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Burma-U.S. Relations

Summary

In February 2008, the Burmese government (SPDC) announced that thedrafting
of anew constitution was compl eted, that a referendum on it would be held in May
2008 and electionsunder itin 2010. Several opposition groupsin Burmarejected the
plan asillegitimate, and the Bush Administration condemned it. However, Japan,
Southeast Asian government, and United Nations officialssaid it could beapositive
step if the government made the process transparent and inclusive. China fully
supported the SPDC.

By October 2007, the SPDC had suppressed with force anti-regime proteststhat
began in late August, escalated in mid-September, and were led by Buddhist monks
and pro-democracy activists. According to human rights reports by the U.S. State
Department and private organi zations, Burma’ s poor record worsened in 2004, 2005,
and 2006. These reports laid out a familiar pattern of government and military
abuses of civilians.

The SPDC appears unaffected by sanctions imposed by the United States and
other Western nations. Western sanctions are uneven with U.S. sanctions being the
heaviest. Burma has been able to expand exports of a variety of commodities,
including growing earnings from natural gas production. China and India have
signed deals with the SPDC for substantial purchases of natural gas. Burma aso
reportedly earns between $1 billion and $2 billion annually from exports of illega
drugs, heroin and methamphetamines. Most of these earnings go to drug traffickers
connected to the Wa and Shan ethnic groups; but Burmese military officials have
means to gain a substantial share of these earnings. Burma sfellow membersin the
Association of Southeast Asian Nations (ASEAN) have grown more critical of the
SPDC, but they continue to oppose sanctions. Chinese diplomatic support of the
SPDC and military and economic aid is very important: $2 billion in military aid
since the early 1990s, $200 million annually in economic aid, substantial foreign
investment including new investment in natural gas, and a huge influx of Chinese
migrantsinto Burma, mainly traders. China sroleisaprimejustification for India's
“constructive engagement” policy toward Burma, although India suspended arms
sales after the September 2007 uprising. Burma has reestablished diplomatic
relations with North Korea amidst reports of growing military cooperation between
them.

Since 1988, the United States hasimposed sanctions against Burma, including
congressional passagein 2003 of the Burma Freedom and Democracy Act (P.L. 108-
61) banning imports from Burma (renewed by Congress in 2006). The Bush
Administration proposed that the U.N. Security Council consider theBurmasituation
and introduced aresolution in the Council. Chinaand Russiavetoed the resolution
in January 2007 and blocked aU.S. attempt to secure Security Council consideration
of sanctions in September 2007. Since then, the Administration issued several
executive orders prohibiting U.S. financial dealings and imposing atravel ban on
named Burmese individuals and companies connected to the SPDC.
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Burma-U.S. Relations

Most Recent Developments

On February 9, 2008, Burma's military-led government announced that a
national referendum on a new constitution would be held in May 2008 and, if
approved, a“ multi-party election” under the new constitution would be heldin 2010.
The government’s announcement said that “the time has come to change from
military rule to democratic civilian rule.”* The announcement culminated a long
process in which a constitutional convention has operated intermittently since late
1992 in the aftermath of the government’s voiding of an election for a constituent
assembly in 1990 in whichthe opposition National Leaguefor Democracy (NLD) has
won most of the seats. The convention announced general principles for a new
constitution on September 3, 2007. A 54-person commission appointed by the
government convened in October 2008 to write the constitution. The government
announced on February 19, 2008, that the drafting of the constitution was compl eted.

Thegovernment’ sannouncement’ sannouncement of February said that the new
constitution would give the military the “leading political role” in the state. The
contents of the draft constitution were not disclosed, butt the general principles
adopted in September 2007 would establish a presidential form of government with
two legidatures, Union Parliament and aHouse of Nationalities. Themilitary would
have 25 percent of seats in the Union Parliament, appointed by the armed forces
commander-in-chief. Military officials would head the ministries of defense,
security, home affairs, and border affairs.? The draft specifically bars anyone from
running for public office who has been married to aforeigner — a provision aimed
at opposition leader, Aung Sann Suu Kyi, who was married to a British subject.’

Reactionsto the announcements were mixed inside Burmaand internationally.
They fel into three categories. The first was a complete regjection of the
announcements and the process the Burmese government had followed to produce
a new constitution. Rejection was based on the closed process of drafting the
constitution, the proposed extensive military in the proposed governmental system,
and the exclusion of Aung San Suu Kyi from the process. Inside Burma, two
opposition groups, the All Burma Monks Alliance and the Generation 88 Students
Group denounced the announced plan as a move to perpetuate a “military

! Aye Aye Win, Myanmar junta schedules constitutional referendum for May, election for
2010, Associated Press, February 9, 2008.

2 Myanmar compl etes years-long constitutional national convention, Xinhua, September 3,
2007. New Myanmar constitution gives military leading role, Reuters News, February 19,
2008.

® HlaHla Htay, Burma bars Aung San Suu Kyi from elections under new charter, Agence
France Presse, February 20, 2008.
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dictatorship.” These groups and exiled opposition groups reportedly are preparing
campaigns calling on the Burmese people and foreign government to reject the
congtitution.* The Bush administration described the process which led to the
February 2008 announcements as “a closed process by a hand-picket committee
dominated by senior regime officials’ and that the referendum would be conducted
in a “pervasive climate of fear.”®> Australia’s Foreign Minister, Stephen Smith,
asserted that “we are not persuaded that thisis anything more than acynical sham.”®

A more moderate reaction gave the Burmese guarded praise and credit for
completing the constitution drafting process and moving toward electionsand are-
shaping of government presumably to include more civilian elements. Surin
Pitsuwan, former Thai Foreign Minister and now Secretary General of ASEAN,
described the announcements as*“ aclear, definite beginning” and “adevelopment in
the right direction.” The government of Singapore, the current chair of ASEAN,
called the announcement “a positive step.”® The Japanese government gave the
Burmese government “ credit” for itsplan. United Nationsenvoy to Burma, Ibrahim
Gambari, called the announcement “a significant step as it marks the first time that
we have an established time frame for theimplementation of its political roadmap.”®
Indonesia sPresident Susilo Y udhoyono announced that he* welcomesthedecision”
to hold areferendum and el ections.’® However, most of thesemore positivereactions
included the caveat that the referendum and elections should be inclusive and
transparent.’*  U.N. Secretary General Ban Ki-moon said that the Burmese
government needed to hold talks with Aung San Suu Kyi regarding the referendum
and elections. Gambari said that the government must create “an atmosphere
conducive to credible elections,” including the release of political prisoners and
relaxation of restrictions on Aung San Suu Kyi.*

A third response was closer to unconditional support. Chinawas the principle
government to take that stand. Chinese Foreign Minister Yang Jiechi told U.N.

