
        
            
                
            
        


		
			Advance Praise for
You Will Be Assimilated

			“David Goldman was an early voice in the wilderness, cautioning that it was one thing to deride Chinese ambition and capabilities, but quite another to thwart them. In his latest analysis, he offers a realist alarm that confronting China is as necessary as it will be taxing, given how long an unprepared and naïve America has underestimated Chinese talent, strategic thinking, and persistence. A realistic wake-up call from an American patriot, polymath scholar, and international financial analyst who knows China all too well.” 

			—Victor Davis Hanson, author The Second World Wars, The Hoover Institution, Stanford University

			“China is our enemy. President Trump knows it. David Goldman knows it. Read You Will Be Assimilated if you want to know how serious the threat is. And how America can win.” 

			—Sebastian Gorka, Ph.D., Former Strategist to President Trump, Host of America First

			“David Goldman has lived in, visited, watched, and interpreted China for decades. An economist and a polymath, he predicted long ago the things about China that the rest of us are beginning to see. In this master work, he tells a terrible story, and he shows how to redeem that story from its possible end in disaster. If you want to know where the world is going and how to stop it, read this book.” 

			—Larry Arnn, President of Hillsdale College

			“David Goldman’s book is an urgent wake-up call for America. He details China’s comprehensive plan to replace us as the world’s most powerful country and dominate global technology, security, communications, and trade within the next few years. There is still time for America to regain the initiative, but only if we act wisely and quickly. If you read just one book about how China plans to make the 21st century theirs and what we can do about it, read You Will Be Assimilated.” 

			—KT McFarland, Former Deputy National Security Advisor and author of Revolution: Trump, Washington and “We the People”
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Introduction

			Everything You’ve Heard About China is Wrong (or Not Right Enough)

			The late Elizabeth Kübler-Ross described five stages of grief—denial, anger, bargaining, acceptance, and depression. Her model applies to America’s response to the rise of China as a global power. For the past decade, we have been in denial. We couldn’t believe a country that for generations had been a byword for poverty could compete with us. With the election of Donald Trump in 2016, we have transitioned to anger. As matters stand, we will be bargaining before long. 

			China’s national champion, Huawei, is rolling out the next, or fifth, generation of mobile broadband across the whole of the Eurasian continent, from Vladivostok, Russia, to Bristol, England, despite a full-court press by the Trump Administration to stop it. In January 2020, America’s closest ally, Great Britain, brushed off President Trump’s personal intervention to allow Huawei to build out part of its 5G networks. The European Community announced that it would take no measures to exclude the Chinese giant. Washington tried to strangle Huawei by slapping export controls on US components for its 5G equipment and smartphones, to no avail. Huawei achieved self-sufficiency in chip production and continues to expand with Chinese and other Asian components. Former House Speaker Newt Gingrich deplored this outcome as “the greatest strategic disaster in US history.” At stake is not only the sinews of the new industrial age, but scores of spinoff applications that will transform manufacturing, mining, healthcare, finance, transportation, and retailing—virtually the entirety of economic life—in what China calls the Fourth Industrial Revolution.

			The year 2019 was a watershed. As matters stand, the United States will be overtaken by a resurgent China in the next several years. The consequences for American living standards and national security will be dire. This book explains what China is, what it wants to become, and what we can do to ensure America’s pre-eminent place in the world.

			I wrote this book because everything you’ve heard about China is wrong—not entirely wrong, but not right enough. However bad you think things are, they’re a lot worse.

			The coronavirus epidemic was China’s “Chernobyl moment.”

			During February, the phrase “Chernobyl moment” became a byword for China’s predicament in the first phase of the epidemic. A month later, when the count of new cases in China dropped to near zero, dark rumors circulated on social media that China had intentionally propagated the virus in a plot to undermine the West. For one brief hopeful moment, the entirety of the Western commentariat believed that China’s ascendancy had come to a sorry and sudden end. Contempt for China in the United States has turned into anger. As this book goes to press, the media is full of demands to “hold China accountable” for the coronavirus. There are few practical suggestions, though, about how that might be accomplished. The fact remains that China has repeated the benefit of its massive investment in artificial intelligence and the communications infrastructure that supports it. That is a far greater challenge for the United States than the coronavirus epidemic itself.

			China’s weaknesses, but even more, its strengths, were evident in the coronavirus pandemic of 2020. The first response of provincial officials in Wuhan City to the appearance of the virus was to cover it up and intimidate physicians who tried to raise the alarm—notably Dr. Li Wenliang, who died of COVID-19, and to whom the government later gave a “solemn apology.” China’s rigid hierarchy typically responds to bad news by killing the messenger. But when China mobilized to stop the epidemic, it reduced the rate of new infections to effectively zero by the week of March 16, 2020. The full story remains to be written, although I sketched the basics in Asia Times.1 Chinese government algorithms can estimate the probability that a given neighborhood, or even an individual, has exposure to COVID-19 by matching the location of smartphones to known locations of infected individuals or groups. The authorities use this information to use limited medical resources more efficiently by, for example, directing tests for the virus to high-risk subjects identified by the artificial-intelligence algorithm.

