SME performance development (Arslan, 2017).

Like other human resource practices, training and development are considered
a key factor in the organization, and their continuous development is of particular
importance for creating SME strategic goals (Waheed et al., 2019). Furthermore,
enterprises need to have proper human resource practices in order to create strategies
and strategically position themselves in the competitive marketplace (Kianto,
Sdenz&Aramburu, 2017) as there is a lack of studies on developing any framework
for HR practices, respectively for training and development (Cook, Murphy &
Thomas, 2018; Zoogah, 2018).

Training and development represent the key role of HRM, striving to continuously
improve employee quality by providing training and employee development to
overcome challenges in market competition (Salah, 2016). Training and development
questions consist of five items created by Snell and Dean (1992), which provide data
on how enterprises create employee training and development strategies and the
policies and procedures that different organizations implement. This questionnaire was
selected because, in comparison with other survey instruments, it emphasizes formal
training opportunities targeted at specific individuals (which is more appropriate in the



142 Kushtrim Gashi

context of SMEs in Kosovo) in addition to capturing a general overview of the quality
of staff development training program (Wan, Kook & Ong, 2003).

2.2 The importance of organizational culture and training and development for
enterprises

In various organizations, there is a perception of employees that the enterprise values
them and that the enterprise takes responsibility for the well-being of its employees.
Suchenterpriseshaveincreased profitability as more and more consumers have
valued these enterprises as they have considered acting responsibly (Hutnek, 2016).
According to Ali Alsheikh (2017), it is necessary to improve the relationship between
employee performance and knowledge management (Ali Alsheikh, 2017). According
to Salehipour and Mand (2018), the organizational culture of an enterprise is of
particular importance, as it plays a significant positive role in the overall progress of the
enterprise’s employees in general and affects their performance (Salehipour&Mand,
2018). In addition, OC is considered the most appropriate communication between
managers and employees, and the development of human resources is considered to be
of particular importance in OC and commitment to work (Inanlou&Ahn, 2017).
Organizational culture negatively moderates the relationship between innovation
and training and development as an HRM practice (Aman, Noreen, Khan, Ali, and
Yasin, 2018). According to Mirzapou, Toutian, Mehrara, and Khorrampour (2019),
HRM practices correlate with OC, and enterprises to increase employee suitability
need to provide incentives and create a shared vision for employees (Mirzapour et al.,
2019). Furthermore, employees of different enterprises will show more performance
if those enterprises have good human resource management (Zhang, 2016). Thus,
HRM must find simple ways to train and develop employees to develop the
enterprise’s organizational culture (Wright, 2019). On the other hand, organizational
culture and training and development cannot serve as mediators in the role of
leadership (Thoyib, Noermijati& Rosita, 2016). In addition, According to Ratanjee
(2018), employees who agree with the enterprise’s organizational culture show more
performance than employees who disagree (Ratanjee, 2018). Adapting of OC from
employees plays an essential role in increasing performance between the enterprise
and employees (Turhan, Kopriili&Helvaci, 2016). According to Scrima and Parry
(2017), the types of OC of the enterprise play a significant role in the behavior of
employees in the workplace (Scrima& Parry, 2017). In addition, OC types play
an important role in enterprise innovation, while these OC types play a mediating
role in the effectiveness of training and development (Botelho, 2020). According to
Abdullah, Musa &Azis (2017), entrepreneurship is vital in organizational culture.
Hence, a solid organizational culture improves performance among staff in the
enterprise. Therefore, SME managers should create a work environment where
employees will be able to express their ideas for possible improvements that need to
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be made in the future. Then the employees will be more engaged in the enterprise,
and as a result, the organizational culture of that enterprise will develop (Abdullah
et al., 2017). According to Poernomo, Budiyanto&Suhermin (2019), training and
development positively impact enterprise performance, while the hierarchical culture
of the organization plays a mediating role between performance and training and
development (Poernomo, Budiyanto&Suhermin, 2019). Moreover, focusing the
enterprise on creating a collaborative organizational culture helps employees to
develop and successfully manage their careers (Pratap, 2019).

2.3 Organizational culture types
The following are the types of organizational culture as they appear throughout the research.

* Clan culture (A)is related to family organizations and describes a job where
employees share the same values and managers have an advisory, parental, and
guidance role (Cameron & Quinn, 2006).