* Amy Kazmin, Referendum pledge spurs hope and anger, Financial Times, Asia Edition,
p. 3.

> Matt Spetalnick, US assails Myanmar election pledge; UN cautious, Reuters News,
February 11, 2008. New Myanmar constitution gives military leading role, Reuters News,
February 19, 2008.

& Amy Kazmin, Hand of Beijing seen in events, Financial Times, Asia Edition, p. 3.

" Nopporn Wong-anan, Myanmar charter vote a first step — ASEAN, Reuters News,
February 12, 2008.

8 DannaHarman, Junta promises democracy; Burmese keep heads down, Christian Science
Monitor, February 21, 2008, p. 1.

° Tini Tran, UN envoy says Myanmar move significant, Associated Press, February 19,
2008.

10 UN envoy Gambari says Burma’ sdemocratic process should beinclusive, Agence France
Presse, February 22, 2008.

" 1bid.

2 Tini Tran, UN envoy says Myanmar move significant, Associated Press, February 19,
2008.
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envoy Gambari that China* supported the Burmese government effortsin promoting
the domestic political process, maintaining national stability andimproving people's
living standards.” 3

The opposition National Leaguefor Democracy took amore ambivalent stance
toward theannouncement than did the All BurmaMonksAlliance and the Generation
88 Student Group. An initial statement described the February 9, 2008
announcement as “vague, incomplete and strange.” It criticized the planned
referendum and elections as not including “a meaningful political dialogue and
national reconciliation.” It questioned whether the referendum could befreeand fair
because of the government’s restrictions on civil liberties. It called on the
government to make public the general constitutional principles that the
constitutional convention had completed in September 20071

The September 2007 Uprising

By October 1, 2007, the Burmese military government had suppressed with
force large-scale anti-government protests that began in late August 2007 and
escalated in size and objectivesin mid-September. Small-scale protests occurredin
several cities after the government announced on August 15, 2007, a doubling of
diesel fuel prices and afive-fold rise in the price of natural gas. The government
resorted to selective arrests, and the protests remained small until an incident
between Burmese sol diersand Buddhi st monks on September 5, 2007. That incident
gparked the entrance of young monksinto the protests. By September 18, thousands
of protestersled by monks were marching in Rangoon and Mandalay, Burma' stwo
largest cities. The size of the protests reached a reported 100,000 in Rangoon on
September 24. Anti-government, pro-democracy activists joined the protests along
with thousands of ordinary citizens.

Equally asimportant, the objectives of the protests changed from the economic
tothepolitical. Theearly protestscalled for arescinding of the August 15 fuel price
increases. Themain goal of the monksimmediately after September 5 wasto secure
an apology from the government for the September 5 incident.™ But after the
protests grew in size, spokesmen for the monks joined the pro-democracy activists
in caling for political reforms, including a release of political prisoners and
negotiations between the government and opposition leader Aung Sann Suu Kyi.
Severa hundred monks visited Aung Sann Suu Ky on September 22, 2007, at her

13 Chinese Foreign Minister vows to support UN mediation efforts in Myanmar, Xinhua,
February 19, 2008.

14 Htet Aung Kyaw, NLD callsfor publication of convention principles, Democratic Voice
of Burma, February 25, 2008. Aye Aye Win, Myanmar junta schedules constitutional
referendum for May, election for 2010, Associated Press, February 9, 2008. Myanmar pro-
democracy party warnsreferendum plan could be destabilizing, Associated Press, February
18, 2008.

15 Seth Mydans, Monks in Myanmar march in protest for third day, New York Times,
September 21, 2007, p. A3.
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home where sheisunder house arrest. An organization called the All BurmaMonks
Alliance issued a statement calling for an expansion of protests “in order to banish
the common enemy evil regimefrom Burmese soil forever;” inshort, regime change.

The growth of the size and objectives of the protests led to the government’s
decision to crack down with military force. The crackdown began on September 25,
2007, with a ban on assemblies and a curfew. Troops entered Rangoon and
Mandalay. They employed tear gas and warning shots, and there were reported
instances where the troopsfired into crowds of protesters. The military began mass
arrests, especially of monks. Troops surrounded and fenced off Buddhist
monasteries. The government announced ten deaths, but opposition groups claimed
amuch higher death toll. The government cut off accessto theinternet and arrested
anumber of domestic and foreign journalists.’® A Japanesejournalist was murdered
by Burmese soldiersin Rangoon. Arrests continued into October 2007. An officia
of the United Nations Human Rights Commission estimated in December 2007 that
at least 31 people were killed in the September 2007 protests and that the Burmese
government was detaining 500 to 1,000 people arrested during and after the
protests.”’

On October 4, 2007, the official Burmese media reported that General Than
Shwe, the top official of the government told the U.N. envoy that “he would meet
directly with her [Aung Sann Suu Kyi] for dialogue” if she promised to stop
“promoting four things — confrontation, utter devastation, economic sanctions on
Myanmar, and other sanctions.”*®* The government’s media did not provide
explanations of these conditions, but they appear to focus on Aung Sann Suu Kyi
promising not to encourage street demonstrations and protests against the
government and to cease calling on foreign governments to impose economic and
other sanctions on Burma. The SPDC appointed a cabinet minister asaliaison with
Sung Sann Suu Kyi. Hemet with her four timesas of the end of January 2008. Little
is known about the content of the meetings.

Burma’s “Extremely Poor Human Rights Record”
and Political Deterioration

In 1988, the Burmese military established rule through a military junta
(subsequently called the State Peace and Devel opment Council — SPDC). One of
itsfirst actswasto change the official name of the country from Burmato Myanmar.
However, the U.S. government has continued to use“Burma’ in official statements,
and this report will use “Burma’ unless statements are quoted using “Myanmar.”