			All smartphones with enabled GPS give telecom providers a precise record of the user’s itinerary. Smartphone users in the United States and Europe can access their own data, but privacy laws prevent the government from collecting this data. China has no such privacy constraints, and telecom providers have used locational data for years for advertising.

			The government required individuals to download the Health Code app hosted on the software platform of Alipay, the electronic payments system owned by China’s e-commerce giant Alibaba. A smartphone attachment read each person’s body temperature and other vital signs, and uploaded the data to the cloud. Big data analysis matched locational data, coronavirus test results, and vital signs to identify clusters of infection and the path of transmission. Facial recognition software confirmed that the bearer of the smartphone was the registered account holder. An artificial-intelligence algorithm determined when the individual no longer was at risk, and transmitted a “green page” to the phone, required for admittance into all public spaces. It sounds like science fiction, but it was the result of years of planning and development. As I report in chapter two, China envisions a radical transformation of healthcare through artificial intelligence powered by 5G mobile broadband. The coronavirus epidemic has turbocharged China’s campaign for world leadership in the field. 

			Demonstrations against Beijing’s absentee government paralyzed the city of Hong Kong during 2019, in what Western observers read as a challenge to the authoritarian rule of China’s Communist Party. But the demonstrations had no reverberations on the Chinese mainland, and the Beijing regime responded with a cautious, ruthless, and relentless war of attrition. The power of China’s imperial center of China has always been fragile, but Hong Kong will not destabilize the Communist dynasty.

			You’ve been told that China is stealing intellectual property.

			That’s true. But what really ought to worry you is that China is developing its own intellectual property in key areas, and a lot of it is better than ours—artificial intelligence, telecommunications, cryptography, electronic warfare, among other fields. In other key fields like quantum computing, which might be the Holy Grail of 21st century technology, it’s hard to tell who’s winning, except that China is outspending us by a huge margin.

			You’ve been told that China has stolen jobs from the American manufacturing industry.

			That’s true. But much worse is the likelihood that China will create most of the jobs in cutting-edge new industries powered by artificial intelligence, with breakthroughs in communications and computation.

			You’ve been told that Huawei, China’s national champion in telecommunications, and the world leader in fifth-generation mobile broadband, plans to steal the world’s data.

			Maybe. Although, breakthroughs in cryptography will soon make it impossible for anyone to steal large amounts of data. But Huawei doesn’t think it needs to steal the world’s data. It plans for the world to give away all of its data for free. Even worse, 5G mobile communications will contain security features that will prevent the United States from stealing the world’s data. America’s massive signal intelligence capability will become worthless in a couple years.

			You’ve been told that China’s economy is prone to collapse under a giant debt bubble.

			A popular book appeared in 2001, under the title, The Coming Collapse of China. Since then, China’s per capita gross domestic product has risen fivefold. Chinese cities that were Third World slums in 2001, have blossomed into steel-and-glass behemoths that look like sci-fi movie sets—not just Shanghai, Shenzhen, or Guangzhou, but cities deep in the interior like Chengdu and Chongqing, each with thirty million inhabitants. China’s growth has slowed to only 6 percent a year, or about three times America’s growth rate. China’s debt burden is the same size as America’s relative to GDP.

			You’ve been told that China has “a secret strategy to replace the US as the Global Superpower.” 

			There’s nothing “secret” about China’s high-tech military buildup. And you’ve been told that China is pursuing “unrestricted warfare” against the United States. That’s the title of quirky, kooky treatise by two low-level Chinese colonels that the Chinese leadership ignored. As I show in chapter seven, China got the jump on America in the Western Pacific by doing the opposite of what “unrestricted warfare” proposed. Not surprisingly, our military leaders are loath to admit that they were asleep at the switch.

			You’ve been told that China is challenging American military power in the South China Sea.

			“Challenge” is a euphemism in this case. The combination of Chinese rocketry, submarines, electronic countermeasures, and air defense makes American military assets in the Western Pacific sitting ducks. We lost the South China Sea years ago. We need to play catchup with the next generation of defense technologies.

			You’ve been told that China is manipulating its currency to sell its goods cheaply in the United States. 

			That one isn’t true at all. What ought to worry you is that China plans to replace the US dollar as the world’s reserve currency. That means we won’t be able to borrow trillions of dollars from abroad to finance our trillion-dollar-a-year federal budget deficit.

			You’ve been told that China is ruled by a totalitarian clique in the form of the Communist Party, oppressing a billion and a half people who yearn for American-style democracy. 

			In fact, China has been ruled by an emperor for thousands of years, and the present dynasty—ruled by a committee of bureaucrats, rather than a flesh-and-blood royal family—is an updated version of the imperial system that has revived itself again and again throughout the millennia. A raft of recent books on China—by Michael Pillsbury,2 Graham Allison,3 former House Speaker Newt Gingrich,4 General Robert Spalding (ret.),5 and veteran defense writer Bill Gertz6—rehearse the same ritual denunciations of the wicked Communist Party of China, with its totalitarian surveillance state and ideology of world conquest. American strategists think we are dealing with the Soviet Union of the 1980s. If it were only that easy!