» Adhocracy culture (B)represents organizations that experiment through
innovative roles in an energetic work environment where employees and
managers are willing to accept risks (Cameron & Quinn, 2006).

» Market culture (C) focuses on the achievements of employees in the enterprise.
Employees and managers have high ambitions in competition, and their goal is
to achieve high results (Cameron & Quinn, 2006).

* Hierarchy culture (D) mainly focuses on well-structured work environments on
formal matters, namely work regulations and procedures (Cameron & Quinn,
2000).

2.4 The role of training and development in the organizational culture of SMEs

The current structure of Kosovo’s economy is characterized by more than 90% of
SMEs. In order to achieve rapid economic impacts, it is planned to reduce bureaucratic
barriers, ease of access to finance, ease of court proceedings, combat the informal
economy, and fight against economic crimes and corruption (MIE, 2017). According
to EU estimates, an critical obstacle to existing SMEs is the lack of data on SMEs
and their constant updating, while support for start-ups is particularly underdeveloped
(Ujkani, 2012). The relevant literature reviewed provides clarifications from the field
of organizational culture and training and development in Kosovo SMEs.

The role of training and development as an HRM practice in organizational
culture is essential because employees have and develop different cultures within
the enterprise, so the potential changes in the enterprise are made by the employees
(Bae & Lawler, 2000). Hiring employees with diverse cultures in the enterprise brings
new social insights into the work and goals of the organization. Thus, these insights are
also important in human resource decisions (Wilkins &Ouchi, 1983). Exploring the
relationship between training and development and organizational culture in developing
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countries SMEs can contribute to organizational improvement by helping SME managers
develop organizational culture and HRM policies and practices to increase the level of
performance in SMEs (Waters, 2013). Furthermore, according to Su, Wright, and Ulrich
(2018), in the last two decades, the importance of practices through which proper
human resource management has been made has increased, and at the same time, the
performance of enterprises has increased (Su, Wright & Ulrich, 2018).

Knowledge of the relationship between organizational culture and training and
development are also expected to be useful for organizational culture development
and to the managers planning and implementing new HRM policies, procedures, and
practices, where extensive attention is given to their applications and implementation
with a focus on the factors required for supporting the decision-making process, rather
than just administratively introducing and implementing them (Channa, 2016).

2.5 The role of SMEs in developing countries

SMEs play a key role in the most developed economies and contribute to reducing
unemployment and increasing the well-being of these countries (Rabie, Cant &Wiid,
2016). According to Hill (2016), SMEs are considered essential factors in the EU
economy, as they reduce unemployment, create growth and change in general (Hill, 2016).

The Republic of Kosovo, as a developing country, constantly strives to meet the
criteria set to be part of the EU. There are different definitions of SMEs, including
sales and number of employees (Akkucuk, 2014). In this research, the definition of
SME:s is based on EU standards, whereby SMEs are defined as enterprises with up
to 250 employees and generating annual revenues of up to € 50 million (European
Commission, 2016). Law no. 03 / L-031 on SME Support (2008) regulates government
policies for SMEs’ creation and continued development. This law is based on the
number of employees and defines the following categories of enterprises: micro (1 -
9 employees), small (10 - 49 employees), and medium (50 - 249 employees) (Law
03 / L-031 on SME Support, 2008). However, according to the latest EU assessment,
enterprise classification needs further improvement (Ujkani, 2012). Regarding
the development of HR in SMEs, the Government of the Republic of Kosovo will
institutionalize training programs and financially support interns entering the labor
market after completing their education.

This objective is planned to provide training and support international
certifications for sectors where the economy has competitive advantages (MIE,
2017). The Ministry of Innovation and Entrepreneurship of Kosovo has drafted its
program for 2017-2021 for entrepreneurship development, which directly affects
the strengthening of the role of the private sector (MIE, 2017). According to this
draft, mechanisms will be established institutional coordination between science, the
private sector and policy-making, entrepreneurship development through training
programs, creation of funds to support development sectors focusing on women and
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young people, and supporting SME development in dealing with regional, EU and
other markets competition (MIE, 2017). In order to effectively provide support to
SMEs and facilitate business in a non-competitive and burdensome environment
with a bureaucracy, a proper balance between lawmaking and reorganizing current
law in favor of facilitating enterprises’ activities is of particular importance (Ujkani,
2012). In addition, proper objectives are needed to improve access to information
on SMEs that contribute to their development and to the private sector in general
(Ujkani, 2012). SMEs will be supported through special programs for developing
the marketing concept in sectors with export potential. Other programs will focus
on standardization, conformity, and other requirements arising from the process
of EU membership and assisting enterprises to compete with concrete projects in
the relevant European Commission funding for innovation and entrepreneurship
(MIE, 2017). This objective will be implemented through the development of
entrepreneurial skills and support to enable access to capital and training of graduates
and women to deal with labor market requirements (MIE, 2017).