16 Edward Cody, Deadly crackdown intensifiesin Burma, Washington Post, September 27,
2007, p. ALl.

7 Warren Hoge, U.N. Myanmar report cites new arrests and deaths, New York Times,
December 8, 2007, p. 10.

18 “Burmesejunta’ s Than Shwewilling to meet Suu Kyi if she ends sanctionscall,” Agence
France Presse, October 4, 2007. “Myanmar junta chief willing to meet opposition leader
Suu Kyi — but with conditions,” Associated Press, October 4, 2007.
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Since 1988, numerous reports, including the annual reports of the U.S. State
Department, have described extensive abuses of human rights perpetuated by the
SPDC and the Burmese military. These assessments have changed little over the
subsequent 17 years. The State Department’s human rights report for 2004
concluded that the SPDC hasan * extremely poor human rightsrecord” ; and the 2004
and 2005 reports asserted that the situation had “worsened” in each year. Numerous
reports throughout 2006 indicate a continuation of this trend. The Department’s
reports and reports of private groups have laid out afamiliar pattern of government
and military abuses: extra-judicial killings, torture, rape, arbitrary arrestsfor political
reasons, forced impressment into the service of the military, forced labor and
relocations, and tight restrictions on the press, speech, and assembly. The number
of political prisonershasbeen over 1,000 for several years(including the house arrest
of Aung Sann Suu Kyi and NLD deputy leader Tin Oo (which the SPDC extended
for one year in February 2008)."°

A new opposition challengeto the government arose in September and October
2006 when agroup of former political prisoners and student activists proclaimed an
organization “1988 Generation,” named after the massive pro-democracy
demonstrations in 1988. It began to circulate and collect signatures on a petition
calling onthe SPDC to release all political prisoners. Leaders of the group claimed
at the end of October 2006 that they had collected 530,000. The SPDC arrested five
leaders of the group.?®

Many human rights abuses reportedly are committed by the military against
members of Burma’'s ethnic minorities. The government negotiated cease-fire
agreements with 17 ethnic insurgencies in the 1990s; but three groups, the Karen,
Karenni, and Shan have continued to fight. Ethnic minorities make up the bulk of
an estimated 540,000 internally displaced peoplein eastern Burmaand over 150,000
refugees who have fled across the border into Thailand. A large-scale Burmese
military offensive against Kareninsurgentsthroughout 2006 and 2007 reportedly has
included burning of villages, forced relocations of civilians, mine-laying in civilian
areas, and rapes.?* Government policiesreportedly areparticul arly oppressive against
members of the Muslim Rohingyaminority in western Burma, whom the SPDC has
barred from citizenship.?

The worsening human rights situation has been influenced by the deteriorating
political situation since 2002. It began with the physical attack by SPDC supporters
on Aung San Suu Kyi and her followers in May 2003 and her subsequent house
arrest. In October 2004, the SPDC arrested Khin Nyunt, chief of Burma's Defense

9 “No progress on Burma rights,” British Broadcasting Corporation, January 18, 2006.
“Myanmar freed 40 political prisoners — opposition,” Reuters News, January 4, 2007.

2 Myanmar juntaaccuses activists of terrorism, Reuters News, October 2, 2006. Myanmar
activists pray for jailed colleagues, Reuters News, October 29, 2007.

2 Anthony Faiola, Misery spiralsin Burma as juntatargets minorities, Washington Post,
November 17, 2006. p. AL.

22 .S. Department of State, Country Reports on Human Rights Practices— 2005, March
8, 2006. Chapter on Burma.
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Intelligence organization, and scores of his intelligence officials. Khin Nyunt had
been the arm of the SPDC in dealing with foreign governments, including the United
States and Burma's partners in the Association of Southeast Asian Nations
(ASEAN). He reportedly had advocated that the regime open negotiations with the
NLD and be responsive to some of the international criticisms of the SPDC. He
reportedly had convinced the juntato release Aung San Suu Kyi from house arrest
in April 2002, and his representatives had contacted U.S. officials, urging a positive
U.S. response to the SPDC’s decision. Khin Nyunt's fall from power apparently
removed from within the SPDC the main element in favor of greater flexibility.?
Since the purge, younger Burmese military commanders have assumed higher
positions of power. Many have been field commanders in areas of reported high
levels of human rights abuses. They have had little foreign contacts and little
apparent awareness of foreign attitudes toward Burma.®*

With Khin Nyunt’ s ouster, power in the SPDC is vested in 75-year-old Senior
Genera Than Shweand Vice Senior General Maung Aye, thearmy’ scommander-in-
chief. Rumorsof apower struggle between them have not been substantiated. Than
Shwe appears to be the top decision-maker, and he reportedly is deeply hostile to
Aung Sann Suu Kyi. Many analysts believe that Maung Aye' s power hasincreased
since the ouster of Khin Nyunt.

InNovember 2005, the SPDC ordered government ministriestoleavethe capital
city of Rangoon and moveto anew designated capital of Pyinmana, 200 milesnorth
of Rangoon. Foreign embassies were given no notice of the move. They were told
to communicate with government offices by fax and that foreign governments could
build new embassiesafter December 2007.% Themovecameasanew U.S. Embassy
was being constructed in Rangoon and had been half completed.

Thereisno evidenceof instability within the regime (including the period of the
September 2007 uprising) or any likelihood of aregime collapse. The purgeof Khin
Nyunt and his followers was carried out efficiently. The SPDC’'s suppressive
policiesprevent any viablepolitical opposition from functioning. Armed opposition
is confined to the three ethnic groups that operate along Burma's border with
Thailand: the Shan State Army, whose armed strength probably is below 5,000; the
Karen National Union (KNU) with an armed strength estimated at 4,000-6,000; and
the Karenni National Progressive Party, with an armed strength estimated at several
hundred. Khin Nyunt negotiated a provisional cease-fire with the KNU in 2004.
However, since hisfall from power, the chief of Defense Intelligence reportedly no

% Michagl Casey, Burma muzzles Suu Kyi, her party, Washington Times, December 17,
2005. p. A10.

2 L arry Jagan, Rangoon's generals prepare for the changing of the guard, Bangkok Post
(internet version), October 12, 2005.

% Michael Casey, Paranoid and xenophobic, Myanmar junta leaders only know force in
dealing with critics, Associated Press, September 30, 2007.