			There are More Marxists in Cambridge, Massachusetts Than in China 

			Communism is a bankrupt ideology, an “ism” that became a “wasm,” a miserable failure at social and economic organization. China is something entirely different. The Soviet Communists told their most talented scientists, Invent something new, and we’ll give you a medal, and maybe a dacha. China says, Invent something new, launch an Initial Public Offering, and become a billionaire. As of the end of 2019, there were 285 billionaires in China, including Alibaba’s Jack Ma, who is also a member of the Communist Party of China, like many of his fellow billionaires. There are more Marxists in Cambridge, Massachusetts than in the whole of China. I met one professed Marxist over dinner in Beijing a couple of years ago, a pleasant fellow who taught Marxist-Leninist doctrine at the Communist Party’s cadre school. His daughter had just graduated from a top American university, and he asked me if I could help her get a job on Wall Street.

			We aren’t up against drunken and corrupt Soviet bureaucrats; we’re up against Mandarin elite, cherry-picked from the brightest university graduates of the world’s largest country. America faces something far more daunting than moth-eaten Marxism: a five-thousand-year-old empire that is pragmatic, curious, adaptive—and hungry. China’s regime is cruel, but no crueler than the Qin dynasty that buried a million conscript laborers in the Great Wall. China always was and remains utterly ruthless.

			We are at a Great Turning Point in History

			We stand at the cusp of one of history’s great turning points. For thousands of years, China’s internal weaknesses—natural disaster, famine, plague, civil unrest, and foreign invasion—kept China’s attention turned inward. We are now at the greatest turning point in Chinese history since the unification of China in the 3rd century B.C.E. China is turning outward and looking hungrily at the world. And we look like a protein source. China doesn’t want to rule you. It wants to assimilate you, like the Borg in Star Trek. 

			If you want to see this in action, look at China’s first great multinational company, Huawei. Huawei bankrupted its competition and hired its talent. It dominates research and development (R & D) in the game-changing field of mobile broadband, in part, because its fifty thousand foreign employees do most of the basic research. For the first time in its long history, China has succeeded in assimilating a critical mass of the West’s scientific and engineering elite and harnessing them to its global ambitions. Mobile broadband is just the beginning. China’s goal is to own the “control points” in every sphere of economic life, and dominate what it calls the Fourth Industrial Revolution during the remainder of this century. Think of industrial robots that talk to each other over 5G networks and employ artificial intelligence to design production techniques without human input. Imagine medical diagnostics drawing on continuously updated vital signs and genetic histories of a billion people, mining robots directed by white-coated technicians with virtual reality visors, and a dozen other disruptive technologies made possible by the marriage of broadband and AI.

			Trump Reverses Sixty Years of Wishful Thinking About China

			President Donald J. Trump reversed nearly sixty years of American policy towards China. After President Richard Nixon and his then National Security Advisor, Henry Kissinger, opened diplomatic relations with China in 1972, America viewed China as a counterweight to Russia during the Cold War. After Deng Xiaoping’s economic reforms of 1979, and the fall of communism, the American foreign policy establishment thought China would join the procession towards the end of history and turn into a liberal democracy. Meanwhile, the US lost economic ground to China. Trump, to paraphrase William F. Buckley, bestrode history, shouting, “Stop!” 

			In his February 2019 State of the Union Address, Trump declared:

			We are now making it clear to China that, after years of targeting our industries and stealing our intellectual property, the theft of American jobs and wealth has come to an end. Therefore, we recently imposed tariffs on $250 billion worth of Chinese goods, and now our Treasury is receiving billions and billions of dollars.

			But I don’t blame China for taking advantage of us; I blame our leaders and representatives for allowing this travesty to happen. I have great respect for President Xi, and we are now working on a new trade deal with China. But it must include real, structural change to end unfair trade practices, reduce our chronic trade deficit, and protect American jobs.7

			President Trump is magnificently right to insist that America’s status quo with China cannot continue. But thus far, he has addressed symptoms rather than causes. The trade war with China has settled into an uneasy truce as of the end of 2019, with modest damage to both economies but no clear winner. 

			China has begged, borrowed, and stolen the technology that made its economy as big as America’s. China pays $36 billion a year in royalties for intellectual property, but its bill should be much bigger. Some of it is stolen outright. For example, the plans for Boeing’s C-17 military transport aircraft, phished by Chinese hackers and used to build a Chinese knockoff, the PLA’s Y-20 transport.8 Some of it is lifted by Chinese engineers working for Western companies who learn their employers’ technology and walk out the door with the skills to duplicate it. And a great deal of it is handed over to China, eagerly, by Western companies who want access to the Chinese market and are happy to give away the family jewels in return for the privilege. That might be bad for the competitiveness of these companies in the long term, but good for the CEO’s stock options at a five-year horizon.