3. Research Methodology

The research methodology was selected to be a correlational quantitative to
explore the relationship between SME’s Organizational culture and Training
and development as a human resource management practice. In order to address
research questions, in quantitative studies, data are analyzed by different statistical
procedures, comparing group results with individuals (Creswell, 2008). The
quantitative correlational design explores the relationship between variables using
statistical analyses (Creswell, 2013). Correlational researches use quantitative,
commonly applied analytical methods, including multiple regression analysis
(Thompson et al., 2005). Correlational research is only a descriptive approach,
which consists of collecting data to determine whether and to what extent there is a
relationship between components included in the study (Sun, 2011).

The research population consisted of 103,697 enterprises in the Republic of
Kosovo (KBRA, 2019). There were about 210 SME managers selected by using
stratified sampling for data collection. The data for the study were collected through
questionnaires distributed to SME managers, which provided numerical results in the
survey instrument. The obtained data were recorded and analyzed by Statistical Package
for Social Sciences (SPSS), version 25.0 (IBM Corp, Released, 2017). Before analyzing
the data, unnecessary values were removed, and missing values were treated. Calculation
of various statistics, such as percentage of socio-demographic factors, averages,
frequencies, and standard deviation, were performed by ordinal, nominal, or interval
levels. A Pearson correlation and Multiple regression of inferential statistics were used to
answer the research questions(IBM Corp, Released, 2017). The following table contains
data on SMEs in the Republic of Kosovo, based on the number of employees.
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Table 1. Data on SMEs registered in Kosovo based on the number of employees

Size No. of employees No. of Enterprises Percentage in total
Micro 1-9 102,070 98.43%

Small 10 - 49 1,406 1.36%

Medium 50-249 221 0.21%

In total 103,697 100.00%

Note. Data on SMEs registered in Kosovo based on the number of employees, by KBRA (2010). Retrieved
March 25, 2019, from https://arbk.rks-gov.net/

Two valid instruments were used in this study to answer the research question.
Organizational culture was measured by Organizational Culture Assessment Instrument
(OCAI) (Cameron & Quinn, 1999; Berrio, 2003; Fralinger& Olson, 2007; Brooks,
2007; Fralinger, Olson, Pinto-Zipp&Dicorcia, 2010; Bremer &Lamers, 2012), which is
commonly used to examine OC in various enterprises. Through the OCAI instrument
can be identified the key elements of an organization’s orientation. According to
Cameron and Quinn (2006), there are four types of culture:

* Clan culture (A),

* Adhocracy culture (B),
» Market culture (C), and
* Hierarchy culture (D).

The OCAI instrument consists of 6 questions, for which 100 points are allocated to
the answer based on the degree of response that describes the enterprise (Cameron &
Quinn, 2006). Respondents were asked to provide a value for the current organizational
culture “Now” and another value for the organizational culture they prefer in the future,
“Preferred.” Then the answers for each type of organizational culture (A, B, C, and D)
are collected and separated into six. Then, the results from the average show a kind
of organizational culture: Clan, Adhocracy, Market, Hierarchy (Cameron & Quinn,
2006). Whereas, to measure HRM practice, respectively training and development, the
questions have been taken from Snell and Dean (1992). Respondentswereaskedabout
their organization’s training and development with five items and responded through
the Likert scale of 1 to 7 (Snell & Dean, 1992).

All information was considered confidential and anonymous (Sun, 2011),
respecting the APA’s ethical rules (APA, 2002). Thus, in the consent statement given
to respondents for participation in the research, ethical principles of research were
listed so that their participation would be voluntary. Based on the APA principles,
subjects were informed in detail about the purpose of the study and their rights and
responsibilities. In addition, they were informed about the information coding
procedures, the time when the data will be destroyed, and the confidentiality (Smith,
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2003). Secondary data were collected from studies with the same purpose or
provided information about the topic of interest. The data collected from the studies,
publications, reports from governmental and non-governmental institutions create a
solid knowledge on enterprises or organizations about the importance of implementing
strategies based on the development of organizational culture and Training and
development (Balnaves&Caputi, 2001). In addition, the secondary data were collected
from different information from previous experiences in other countries and by
different authors, which were necessary to address the research problem and to answer
the research questions (Blumberg et al., 2008).