% Embassi es can moveto new Myanmar (Burma) capital intwo years, saysjunta, Thai News
Service, January 5, 2006. Alan Sipress, As scrutiny grows, Burma moves its capital,
Washington Post, December 28, 2005. p. Al
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longer coordinates SPDC policies toward the ethnic nationalities. Maung Aye
appears to be in control of nationalities policies, and army field commanders have
more authority. This probably explains the army’s resumption of offensive
operations against the Karen guerrillas since 2006, which reportedly has caused
considerable hardship for Karen civilians.”

International Pressure Mixed With Foreign Support
for the SPDC

The SPDC seems relatively unaffected by the economic and diplomatic
sanctions placed on Burma by the United States, the European Union, Japan, and
Australia. There are five apparent reasons for the failure of international sanctions
to pressure the regime to institute political reforms. The SPDC undoubtedly has
benefitted by the lack of uniformity of the sanctions imposed onit. U.S. sanctions
are the broadest (see section on U.S. Policy). European, Japanese, and Australian
sanctions are more limited in scope and do not totally cut off trade and investment
with Burma. The European Union (EU) has imposed a visa ban on Burmese
officials, an arms embargo, a freeze on Burmese assets in EU countries, and a
suspension of most-favored-nation trade treatment; but thereis no ban onimports of
Burmese products or EU private investmentsin Burma. Great Britain reportedly is
thethird largest private investor in Burmawith investmentsvalued at $1.4 billionin
2004. In 2005, the EU provided nearly $45 million in aid primarily for health,
education, and the environment.?® Japan hasfunded aid projectsin Burmareportedly
totaling more than $18 million in 2004, including hydro-electric power and the
Rangoon airport. After a Japanese reporter was killed in Rangoon during the
September 2007 uprising, the Japanese government stated that it would consider new
sanctions against Burma, but in January 2008, Japan pledged $1.79 million in
humanitarian aid. The Japanese government definesits aid as “humanitarian,” but
other governments, including the Clinton and Bush administrations, have countered
that the aid is actually infrastructure aid.?®

Even U.S. sanctionsdo not include the biggest U.S. business activity in Burma,
the Yadana offshore natural gas production and the gas pipeline into Thailand
constructed and operated by a consortium that has included the U.S. UNOCAL
Corporation (UNOCAL recently was taken over by Chevron). Chevron has a 28%

# Major ethnic rebel groups in Myanmar, Reuters News, January 30, 2006. End to
Myanmar’s ethnic insurgencies unlikely, say rebels, Dow Jones Commodities Service,
January 31, 2006. Myanmar offensive sees Karen refugeesfleeing to Thailand, Dow Jones
International News, May 2, 2006.

%7 Brake, Messages of investment: acceptance of the Burmese regime, BurmaNet News,
(internet), August 11, 2004. Benedict Rogers, Burma needs a stronger international effort,
Asian Wall Street Journal, August 26, 2003, p. A7. Linda Sieg, EU presses Myanmar on
prisoner release, dangles aid, Reuters News, May 6, 2005.

2 Japan' s aid to Burma criticized as U.S. calls grow for international sanctions, Carbaugh
Daily Report, October 13, 2004. Edith Lederer, U.S. plans to pursue U.N. resolution on
Myanmar but Russia, China and Japan object. Associated Press, May 31, 2006.
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share of the consortium. The other consortium members are the French corporation
Total with a 31% share, PTT Exploration and Production Public Company of
Thailand with a 26% share, and the Burmese government-owned Myanmar Oil and
Gas Enterprise with a15% share. The newspaper, The Myanmar Times, reported in
itsAugust 20-26, 2007, edition that the Y adana project earned $2.16 billion in 2006.
An estimate for the consortium’s earningsin 2007 is$2.8 billion.*® Chevron’s 28%
share of the $2.16 billion profit in 2006 would be approximately $600 million. A
conservative estimate of the Burmese government’ sincomefrom the Y adanaproj ect
in 2006 is about $500 million. Of the $2.16 billion profit, the Myanmar Oil and Gas
Enterprise would receive about $330 million based on its 15 percent share. Top
Burmese military officials are believed to control and profit from anumber of these
major government corporations. A conservative estimate of Burma's corporate
incometax intakewould be 10% of $1.83 billion (the consortium’ s2006 profit minus
the share of the Myanmar Oil and Gas Enterprise): about $183 million. The
government may be ableto draw in additional money from the project in other ways,
but thisis not known.

The second factor is the ability of Burma to expand exports of a variety of
commoditiesto countries of Asiaand beyond. Theseinclude natural resources such
as natural gas, nickel, precious gems, and timber; shrimp and other sea-based
products; and illegal drugs (heroin and methamphetamines). Reportedly, exports of
textiles have picked up since the U.S. import ban of 2003, as Burma has found other
marketsin Asia and Europe.®* Burma earned an estimated $1 billion in exports of
natural gasin 2004 and 2005, and earnings could grow substantially in the future
from new natural gas explorations and production. The South Korean company,
Daewoo, announced in August 2006 the discovery of a gas field off Burma's coast
that could produce between 5.7 and 10 trillion cubic feet of gas that could lead to
annual productionfor thenext 20-25years. The British Petroleum Statistical Review
puts Burma's proven gas reserves at 19 trillion cubic feet. China and India have
signed deal swith the SPDC, which would make them primary customersfor thisgas
andfuturediscoveriesof gas. The Chinesedeal reportedly would have Burmasupply
6.5 trillion cubic feet of gas to China over 30 years. In April 2006, Russia’s
Zarubezhneft oil company signed an agreement with the SPDC’ s energy ministry,
which reportedly will open the way for Russian investmentsin Burma's oil and gas
industry.® Investors must conclude profit or production-sharing agreements with
state-owned corporations or with regional military commands, which insures a

% Thomas Fuller, For Myanmar’ sneighbors, mutua needs trump qualms, New York Times,
October 2, 2007, p. A8.

3 Alan Sipress, Asiakeeps Burmeseindustry humming, Washington Post, January 7, 2006.
p. All.

*21bid. MohanMalik, Mohan, Regional Reverberationsfrom Regime Shake-upin Rangoon,
Asia-Pacific Center for Security Studies, January 2005, p. 6.

% Tim Johnson, While others push to free Myanmar, China takes a more profitable path,
Philadelphia Inquirer, March 8, 2006, p. A2. Myanmar keeps gas options open with India
pact, Reuters News, March 8, 2006. Russia, Myanmar agree to strengthen economic ties,
Dow Jones International News, April 3, 3006. Amanda Battersby, Chinese in frame for
Burmese gas, Upstream News, January 20, 2006.
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significant flow of money to the SPDC and members of the ruling, military-based
elite.