			China is Dangerous Because it’s Adopted the American Idea of a Science Driver for Growth

			But the most important thing that China appropriated from the United States is the one big idea that made America the world’s only superpower after the collapse of the Soviet Union. That idea is to drive fundamental R & D through the aggressive pursuit of superior weapons systems, and let the spinoffs trickle down to the civilian economy. China is like a two-stage rocket. The export-driven, cheap labor economy that turned China from an impoverished rural country into a prosperous urbanized giant after the Deng Xiaoping reforms of 1979, was only the booster. China began to discard it ten years ago. The next stage is what Huawei calls the Fourth Industrial Revolution, driven by artificial intelligence, robotics, the internet of things, and massive big data applications to supply chain management, transportation, healthcare and other fields. 

			I wrote this book because America’s response to China’s global ambitions is a failure. There are two big reasons for this failure. First, we chronically underestimate China’s capabilities and ambitions. Second, we need to address our own problems. China envisions a virtual empire in which game-changing technology dominates production, purchasing, finance, and transportation. It puts massive resources into basic research, science education, and infrastructure. America’s commitment to basic research and science education has shrunk to roughly half its size during the Reagan Administration. Just 5 percent of our college students major in engineering, compared to one-third in China.

			Since 2001, I have written the Spengler column for Asia Times, which by 2019 had become the largest pan-Asian news platform by readership. In 2016, I joined the investor group that acquired Asia Times, and serve on the board of directors of its holding company.

			As head of debt research for Bank of America in the mid 2000’s, I traveled to China and spoke extensively to Chinese officials and business people. Then in 2013, a Hong Kong investment banking boutique, Reorient Group, asked me to take a fresh look at China’s economy and prepare a presentation for prospective investors. What I saw turned my world inside-out. 

			It was already evident six years ago that China was poised for a technological breakout that would challenge America’s leadership in the decisive new industries of the 21st century. The Belt and Road Initiative was in gestation, and China’s global ambitions had already peeked through the mist of China’s isolation. I accepted a partnership at Reorient Group and got an insider’s view of what China was doing. 

			Reorient was later acquired by Jack Ma’s private equity company and re-named Yunfeng Financial. Working for a Chinese firm took me to the other side of the looking glass. I had the vantage point to see economic and strategic issues through Chinese eyes. Among other things, I worked with senior executives of Huawei, China’s national champion in the telecommunications space, and public enemy number one for America’s security establishment. I’ve been inside the belly of the dragon.

			At the same time, I served as an adviser to a non-governmental organization that promotes Israeli-Chinese relations. In that capacity, I participated in numerous off the-the-record consultations with senior Chinese officials, including many from the military and national security sphere. Prior to my tenure at Reorient Group, I also consulted for the Defense Department’s Office of Net Assessment, the internal think tank then directed by the legendary Andrew Marshall. When the Trump Administration took office, I informally advised then White House strategist Steve Bannon.

			China is Overtaking the US in Key Technologies

			For the past six years, I have warned that China was overtaking the US in key technologies. In 2013, I wrote in The American Interest (with Dr. Henry Kressel):

			Economies do not exist in a vacuum. If American technological innovation comes to a halt for a prolonged period, other countries with cheaper production costs will learn to do what American industries can do, and American manufacturers will continue to lose market share. China already boasts the world’s largest telecommunications equipment firm, Huawei. China is already producing nuclear power plants with Westinghouse technology under license from Toshiba, Westinghouse’s majority owner. Fear of Chinese competition is an important factor—probably the most important factor—in the sharp decline in venture capital commitments to high-tech industry during the past ten years….China remains behind the United States with 1.8 percent of GDP devoted to R & D compared to our 2.8 percent, but it is catching up fast. China is now more concerned with acquiring existing technologies than inventing new ones. Nevertheless, it is educating a new generation of university students on a scale never before seen, with uneven quality, but with pockets of impressive strength. If China bests us at innovation some time during the next generation, the world will look radically different just three or four decades hence.

			If U.S. innovation continues to attenuate, the weapons technology deployed by China and other potential adversaries will converge on America’s. The longstanding American technological edge is already eroding as other nations acquire airframe, avionics, and stealth technology.9 

			In 2013, that sounded alarmist. But China advanced much farther and faster than anyone expected in 2013—in semiconductors, telecommunications, artificial intelligence, computation, missile technology, and other key fields.

			The West Consistently Underestimates Asians

			China’s ambitions and capacities were evident to anyone who chose to look, but we refused to believe our own eyes. Our failure to respond to China’s sudden emergence as a world power falls into a sad pattern of Western underestimation of Asian rivals. Historian Andrew Roberts reports that Winston Churchill said, just after Pearl Harbor, that “in the event of war, the Japanese would ‘fold up like the Italians,’ because they were ‘the wops of the Far East.’” Churchill was the greatest Western statesman of the 20th century, but he also was guilty of one of century’s worst strategic blunders. 