3.1 Validity and reliability of the instrument

The data were obtained from the questionnaire, considered one of the most suitable
means of collecting reliable and valid data in quantitative research (Taherdoost, 2016).
Since the validity and reliability of the research instrument used to determine the
appropriateness of the study are crucial for any research (Creswell, 2009). The survey
instrument created was derived from a review of relevant studies and exploratory
studies. In quantitative research, as is this research, generalization of the findings to
an entire population depends on the sample size but is not crucial to a research finding
(Taherdoost, 2016). In this study, pilot tests were also carried out to ensure that the
construct and content of the survey instrument were valid (Creswell, 2009). Whereas
the reliability of the research indicates the extent to which the measurement of the
problem studied yields sustainable results and dealt with accuracy and the ability to
replicate the study (Creswell, 2009; Taherdoost, 2016).

The Organizational Culture Assessment Instrument is considered a well-
established instrument for measuring organizational culture (Berrio, 2003; Bremer
&Lamers, 2012; Brooks, 2007; Cameron & Quinn, 1999; Fralinger& Olson, 2007 and
Fralinger, Olson, Pinto-Zipp&Dicorcia, 2010). For all types of organizational culture
the instrument consists of, it has been demonstrated to have sufficient reliability, with
Cronbach Alpha ranging from 0.710 to 0.800 (Cameron and Quinn, 1999; Cameron
and Quinn, 2000; IBM Corp, Released, 2017).

The Training and Development Measurement questionnaire of Snell and Dean
(1992) is a well-established instrument for measuring Training and Development as
HRM practices. Reliability with Cronbach Alpha rtt = 0.944 categorizes the Training
and Development instrument into reliable instruments with considerable metric
features (Snell &Dean, 1992; IBM Corp, Released, 2017).

3.2 ResearchQuestions and Hypotheses

Following the scientific character and complexity of the research problem, respectively,
the inclusion of structural components within it, the research questions and related
hypotheses are as follows:
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R1: Is there a relationship between OC and training and development as HRM practice?
H1 : There is no relationship between OC and training and development as HRM practice.
H1 : There is a relationship between OC and training and development as HRM practice.

R2: Are training and development a predictor of the organizational culture of SMEs?
H2 : Training and development is not a predictor of the organizational culture of SMEs.
H2 : Training and development is a predictor of the organizational culture of SMEs.

4. Analysis and Presentation of Results

This section analyses data provided by the respondents’ opinions about the relationship
between organizational culture and training and development as HRM practice. It
also presents the results and data analysis obtained from the Pearson Correlation and
Multiple Regression of inferential statistics used for each hypothesis in the study.
(SPSS, version 25.0, 2017).

In Table 2, the statistical indicators from the descriptive analysis are presented,
respectively, distribution of the conducted interviews among the cities. In this way,
the sample consisted of 210 subjects in 103,697 SMEs by the table of random
numbers. In the empirical implementation phase, 210 questionnaires were distributed
to SME managers. The results summarized in table 2 were processed with SPSS
25.0 and show the distribution of interviews conducted in the cities, respectively in
the regions where operate SMEs, among which seven major cities were selected:
Prishtina (92) respondents, Ferizaj (32), Prizren (26), Peja (20), Gjakova (14), Gjilan
(13) and Mitrovica (13).

Table 2. Distribution of the conducted interviews among the cities (SME regions)

SME regions Frequency Percent ValidPercent  Cumulative
Percent

Prishtina 92 43.8 43.8 43.8
Mitrovica 13 6.2 6.2 50.0
Peja 20 9.5 9.5 59.5
Prizren 26 12.4 12.4 71.9
Ferizaj 32 15.2 15.2 87.1
Gjilan 13 6.2 6.2 93.3
Gjakové 14 6.7 6.7 100.0

In total 210 100.0 100.0

The results in table 3 show the number of subjects included in the research, based on
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the size of the enterprise, of which 121 were micro-enterprises, 66 were small, and
23 were medium enterprises.