Burmareportedly earnsbetween $1 billion and $2 billion annually from exports
of theillegal drugs, heroin and methamphetamines. This seems to be at least as
much and possibly substantially more than the $900 million annually, whichthe U.S.
Embassy in Rangoon estimated that Burmaearned in themid-1990s.** Most of these
earnings, predominately foreign exchange, go to drug traffickers who produce and
ship the drugs across Burma's borders. Most of the traffickers are connected to
particul ar ethnic groups along Burma sborderswith Chinaand Thailand, such asthe
Wa and the Shan. However, Burmese military officials at various levels have a
number of means to gain a substantial share of these earnings. Loca military
commands reportedly collect high government taxes on the drug traffickers as well
asfeesfor military protection and transportation assistance. U.S. State Department
annual international narcotics reports have stated that “there is no reliable evidence
that senior officials in the Burmese Government are directly involved in the drug
trade.”* However, the SPDC allows and encourages drug traffickerstoinvestin an
array of domestic businesses, includinginfrastructure and transportation enterprises.
The SPDC reportedly gets start-up fees and taxes from these enterprises. Military
officers sometimesare partnersin them. Thetraffickersusually deposit the earnings
from these enterprises into banks controlled by the military. Military officers
reportedly deposit much of their drug-related money in foreign bank accounts in
places like Bangkok and Singapore.*® However, in 2005, the SPDC did shut down
three banks allegedly due to drug-related money laundering.

The Burmese military hashad an especially closerel ationship withthe Watribe,
including the Wadrug producers and traffickers. In acease-fire agreement of 1989,
the military allowed the Wawide autonomy, including the maintenance of armed Wa
military forces and the freedom to produce drugs. The Wa soon became adominant
factor in the heroin trade. 1n 2001, Burmese military intelligence officials and the
Wa leadership reportedly concluded an agreement under which the Wa were
encouraged to reduce their production of opium and heroin but were given a free
hand to expand production of methamphetamine pills for export.*’ Opium
production dropped from an estimated 2,500 metrictonsin the mid-1990sto 953 tons
in 2001 to just over 600 tons in 2002, and to 380 metric tons in 2005, according to

% EuropaPublications, TheFar East and Australasia2005. Londonand New Y ork, Europa
Publications. p. 718. Bertil Lintner, Burma: a blind eye to drugs, Far Eastern Economic
Review, November 7, 1996, p. 88.

% U.S. Department of State, International Narcotics Control Strategy Report. Volume l:
Drug and Chemical Control, March 2006, p. 244.

% Christopher Wren, Road to riches startsin the golden triangle, New York Times, May 5,
1998, p. A8. Robert S. Gelbard, Slorc’s drug links, Far Eastern Economic Review,
November 21, 1996, Anthony Davis, The Wachallengeregional stability in Southeast Asia,
Jane's Intelligence Review, January 2003, p. 6, 13.

3" Minority misuses Burmese land gift, Far Eastern Economic Review, December 20, 2001,
p. 8. Surath Jinakul, Dangerous escal ations, Bangkok Post (internet version), May 20, 2001.
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U.S. estimates.® Nevertheless, at the same time, the Wa were expanding their
production of methamphetamine pills, smuggling into Thailland rose from an
estimated 300 million tablets in 1999 to 1 billion in 2003.* Wa earnings from
methamphetamine sales was estimated at $300 million in 2002, and Wa earnings
from heroin smuggling was estimated at $250-$300 million.”® Reports on the 2001
agreement between the Burmeseintelligence officials and Waleaders assert that the
agreement included profit sharing provisions, which give the military a share,
possibly as high as 50%, of Wa earnings from drug trafficking.*

A third factor limiting the impact of international sanctionsisthe* constructive
engagement” policy of Burma's fellow members in the Association of Southeast
Asian Nations (ASEAN), which eschews sanctions and diplomatic pressure.
Thailand has important economic interests in Burma, including $1.29 billion in
private investments in 49 projects within Burmain 2004 and imports from Burma
valued at $1.06 billioninthe Thai FY 2003-2004. Singapore sinvestmentsin Burma
reportedly totaled $1.4 billion in 2004.** Singapore reportedly is a major travel
destination for the Burmese elite, and SPDC |eader Than Shwe reportedly has been
treated for intestinal cancer at a Singapore government hospital. Singapore aso is
believed to have sold arms to Burma's military.*® However, several ASEAN
governmentsturned more critical of Burmaafter the re-arrest of Aung Sann Suu Kyi
in 2003. Thisisduein part to the increasing democratization within these states,
especialy Indonesia, and Burma' s disruptive influence on ASEAN’ srelations with
the European Union and the United States. Maaysian and Indonesian officials have
stepped up criticisms of the SPDC Members of ASEAN country parliaments have
formed an ASEAN Inter-Parliamentary Caucuson Democracy inMyanmar. [n 2005,
ASEAN governmentspressured Burmato either institutepolitical reformsor giveup
its scheduled chairmanship of ASEAN in 2006. The SPDC chose to give up the
chairmanship, another indication of its continued resistance to outside pressures.
Malaysian Foreign Minister Syed Hamid Albar went to Burmain March 2006 as a
special ASEAN envoy to discuss democratic reforms, but his visit accomplished
little. The SPDC did not allow him to meet with Aung Sann Suu Kyi.

Despite diplomatic pressure, ASEAN leaders stressed to the Bush
Administration that ASEAN assertiveness has limits and will not include economic

% Seth Mydans, Small victoriesin recorded in Burmesewar on drugs, New York Times, July
7, 2002, p. NE4. Burmaurgesmore US cooperation in war on drugs, Agence France Presse
(Hong Kong), March 2, 2003. U.S. Department of State, International Narcotics Control
Strategy Report. Volume |: Drug and Chemical Control. March 2006, p. 241.

% Larry Jagan, Fighting Burma's drug trade, Bangkok Post (internet version), January 19,
2003.

“0 Anthony Davis, The Wachallengeregional stability in Southeast Asia, Jane'sIntelligence
Review, January 2003, p. 12.

4 \Wa and Burmese commanders strike a new deal, BurmaNet News, October 1, 2001.
Surath Jinakul, Dangerous escalations, Bangkok Post (internet version), May 20, 2001.