			He wasn’t alone. In 1904, Czar Nicholas II of Russia, encouraged by his cousin Wilhelm II of Germany, determined to push Japan out of Manchuria. In two catastrophic naval engagements, Port Arthur in 1904, and the Tsushima Straits in 1905, Japan deployed a newer, mainly British-built fleet and destroyed virtually the whole Russian navy. Japanese commanders who were born in an agrarian society before the Meiji Restoration of 1868, proved superior to their Russian counterparts. The shock of Russia’s loss brought on the 1905 Revolution and marked the beginning of the end for the Romanov dynasty. The West chronically underestimates Asians, as the Russians found out at Port Arthur, the Americans at Pearl Harbor and the Yalu River, the British at Singapore, and so forth. 

			Five Myths About China’s Economy

			China’s economy is like the bumblebee that shouldn’t be able to fly, but does. American commentators have trouble explaining China’s economic success, so they pretend it isn’t there, or if it is there, it won’t be for long. American misperceptions of China’s economy clump together in five myths. 

			Myth #1: America’s Economy is Bigger Than China’s

			President Trump tweeted on July 30, 2019, “China is doing very badly, worst year in twenty-seven….Our Economy has become MUCH larger than the Chinese Economy in the last three years.”

			It’s true that China’s growth rate of 6.1 percent in 2019 was the lowest in three decades, as the president said, but it’s also about triple America’s 2019 growth rate of 2.2 percent. Whether America’s or China’s economy is the biggest depends on how you measure it. In US dollar terms, America’s economy is much bigger. But if you figure in the relative cost of goods and services, China’s economy is about $4 trillion bigger than America’s, according to the World Bank’s measure of purchasing power parity. That accounts for the fact that domestic Chinese prices are much lower than US prices. A half-hour taxi ride from Chengdu Airport in August 2019, cost me RMB 35, or about five US dollars. In any American city, it would have been fifty to seventy dollars. In terms of current US dollars, China’s GDP in 2018 was about $13 trillion versus over $20 trillion for US GDP. But purchasing power parity is a more informative measure.
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			Myth #2: “China is a Poor and Backward Nation”

			That comment came from Professor Michael J. Hicks of Ball State University, in 2018. “China is a large, poorly led nation with a military that is decades away from the expertise of Saddam’s army and an economy that is more than a century behind ours,” Professor Hicks declared. “When you hear a politician telling you that China’s economy is just a few years away from surpassing ours, he is simply lying to you. No one living now will see the Chinese standard of living catch up to ours, and I would wager they won’t equal America’s current standard of living in the balance of this century.”10

			Professor Hicks notes that he served as a U.S. Army officer in Japan and “squared off against Chinese tanks” in Iraq, but I doubt he has spent much time in China lately. A ten-minute walk around any of China’s big cities might change his mind. A thirty-year-old Chinese person consumes not quite ten times as much as the previous generation. Accounting for the fact that consumption in China today is about 40 percent of GDP, compared to 50 percent of GDP in 1990, consumption per person has risen about eight-fold.

			In other words, the Chinese who grew up in homes with dirt floors and outhouses now live in apartments with central heating and indoor plumbing. Chinese who scrimped to buy a bicycle now can afford a car. Are Chinese government data faked to make things look better? Don’t count on it. Basic indicators of economic activity, such as electricity production, freight traffic, and production of key industrial items, are verifiable and they track reported GDP growth fairly closely. In the meantime, China has built the world’s longest highway system (about ninety thousand miles), the world’s largest high-speed rail network (about eighteen thousand miles today, growing to twenty-four thousand miles by 2025), and enough housing to move nearly six hundred million people from the countryside to cities. None of this was there thirty years ago. China’s infrastructure is the wonder of the modern world. Compared to China’s airports, roads, and rail lines, most of the United States looks like a Third World country.

			China now graduates more scientists and engineers than the United States, Europe, Japan, Taiwan, and South Korea combined, and six times as many as the United States alone. During the past ten years, moreover, the quality of Chinese scientific education has risen to world standards. Mao Zedong’s Cultural Revolution of the 1960s nearly destroyed China’s university system. Thanks to American graduate schools, Chinese universities have assembled a world-class scientific and engineering faculty. Four out of five doctoral degrees in computer science and electrical engineering are awarded to foreign students, of whom Chinese are the largest contingent. Only 5 percent of American undergraduates major in engineering, which means that there aren’t a lot of available faculty positions available for recent doctorates. Most of the Chinese foreign students at US universities go back to China after receiving their degrees, as Texas A&M Distinguished Professor of Engineering Edward Dougherty explains:

			China and India are recruiting some of their best citizens and former citizens to come home, both at the senior and junior levels. For senior people, the inducement goes beyond salary. Research requires resources, which can be expensive, both for research staff and laboratory facilities. An offer is especially attractive when it provides secure funding for fundamental work, a rarity in the United States. When a leading scientist returns to his home country, there is a shift of research capital from the United States to a competitor. Given the fact that, in numerous areas, major contributions come from a small group of research teams, even a single shift can have a significant impact.