Table 3. Number of research subjects by the size of the enterprise

Frequency Percent ValidPercent Cumulative

Percent
Valid Micro 121 57.6 57.6 57.6
Small 66 314 314 89.0
Medium 23 11.0 11.0 100.0

In total 210 100.0 100.0

The results summarized in table 4 show descriptive statistics for the current
organizational culture of the respondents included in the study. The mean value
of 27.10 and a standard deviation of 9.18 show that the clan culture as a type of
organizational culture has higher averages (27.10), followed by Hierarchy culture D
(26.00) and the standard deviation of 8.53, Adhocracy B (23.80), and the standard
deviation 5.68 and Market culture C (23.09) and the standard deviation 5.40.

Table 4. Descriptive statistics for current Organizational Culture of SMEs

N Minimum Maximum Mean Std.
Deviation
Clan culture (A) 210 8.00 55.00 27.1000 9.18103
Adhocracy culture (B) 210 7.00 38.00 23.8048 5.68764
Market culture (C) 210 8.00 38.00 23.0952 5.40516
Hierarchyculture (D) 210 5.00 52.00 26.0000 8.53924
Valid N (listwise) 210

The results summarized below the responses of subjects involved in research for each
of five training and development items. Respondentswereaskedabout HRM practices
in their enterprise and, according to the relevant literature, where among the most
important practices of HRM is considered “Training and Development” (Snell& Dean,
1992). For measuring Training and Development as HRM practice, research subjects
were asked to respond to their opinion about five items. The results summarized in
table 5 shows their responses to the item “There is extensive opportunity for training
for members of my work unit,” of which 1% of respondents strongly disagree, 7.6%
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disagree, 27.1% somewhat disagree, 1.9% neither agree nor disagree, 35.2% somewhat
agree, 19.5% agree and 7.6% strongly agree.

Table 5. Respondent responses to item 1 for Training and Development as an HRM
practice

Frequency Percent ValidPercent Cumulative

Percent

Valid Stronglydisagree 2 1.0 1.0 1.0
Disagree 17 8.1 8.1 9.0
Somewhatdisagree 62 29.5 29.5 38.6
Neiergreor 5 3 590
Somewhatagree 86 41.0 41.0 80.0
Agree 34 16.2 16.2 96.2
Stronglyagree 8 3.8 3.8 100.0
Total 210 100.0 100.0

Note. The respondent responses to item 1 “There is extensive opportunity for training for members of my
work unit” (Snell & Dean, 1992).

The results summarized in table 6 show the respondent responses to the item “A high
priority is placed on training employees in my unit,” of which 1% of respondents
strongly disagree, 7.6% disagree, 27.1% somewhat disagree, 1.9% neither agree nor
disagree, 35.2% somewhat agree, 19.5% agree and 7.6% strongly agree.

Table 6. Respondent responses to item 2 for Training and Development as an HRM
practice

Frequency Percent ValidPercent Cl;:::ctl;itve
Valid Stronglydisagree 3 1.4 1.4 1.4
Disagree 21 10.0 10.0 11.4
Somewhatdisagree 56 26.7 26.7 38.1
Neitheragree or | 5 5 318.6

disagree
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Somewhatagree 80 38.1 38.1 76.7
Agree 42 20.0 20.0 96.7
Stronglyagree 7 33 33 100.0
Total 210 100.0 100.0

Note. The respondent responses to item 2““A high priority is placed on training employees in my unit” (Snell
& Dean, 1992).

The results summarized in table 7 show the respondent responses to the item “The
training process is formally managed and professional,” of which 5% of respondents
strongly disagree, 7.6% disagree, 31% somewhat disagree, 38.6% somewhat agree,
20.5% agree and 1.9% strongly agree.

Table 7. Respondent responses to item 3 for Training and Development as an HRM
practice

Frequency Percent ValidPercent Cumulative

Percent
Valid Stronglydisagree 1 .5 5 5
Disagree 16 7.6 7.6 8.1
Somewhatdisagree 65 31.0 31.0 39.0
Somewhatagree 81 38.6 38.6 77.6
Agree 43 20.5 20.5 98.1
Stronglyagree 4 1.9 1.9 100.0

Total 210 100.0 100.0

Note. The respondent responses to item 3“The training process is formally managed and professional”
(Snell & Dean, 1992).