42 7 Brake, Messages of investment: acceptance of the Burmese regime, BurmaNet News
(internet), August 11, 2004.

“3 Eric Ellis, Web of cash, power and cronies, The Age.com.au, September 29, 2007.
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sanctions against Burma. However, ASEAN took a first diplomatic step when its
Secretary General publicly called on China and India to “take a larger role in
encouraging Myanmar to speed reform measures.”* Indonesian Foreign Minister
Hassan Wiradjuda followed up with a statement on May 19, 2006, in Washington,
D.C,, that China, India, and South Korea should use their aid and investments in
Burma “to make sure that Myanmar changes itself to be more democratic.”*
Nevertheless, Indonesia demonstrated the limits of ASEAN’ s assertiveness when it
abstained in the U.N. Security Council vote in January 2007 on a U.S. resolution
condemning the SPDC and calling for reforms. Malaysian Prime Minister Abdullah
Badawi also expressed opposition to the U.S. resolution. In the September 2007
crisis, ASEAN leaders criticized the Burmese government, but they indicated no
support for the U.S.-EU effort to get the U.N. Security Council to consider sanctions.
ASEAN governments reactions to the SPDC’ s February 2008 announcements of a
constitutional referendum and 2010 elections were guardedly positive.

Thefourth and probably biggest factor is Chinese economic and military aid to
Burma. Chinatakesthe position that political and human rightsconditionsin Burma
are the “internal affairs’ of Burma. The SPDC’s Prime Minister, Soe Win, stated
after his February 2006 trip to Chinathat Chinese Premier Wen Jiabao had pledged
China’s unwavering support and said that Beijing would oppose the imposition of
economic sanctions by the United Nations.”® China fulfilled that apparent pledge
when it vetoed the U.S. resolution in the U.N. Security Council in January 2007 and
blocked the U.S.-EU initiative in the Security Council in September 2007. China
(and Russia) argued that despite Burma's internal problems, Burma does not
constitute athreat to regional and international peace and security that would bring
it within the purview of the Security Council. China reportedly has counseled the
SPDC to moderateits behavior and has expressed concern over the flow of narcotics
into southern China. Since the September 2007 protests and SPDC crackdown,
Chinahas supported the dispatch of a United Nations mediator, but it claimsto have
minimal influence. Chinareportedly hasinitiated quiet contactswith exiled Burmese
opposition leaders,*’ but it refuses to pressure the SPDC publicly, and apparently
privately, tofree Aung Sann Suu Kyi and negotiate with her. However, some experts
believe that the SPDC's February 2008 announcements of a constitutional
referendum and el ections were due to pressure from China.*®

“ Malaysia tells U.S. officiad ASEAN to seek ‘acceptable’ role on Burma, British
Broadcasting Corporation, January 16, 2006. S.E. Asian nations ask China, India, to prod
Myanmar, Reuters News, March 30, 2006.

“ Paul Eckert, Indonesiaurges Myanmar trade partnersto use clout, Reuters News, May 19,
2006. Wiradjudasaid that his reference to South Koreawasin reference to South Korea's
recent investment activitiesin natural gas and construction.

“6 AgenceFrance Pressereport, December 14, 2005. Statement by Chinese Foreign Ministry
spokesman Liu Jianchao. Tim Johnson, While others push to free Myanmar, China takes
amore profitable path, Philadelphia Inquirer, March 8, 2006, p. A2.

" Chris Buckley, Chris. China quietly reaches out to Myanmar opposition, Reuters News,
September 26, 2007.

“8 Amy Kazmin, Hand of Beijing seen in events, Financial Times, Asia Edition, February
(continued...)
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Chinatook adiplomatic initiative in June 2007 when it arranged a meeting in
Beijing between a State Department official and Burmese government
representatives. The State Department provided little information on the content of
themeeting. Chinese officialshavenot discussed publicly their objectivesin setting
up the meeting. It may be that China seeks to facilitate a sustained U.S.-Burma
dialogue similar to the U.S.-North Korean dialogue that China encouraged and
helped to facilitate in late 2006 and throughout 2007.

China’ sextensiverolein Burmahasfivecomponents. First, Chinahasprovided
Burmawith an estimated $2 to $3 billionin military aid since the early 1990s, which
has enabled the Burmese army to expand from 180,000 to 450,000 in 2005. China
was active in shipping weapons to Burma in 2006, coinciding with the Burmese
army’s offensive against the Karens.*® Second, China’s economic aid is estimated
at $200 million annually, much of which goesinto infrastructure, including electric
power.®® Third, China is believed to be the largest foreign investor in Burma;
Chinese companies reportedly have invested in more than 800 projects with direct
investment estimated at close to $3 billion.>* A report by an expert at the Asia-
Pacific Center for Security Studies, a research organization of the U.S. Pacific
Command, estimated that China “controls more than 60 percent of the Burmese
economy.”>? Visitorsto Burmareport alarge Chinese economic presence in Burma
from Mandalay northward, including an estimated one million or more Chinese
migrants into Burma since 1995, mainly traders. Fourth, China officially has been
Burma sthird largest trading partner, but there reportedly is a huge, informal cross-
border trade that is unrecorded. The Burmese and Chinese governments projected
bilateral trade reached closeto $2 billionin 2007.% The fifth component is China's
interest in Burma snatural gasand potentia pipelinesacross Burmainto China. The
Chinese-Burmese natural gas deal, discussed earlier, undoubtedly will increase
China’'s interest in supporting the SPDC. China also reportedly is planning the
construction of oil and natural gas pipelinesfrom Burma' scoast on the Indian Ocean
northward into China, through which Chinese oil purchased in the Middle East and
Burmese natural gas could be transported to China rather than by sea through the
Strait of Ma acca and the South China Sea.>

“8 (...continued)
12, 2008, p. 3.

4% Democratic Voice of Burma broadcast, December 13, 2006.

% Joe Cochrane, Stubborn survivor, Newsweek International (internet version), March 21,
2005.

1 U.S. Campaign for Burma, China's support blocks international diplomacy and keeps
Burma’ s regime in power, 2007, p. 3.

*2Mohan Malik, Regional Reverberationsfrom Regime Shake-upin Rangoon, Asia-Pacific
Center for Security Studies (internet version), January 2005, p. 8.