			For recent PhDs, the disparity in incentives between remaining in the United States and returning home can be even greater, and top graduates are being targeted. One alternative for them is to remain in a U.S. university, go through two to five years of postdoctoral work earning $50,000 per year, then apply for one of the few good open faculty positions. If fortunate, these promising scientists will then suffer through a six-year pre-tenure period writing grant proposals of meager scientific value in an environment where the main interest of the department head and dean is the number of dollars they bring in. The other alternative is to return to one’s homeland and receive an immediate faculty position at a top university, with funding to build a laboratory and support students. 11

			It’s hard to measure the relative quality of STEM education in China versus the rest of the world. The Times Higher Education Supplement includes eight Chinese universities in its ranking of the top fifty engineering and technology schools in the world.12 Executives of Chinese tech companies have told me that they prefer not to hire Chinese graduates with a bachelor’s degree from an American university. Chinese programs are more rigorous, they argue, and Chinese students who go overseas probably are the children of well-to-do families who didn’t score well on China’s university entrance exam.

			China also awards twice as many doctorates in STEM fields as the United States. That’s not counting all the Chinese students who earn doctorates in the United States and then return to China.

			Myth #3: “China Can’t Innovate”

			A Google search for the phrase “China can’t innovate” brings up ten thousand hits. China spent most of the past forty years copying Western technology—that’s what you do when you are starting from scratch. But in the past five years, China has produced the world’s best 5G equipment, some of the world’s fastest supercomputers, hypervelocity strategic missiles, computer chips that rival the best that America can design, and an un-hackable cybersecurity technology, quantum cryptography. A Chinese robotic spacecraft made the first soft landing on the dark side of the moon in 2019. That’s just the beginning.

			China now spends about 2.2 percent of GDP on research and development, compared to 2.8 percent in the United States. But China’s economy is somewhat larger than America’s in terms of purchasing power parity—it costs a lot less to higher an engineering graduate for a tech startup in Chengdu than it does in Silicon Valley, for example. It’s fair to say that China’s R & D spending in absolute terms is about the same as America’s. A big difference is in the composition of spending. Most American R & D seeks incremental improvements in existing products—an upgraded laundry detergent or a less salty can of soup. China’s R & D, as the Pentagon explained in its 2019 assessment of China’s military capabilities, concentrates on dual-use civilian technologies as well as military applications. In critical areas, China spends much more than we do. In 2019, Hudson Institute analyst Arthur Herman wrote, in The Wall Street Journal:

			Beijing is America’s chief quantum-computing rival. It spends at least $2.5 billion a year on research—more than 10 times what Washington spends—and has a massive quantum center in Hefei province. China aspires to develop the code-breaking “killer app,” which means protecting U.S. data and networks from quantum intrusion is a vital security interest.13

			Huawei, the world industry leader in mobile broadband, spends more on R & D than its main rivals, Nokia and Ericsson, combined.

			Chinese government support for artificial intelligence “dwarfs” the American effort, according to Babson College Professor Thomas Davenport:

			In 2017, [China’s] national government announced it wanted to make the country and its industries world leaders in AI technologies by 2030. The government’s latest venture capital fund is expected to invest more than $30 billion in AI and related technologies within state-owned firms, and that fund joins even larger state-funded venture capital funds. One Chinese state alone has said it will devote $5 billion to developing AI technologies and businesses. The city of Beijing has committed $2 billion to developing an AI-focused industrial park. A major port, Tianjin, plans to invest $16 billion in its local AI industry.

			These government programs will support ambitious major projects, startups and academic research in AI. The national effort also includes using AI in China’s defense and intelligence industries; the country’s leaders are not reluctant to use AI for social and political control. For example, both AI-driven facial recognition, even to catch jaywalkers, and “social credit”—an AI-driven credit score that factors in social behaviors—are already in use.

			U.S. investment plans, mostly in the defense industry, are dwarfed by the Chinese effort. DARPA, the Defense Department’s research arm, has sponsored AI research and competitions for many years, and has a $2 billion fund called “AI Next” to help develop the next wave of AI technologies in universities and companies. It’s not yet clear how much real progress its efforts have made.14

			Myth #4: “China’s Economy Will Be Crushed by a Mountain of Debt”

			Some analysts claim that China’s economy will suffer a debilitating debt crisis. The numbers don’t support this view.

			According to the Bank for International Settlements, China and America have about the same debt burden. Total credit to government, households, and nonfinancial corporations stands at 261 percent of GDP in China and 249 percent of GDP in the United States. The big difference lies in who owes the debt. Central government debt is about half of GDP in China, but about 100 percent of GDP in the United States. By contrast, private corporate debt is only about 75 percent of GDP in the US, compared to about 150 percent of GDP in the United States.

			China’s financial system has plenty of inefficiencies and imbalances. It is overly dependent on giant state banks who are accustomed to handing out loans to state-owned companies without asking questions. This encourages inefficiency and corruption. The Chinese authorities are allowing private companies to fail rather than encouraging banks to paper over their problems. Seventeen billion dollars of Chinese corporate bonds defaulted during the first eleven months of 2019, a small number compared to the overall $4.4 trillion onshore corporate bond market.15 Most Chinese corporate debt, though, funded infrastructure which can support the debt burden.