The results summarized in table 8 show the respondent responses to the item
“Sufficient money is spent on training programs in your work unit,” of which 1.4%
of respondents strongly disagree, 9% disagree, 27.1% somewhat disagree, 5% neither
agree nor disagree, 43.8% somewhat agree, 12.9% agree and 5.2% strongly agree.
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Table 8. Respondent responses to item 4 for Training and Development as an HRM

practice
Frequency Percent ValidPercent Cumulative
Percent

Valid Stronglydisagree 3 1.4 1.4 1.4
Disagree 19 9.0 9.0 10.5
Somewhatdisagree 57 27.1 27.1 37.6
Neltheragree or | 5 5 38.1
disagree
Somewhatagree 92 43.8 43.8 81.9
Agree 27 12.9 12.9 94.8
Stronglyagree 11 52 52 100.0
Total 210 100.0 100.0

Note. The respondent responses to item 4, “Sufficient money is spent on training programs in your work
unit” (Snell & Dean, 1992).

The results summarized in table 9 show the respondent responses to the item “I am
provided with sufficient time to undertake formal training in my work unit,” of which
1.4% of respondents strongly disagree, 9% disagree, 27.1% somewhat disagree, 5%
neither agree nor disagree, 43.8% somewhat agree, 12.9% agree and 5.2% strongly agree.

Table 9. Respondent responses to item 5 for Training and Development as an HRM

practices
Frequency Percent ValidPercent Cumulative
Percent
Valid Stronglydisagree 1 .5 .5 5

Disagree 19 9.0 9.0 9.5
Somewhatdisagree 59 28.1 28.1 37.6
Neltheragree of 4 1.9 1.9 39.5
disagree

Somewhatagree 81 38.6 38.6 78.1
Agree 38 18.1 18.1 96.2
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Stronglyagree 8 3.8 3.8 100.0

Total 210 100.0 100.0

Note. The respondent responses to item 5 “I am provided with sufficient time to undertake formal training
in my work unit” (Snell & Dean, 1992).

The results summarized in table 10 show the relationship between OC types: Clan,
Adhocracy, Market and Hierarchy, and Training and development as HRM practices
in Kosovo SMEs. The results show that high p-values of Organizational Culture types
and Training and development as HRM practice confirm the null sub-hypothesis HI
according to which there is no correlation between OC and training and developmenf
as HRM practice, whereas the sub-hypothesis H1_is rejected.

Table 10.Correlational analysis of the relationship between organizational culture and
training and development as an HRM practice

Organizational culture types Training and
development

Pearson Correlation -.036
Clan culture (A)

Sig. (2-tailed) .601

Pearson Correlation -.104
Adhocracyculture (B)

Sig. (2-tailed) 135

Pearson Correlation .081
Market culture (C)

Sig. (2-tailed) 244

Pearson Correlation 057
Hierarchyculture (D)

Sig. (2-tailed) 412

N 210

Note. **. Correlation is significant at the 0.01 level (2-tailed). *. Correlation is significant at the 0.05 level
(2-tailed).

To test whether training and development, as HRM practice, can statistically predict
organizational culture, standard linear regression was applied. The results summarized in
tables 11 and 12 show the predictive value of training and development for organizational
culture. The results show that high p-values of training and development confirm the null
hypothesis H2 according to which Training and development is not a predictor of the
organizational culture of SMEs, whereas the sub-hypothesis H2_is rejected.
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Table 11. Model Summary of the predictive value of training and development for
organizational culture

Model R R Square Adjusted R Square  Std. Error of the
Estimate
1 1702 .029 .005 7.17490

Note. Predictor: (Constant), Training and development as HRM practice

Table 12.Coefficients (Training and development predictor) of organizational culture

Unstandardized Standardized

Coefficients Coefficients
Model t Sig.
Std.
B
B Error eta
(Constant) 24.992 2.56 10.207 .000
1 ..
Trainingand 0 919 0.021 0.140 0474

development

Note. Dependent Variable: Organizational culture

The results in Figure 1 show the graphical summary of Residual Plots for the predictive
value of training and development for Organizational Culture.
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Figure 1. Graphical summary of Residual Plots for the predictive value of training and
development for Organizational Culture (Minitab, 2019).

5. Conclusions

In the last two decades, the importance of practices through which proper human
resource management has been made has increased, and at the same time, the
performance of enterprises has increased (Su, Wright & Ulrich, 2018). Hence, the
importance of organizational culture and Most of the barriers to SME management and
economic development, in general, are largely human-based, so OC and HRM play
important roles in the success and development of SMEs (Osei, 2017).