%3 Alan Sipress, Asiakeeps Burmeseindustry humming, Washington Post, January 7, 2006,
p.All. Zhang Y unfei, New progresshasbeen achieved in China-Burmaeconomic andtrade
cooperation, Xinhua Asia-Pacific Service, December 9, 2007.

> Jane Perlez, Myanmar isleft in dark, an energy-rich orphan, New York Times, November
(continued...)
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China’ sgrowing roleaso iscited by Indian officialsasaprimejustification for
India's “ constructive engagement” policy toward Burma. This has included India-
Burma agreements on Indian aid, trade, and counter-insurgency cooperation, and as
stated previously, an agreement for Indian purchases of Burma's natural gas.> In
2006, India began to sell arms to the Burmese military. Indiainitialy took alow
posture toward the SPDC’ s crackdown on the September 2007 protests, but it later
halted arms shipments to Burma.

Another negative development is the reestablishment of Burma's diplomatic
relationsand military linkswith North Korea. Burmabrokediplomaticrelationswith
North Koreain 1983 after North Korean agents planted a bomb in Rangoon which
killed 17 high-ranking South Korean officials. In April 2006, they reestablished
diplomatic relations. It is known that since the late 1990s, Burma has purchased
artillery and ammunition from North Korea, has sent military delegations to
Pyongyang, and has received North Korean technicians at a Burmese naval base.
North Korean ships and diplomats have been caught carrying heroin with Double U-
O labels, abrand of heroin produced in the Golden Triangle region of Burma. There
also are reports that Burma is interested in acquiring North Korean short-range
surface-to-surface missiles and submarines, although no purchases have been
confirmed. Observers, too, have speculated that Burma and North Korea might
collaboratein devel oping nuclear facilitiesinside Burma, but thereappearsto belittle
hard evidence to substantiate this.>®

A likely fifth factor in the failure of U.S.-led sanctions to pressure the SPDC
into making political concessions is that the SPDC requires significant income,
including foreign exchange, for arelatively narrow segment of Burma s population.
Severa hundred high-ranking military officers and their families are the core of the
ruling elite. They reportedly are involved in many business ventures and manage
state corporations that regulate and enter into partnership agreements with private
companies, including foreign investors.®” Income earned domestically and from
foreign transactions appears to be easily sufficient to ensure that the ruling class
enjoys a high standard of living. Moreover, the priority given to the military in
government budgets appearsto provide adequate resources for rank and filemilitary
personnel.

> (...continued)
17,2006. p. 1. Lam, Willy. “China senergy paranocia.” Asian Wall Street Journal, July 30,
2004. p. A9.

% Cropley, Ed. “Myanmar juntaleader to make historic Indiavisit.” ReutersNews, October
21, 2004.

% Bertil Lintner and Shawn Crispin, Dangerous bedfellows, Far Eastern Economic Review,
November 20, 2003, p. 22-24. Andrew Selth, Burma’sNorth Korean Gambit: A Challenge
to Regional Security? Canberra, Strategic and Defence Studies Centre, The Australian
National University, 2004. p. 17-41.

" Blaine Harden, The new Burmese leisure class: army capitalists, New York Times,
November 21, 2000, p. A3. Economist Intelligence Unit, Country Profile: Myanmar
(Burma), 2005. p. 17, 21.
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U.S. Policy

Since 1988, the United States has imposed a wide range of sanctions against
Burma. By 2004, these had terminated nearly all economic relations with Burma.
The main sanctions currently are: a suspension of aid, including anti-narcotics aid;
opposition to new loans to Burma by the international financial ingtitutions; an
executive order by President Clinton on May 20, 1997, prohibiting U.S. private
companiesfrom making new investmentsin Burma; and congressional passageof the
Burmese Freedom and Democracy Act (P.L. 108-61) banning imports from Burma
into the United States, affecting mainly imports of Burmese textiles, and banning
travel to the United States by Burmese connected to the SPDC and U.S. financial
transactions with individuals and entities connected to the Burmese government. In
response to the September 2007 uprising, the Bush Administration issued a number
of executive orders under The Burmese Freedom and Democracy Act. These orders
named Burmese officials, Burmese companies, and Burmese businessmen as subject
to the sanctions authorized under the Act. Theordersfrozeany financial assetsthese
individuals and companies have in the United States, prohibit Americans from
conducting business with them, and bar them from traveling to the United States.
(For thedetailsof theexecutiveorders, see CRS Report RS22737, Burma: Economic
Sanctions)

The United States has not had an Ambassador to Burma since 1992 when the
Senate Foreign Relations Committee refused to confirm the nomination of an
Ambassador because of the human rights abuses. The State Department also
concluded that Burmese officials were profiting from groups that produced and
exported heroin and other illicit drugs despite some SPDC moves to limit opium
production and drug-related money laundering. Burma is on the U.S. list of
uncooperative drug-producing or transit countries.

The dominant objective of Bush Administration diplomacy has been to
strengthen international sanctions against Burma. President Bush raised the issue
with other heads of government at the APEC summit of November 2005. The
Administration stepped up bilateral diplomacy with the ASEAN countries; and
apparently for thefirst time, the Administration included Burmaonthe U.S. bilateral
agenda with China. The Administration’s major initiative was the effort to have
Burma placed on the agenda of the U.N. Security Council. A report issued in mid-
2005 by Nobel Peace Prize winners Vaclav Havel, former president of the Czech
Republic, and Archbishop Desmond Tutu of South Africaproposed that the Security
Council take an initiative on the human rights situation in Burma. The Bush
Administration succeeded in securing a private Security Council meeting on Burma
in December 2005. After the SPDC extended the house arrest of Aung San Suu Kyi
in May 2006, the Administration proposed a formal resolution on Burma in the
Security Council.

The U.S. draft resolution included the following points: Burma“ poses serious
risks to peace and security in the region”; the SPDC should release Aung San Suu
Kyi and all political prisoners; the SPDC should allow full freedom of expressionand
allow theNational Leaguefor Democracy and other political partiesto operatefreely;
the SPDC should “ begin without delay asubstantive political dialogue, whichwould
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lead to a genuine democratic transition, to include all political stakeholders’; the
SPDC should* cease military attacksagainst civiliansin ethnic minority regions’ and
end human rights violations against ethnic minorities, the SPDC should allow
international humanitarian organizations “to operate without restrictions’ and
cooperate with the International Labor Organization to eradicate forced |abor.