			China’s way of funding infrastructure spending explains most of the difference in the concentration of debt. In the United States, federal, state, and local governments fund infrastructure spending out of tax revenues or borrowing. But in China, state-owned companies borrow from state-owned banks to fund infrastructure. 

			In a 2017 study for Asia Times, I calculated that two-thirds of the net debt owed by non-financial companies in China’s benchmark equity index, the Shenzhen 300, was owed by only twenty-two companies. Almost all of them are involved in basic infrastructure—energy, communications infrastructure, shipping, airlines, or metals. Ten percent of the net debt of non-industrial SHSZ300 companies is owed by the oil giant PetroChina alone. This suggests that a great deal of Chinese corporate indebtedness should be viewed as “public works” investment by the Chinese sovereign.16

			After borrowing roughly the same amount relative to the size of their respective economies, what did China and the United States get in return? America’s national debt rose above $20 trillion, not counting an estimated $46 trillion more in unfunded liabilities of the Social Security and Medicare systems. The United States spent most of the money on transfer payments. China used its debt to move 550 million people from countryside to city and to build the world’s newest and biggest infrastructure. At the end of the day, it appears that China got the better deal.

			Myth #5: “China has Devalued its Currency to Gain Unfair Advantage in Trade”

			In August 2019, the US Treasury designed China as a “currency manipulator.” That designation was rescinded after the US and China struck a “phase one” trade deal in December 2019, but it was wrong to begin with. According to the official statement, “China has a long history of facilitating an undervalued currency through protracted, large-scale intervention in the foreign exchange market. In recent days, China has taken concrete steps to devalue its currency, while maintaining substantial foreign exchange reserves despite active use of such tools in the past. The context of these actions and the implausibility of China’s market stability rationale confirm that the purpose of China’s currency devaluation is to gain an unfair competitive advantage in international trade.”17

			There’s a problem with this statement, namely that China’s currency has doubled in relative value against its competitors during the past twenty-five years. The “real effective change rate” adjusts the nominal price of a currency by the difference between its inflation rate and the inflation rates of its trading partners. 

			Of course, it’s hard to determine the true exchange rate of an inconvertible currency. If China were to lift exchange controls tomorrow and allow its people to buy foreign currency with their RMB deposits, the exchange rate of the RMB almost certainly would fall. That might lead one to assert that the RMB is artificially overvalued, or that China is manipulating its currency upward rather than downward, contrary to the finding of the U.S. Treasury. On the other hand, a dollar buys more in Mainland China than it does in the United States. That’s why the Chinese economy looks considerably larger when measured against purchasing power parity. The fact remains that China’s currency has been rising rather than falling for most of the past quarter-century, and today is worth twice as much as it was in 1994.

			[image: ]

			The Myth of a Chinese “Secret Plan”

			American denial has faded into American anger, but the quality of America’s strategic thinking remains abysmal. In place of contempt for a weak and ineffectual China, many American commentators evince paranoia about China’s intentions. Michael Pillsbury’s 2015 book, The Hundred Year Marathon, claims that China has a “secret plan” hatched by a group of Chinese “hawks” to “replace us, just as America replaced the British Empire, without firing a shot.”

			President Trump’s public nod to Dr. Pillsbury has given enormous weight to his book. That is unfortunate. Pillsbury is wrong on both of his principle counts. First of all, China has no intention of replacing the United States, just as the United States had no intention of replacing the British Empire. The global order that the United States built after the Second World II had little in common with the British Empire, just as the global role that China envisions for itself has little in common with the global role that the United States played during and after the Cold War. 

			Contrary to Pillsbury, there is nothing secret about China’s intentions. China’s plan for global economic supremacy was advertised on the Huawei website starting in 2011, and proclaimed with great fanfare and considerable expense at every telecommunications conference for the past ten years. The military dimension of China’s ambitions is important, but subordinate to an economic and technological vision so vast and ambitious that American analysts have lacked the intellectual bandwidth to perceive it.

			Graham Allison’s Thucydides Claptrap

			We use the word “empire” to describe China, evoking memories of military conquest and colonial occupation. But China is an entirely different entity; it aims for assimilation and indirect control rather than imperial rule. It avoids the imperial overreach of foreign military commitments, and seeks to lock in its influence through dominance in trade and technology. Professor Graham Allison of Harvard University won a year’s worth of notoriety in 2017, with his “Thucydides Trap” thesis, warning that established powers—in this case, the United States—typically go to war against rising powers—in this case, China. As I show in the chapter below, entitled “Thucydides Claptrap,” Allison is barking up the wrong tree, and the wrong tree is in the wrong forest to begin with. China’s enormous high-tech military buildup is not designed to win a war with the United States, but to make war with the United States unlikely. China controls its borders and its coastal waters out to a couple hundred miles, to such an extent that the United States cannot bring its military to bear. Allison shoehorns ill-fitting historical examples into his thesis, which are as wrong as his reading of the present.