Through the organizational culture research instrument, respondents had to evaluate
the current and preferred organizational culture. So, the results showed that the current
and preferred organizational culture Clan culture had higher representation averages,
followed by other OC types: Adhocracy, Hierarchy, and Market. According to Bremer
(2018), Clan culture focuses on encouraging employees’ and clients’ participation,
empowering them, and welcoming feedbacks by creating a cohesive environment,
improving human resource management, and focusing on their well-being. However,
since Clan culture has so many shared values, staff may feel uncomfortable exchanging
opposing views, and as a result, over time, this may limit the organization’s innovative
ability. Adhocracy culture means that the organization should encourage adaptability
to adapt quickly to changing market conditions as they arise, facilitate innovation, and
investigate when new circumstances arise. In addition, routines change rapidly due to
promote dynamism since the organization wants to experiment with new opportunities.
Whereas Market culture means a work environment that is based on results and staff
are focused on goals by emphasizing the objectives, deadlines, and work completion. In
addition, market dominance and achievement of goals are considered a success in market
culture, while leadership style is based mainly on the competition. Their Hierarchy
culture means governance, safety, and quality manuals, where mainly procedures direct
what people do. In addition, in hierarchical culture, the work organization must be done
efficiently by doing continuous planning and at a low cost (Bremer, 2018).

The purpose of the central R1 research question was to reveal the relationship
between organizational and training and development as HRM practice in Kosovo
SMEs. The results show that high p-values of Organizational Culture types and Training
and development as HRM practice confirm the null sub-hypothesis HI  according
to which there is no correlation between OC and training and developmeﬁt as HRM
practice, whereas the sub-hypothesis H1_is rejected. According to Wizniuk and Kumar
(2018), although the role of HRM for the company is very important since, among
other things, contributes to the development of enterprise culture, it still remains a
financial challenge and organizational ability of SMEs to keep small HRM department
(Wizniuk& Kumar, 2018). According to Kosiorek&Szczepanska (2016), it is necessary
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for HRM practices to be standardized in the enterprise. As a result, a standardized
model of HRM practices would be helpful in adequately designing enterprise strategies
and developing the enterprise’s organizational culture, which is considered the most
important factor in the functioning of HRM (Kosiorek&Szczepanska, 2016).

While to test whether the training and development can statistically predict the
organizational culture of SMEs, standard linear regression was developed. The results
show that high p-values of training and development confirm the null hypothesis H2
according to which Training and development is not a predictor of the organizational
culture of SMEs, whereas the sub-hypothesis H2_ is rejected. Among other important
factors for HRM is employee training and development (Salah, 2016). Creating
quality training and development programs is very important as they identify
employees’ skills and abilities that serve the enterprise’s development and success in
general (Osei, 2017). Proper planning of the training and development program helps
enterprises improve the quality of their employees, enables them to select the staff
needed to perform specific tasks, and helps them to cope with different challenges
in the enterprise (Osei, 2017). Information on cultural dimensions serves to SME
representatives to understand the cultural differences of different employees; as such,
differences can be an obstacle to the enterprise’s success and can play an important
role in making decisions (Wang & Liu, 2007). According to Wang & Liu (2007),
training as an HRM practice is essential to overcome these cultural barriers. Today’s
SME managers have to establish cross-functional teams and communicate with people
of different cultural backgrounds, so it is vital to know the role of cultural barriers on
these tasks (Wang & Liu, 2007).

5.1 Assumptions and Limitations

The organizational culture types and training and development as an HRM practice
in organizations are relatively new in the Kosovo environment. Most employees
were not familiar with the concepts of organizational culture due to the lack of data
on the relationship between OC and training and development in Kosovo SMEs. The
data were interpreted very carefully to avoid many limitations, as the questionnaire
consisted of 11 items. Other limiting factors refer to the lack of relevant preliminary
research conducted in Kosovo to serve and enable a proper research design. In addition,
another limitation is the issue of social desirability bias, whereby the respondents may
respond to what they perceive as desirable because employees may fear exposing too
much information about the institution. However, the researcher has tried to minimize
the limitation by creating anonymous instruments and assuring respondents of their
confidentiality. Future studies can include other variables to test the moderating or
mediating effects to add new research insights that focus on the organizational culture
and training and development.
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