Despite its diplomatic efforts, the United States suffered a major defeat in
January 2007 when Chinaand Russiavetoed the U.S. resolution in the U.N. Security
Council and Indonesiaabstained onthevote. Future U.S. diplomatic optionsto bring
about U.N. appear minimal, given China' s blockage of the U.S.-EU initiative in the
Security Council in September 2007.

The Administration’s stepped-up diplomacy with Chinadid produce in 2007 a
single U.S. diplomatic move not related to sanctions. In June 2007, the Bush
Administration agreed to send a diplomat to Beijing for aChinese-arranged meeting
with aBurmese government official. The Administration and the State Department
did not disclose information about the meeting. In the aftermath of the September
2007 uprising, the Bush Administration does not appear interested further meetings.

In the past, the Administration has indicated that it would use sanctions to
initiate a kind of “road map” process with the SPDC in which the Administration
would respond to apositive measure by the SPDC by selectively liftinganindividual
sanction with the prospect of additional lifting of sanctionsin response to additional
positive measures by the SPDC. U.S. business groups and several U.S. academic
experts support such a strategy. They argue that sanctions will not produce atotal
SPDC capitulation or aregime collapse and that U.S. sanctions are contributing to
China’ sincreased role in Burma. They assert that the United States should engage
the SPDC.>® When the SPDC released Aung San Suu Kyi from house arrest in 2002,
the State Department di scussed with Burmese official saresumption of anti-narcotics
aid. The Department reportedly considered recommending that Burma be certified
as eligible for U.S. anti-narcotics aid in view of the SPDC’s apparent success in
reducing opium and heroin production. However, thisinitiativedrew strong negative
reactions from the press and especially from key Members of Congress, which
reportedly resulted in its abandonment.>

In a statement of May 23, 2006, Assistant Secretary of State Christopher Hill
indicated that the Bush Administration might consider a road map process if the
SPDC took some specific actions. He mentioned therelease of “the many hundreds,
even thousands of political prisoners,” the release of Aung Sann Suu Kyi, and “a

*®David . Steinberg, Engage Burma, Washington Post, July 15, 2003, p. A19. TheNational
Bureau of Asian Researchin Seattleissued alengthy report in March 2004, which contained
essays from seven leading critics of U.S. sanctions strategy. See Reconciling
Burma/Myanmar: Essays on U.S Relations with Burma, National Bureau of Asian
Research, Sesttle, 2004.

% Glenn Kessler, Reward for Burma's Anti-Drug Efforts Unlikely, Washington Post,
December 18, 2002, p. A29. Top Senators keep pressure on Burma. Far Eastern Economic
Review, March 20, 2003, p. 8. Glenn Kessler, U.S. may take Burma off ‘major’ drug list,
Washington Post, November 22, 2002, p. A25.
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resumption of dialogues’ between the SPDC and the opposition. Hill suggested that
if the SPDC took apositive measure on any of theseissues, the Administrationwould
initiate a positive measure in return: “If we see amovement in this direction, if we
see an effort, of course we'll respond.”®

However, sentiment in Congress appears to be against a“road map” approach
and favors maintaining the full range of U.S. sanctions until the SPDC and the
Burmese military terminate major human rights abuses and make fundamental
political concessions to Aung Sann Suu Kyi in a comprehensive agreement for a
democratic system. The Burmese Freedom and Democracy Act, which Congress
renewed in the summer of 2006, specifies that the ban on imports from Burma and
other restrictionsareto remain until the President certifiesto Congressthat the SPDC
has made major progress to end human rights violations; has released political
prisoners, has allowed political, religious and civil liberties; and has reached
agreement with the NLD for a civilian government chosen through democratic
elections.®® A sense of the Senate resol ution, passed unanimously on May 18, 2006
(S.Res. 484), called on the Bush Administration to take the lead in securing a U.N.
Security Council resolution calling for the immediate and unconditional release of
Aung San Suu Kyi and other political prisoners, condemning the Burmese army’s
“atrocities’ against the Karen, and “ supporting democracy, human rights, and justice
inBurma.” U.S. human rights organizations and most Burmese exile groups appear
to back this approach and emphasized in 2006 the need for the United Statesto push
for U.N. Security Council consideration of Burma.®?

H.R. 3890. Introduced in the House of Representatives on October 19, 2007,
H.R. 3890 passed the House on December 12, 2007. The Senate passed it on
December 19, 2007. However, the two versions contain differences. One minor
difference is that the House and Senate versions have different names. The House
version is entitled Block Burmese Jade Act of 2007. The Senate version is entitled
Burma Democracy Promotion Act of 2007. Both versions ban the import into the
United States of jade, rubies, or jewelry containing jade or rubies that are mined or
extracted from Burma. The Senateversion also banstheimportation of teak or other
hardwood timber that originated from Burma. Most importantly, the Senate version
does not contain a key provision of the House version that prohibits “ United States
persons’ from entering into economic-financial transactions, paying taxes, or
performing “any contract” with Burmese government institutions or individuals
under U.S. sanctions. The House prohibition of the payment of taxes specifically
includesthe payments of taxesto the Burmese government by the Y adananatural gas
project, in which the U.S. corporation, Chevron, isamajor partner.

0 U.S. urges Myanmar to release prisoners, Associated Press, May 23, 2006.

¢ See al so John McCainand Madeleine Albright, A need to act on Burma, Washington Post,
April 27, 2004, p. A21.

2 For an example of the debate between critics and supporters of strong sanctions against
Burma, see Foreign Policy in Focus' Strategic Dialogue of January 18, 2007, featuring
statementsby Professor David Steinberg of Georgetown University and Dr. Kyi May Kaung,
aBurmese political analyst.
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The Senate version contains a section requiring that the President appoint a
“Special Representative and Policy Coordinator for Burma,” the appointment to be
subject to Senate confirmation. The Specia Representative would “promote. . .
multilateral sanctions, direct dialogue with the SPDC and democracy advocates, and
support for nongovernmental organizations operating in Burma and neighboring
countries” aimed at restoring civilian democratic rule. The Special Representatives
would consult with other key government and assi st the efforts by the United Nations
special envoy to secure the release of Burmese political prisoners and promote
dialogue between the SPDC and pro-democracy leaders, including Aung San Suu
Kyi.
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Figure 1. Map of Burma
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