			Don Quixote Charges at the Communist Party of China

			American anger has given birth to a dangerous delusion, that the United States can engineer the overthrow of the Communist Party of China. As the New York Times reported, on July 20, 2019:

			In a ballroom across from the Capitol building, an unlikely group of military hawks, populist crusaders, Chinese Muslim freedom fighters and followers of the Falun Gong has been meeting to warn anyone who will listen that China poses an existential threat to the United States that will not end until the Communist Party is overthrown.

			If the warnings sound straight out of the Cold War, they are. The Committee on the Present Danger, a long-defunct group that campaigned against the dangers of the Soviet Union in the 1970s and 1980s, has recently been revived with the help of Stephen K. Bannon, the president’s former chief strategist, to warn against the dangers of China.

			The founders of the Committee on the Present Danger prevailed on me to join the group, and in April 2019, I shared a podium with Steve Bannon and other China hawks at New York’s Regis Carlton Hotel. Steve tried to convince me that President Trump’s tariffs on Chinese products would lead to mass unemployment, street demonstrations, and the downfall of Chinese President Xi Jinping. I told him that he was deranged. Later in 2019, I disassociated myself from the Committee, which I had hoped would promote an American response to China in the form of crash R & D efforts to maintain superiority in key technologies. 

			There is no easy way for American to respond to China, no quick fix, no short cut. The world has seen nothing like China’s breakout onto the global stage. It will transform the lives of every inhabitant of this planet, including that of Americans. The Russian revolutionary Leon Trotsky said—perhaps apocryphally—that you may not be interested in war, but war is interested in you. The same is true of China. 

			What does this mean for you personally? If China comes to dominate the key technologies of the 21st century, you as an American will be poorer and less secure. After World War II, Americans got paid simply for being Americans. The whole world had to come to us. We had the only deep capital markets, the only venture capitalists, the only national defense establishment able to put massive resources behind basic R & D, and the only skilled workforce ready to turn innovations into products. We invented every component of the digital age: semiconductors, displays, sensors, lasers, networks, and the internet itself. American companies enjoyed natural monopolies in dozens of fields. Our goods and services sold at a premium. The US dollar was king. When I lived in Germany during the first Reagan Administration, American soldiers on German bases could afford BMW’s on Army pay.

			In 1960, America produced 40 percent of the world’s GDP. Now it produces just 24 percent. Even more important is the decline of America’s share of high-tech industrial production. According to the World Bank, our share of high-tech exports fell from 18 percent in 1999, to just 7 percent in 2014, while China’s share rose from 3 percent to 26 percent. 

			America’s commitment to high-tech manufacturing collapsed with the tech bubble of 2000, never to recover. By no coincidence, the income of US households barely grew during the next twenty years. 

			If China surpasses the United States, we will fade into second-rate status, much like Britain did during the 20th century. We will be poorer, weaker, and less secure. 

			China’s challenge is formidable. We are competing with 1.4 billion intelligent and industrious people. Chinese schoolchildren turn up at 7:30 a.m. and leave at 5:00 p.m. Ten million Chinese teenagers take the college entrance exams each year and prep twelve hours a day for two years to gain acceptance at a good university. The Asian work ethic explains why 28 percent of students at America’s Ivy League colleagues are Asians, although Asians comprise just 5.6 percent of the US population. The difference is that America has eighteen million Asians, and China has 1.4 billion. Foreign students earn four out of five doctorates candidates in computer science and electrical engineering at American universities, and Chinese students are the biggest cohort. Most of them return to China. We have educated a world-class engineering faculty for Chinese universities, the best of which are at par with the best American universities.

			But we are well past the point where a one-to-one comparison of Chinese and American technical capacity can explain the strategic balance. As I will explain, China has recruited scores of thousands of the best Western scientists and technicians to its plan for technological leadership in the 21st century. Huawei, the focus of Washington’s concern, has created a business model unique in Chinese history, with fifty thousand foreign employees and research centers in two dozen Western countries. It is not a Chinese company, but an imperial company, a sort of technologically-driven horde that produces a snowball effect. As it grows, it crushes the competition and absorbs their talent.

			The fall of Baghdad to the Mongols in 1258, offers an object lesson. The city of a million people sheltered behind eighteen-foot walls, and the Abbasid Al-Musta’sim rejected Mongol demands for tribute. The Mongols were lightly armed horsemen, the Abbasids believed; what could they do against the vast fortifications of Baghdad? But the Mongol chieftain Hulagu Khan brought with him one thousand Chinese artillery experts, according to a contemporary Persian account. It is not known whether they employed cannon or catapults, but it took the Chinese engineers three weeks to breach the walls, after which the Mongols made a giant pyramid of the heads of Baghdad’s inhabitants. Today’s Chinese are not the Mongols, but the analogy holds to in that the Chinese have acquired the technical means from the West to ruin us. China’s critics complain that it has stolen Western technology. Far more dangerous is the fact that China has assimilated some of the West’s best talent. 

			Can America remain the world’s most powerful, productive, and inventive country? I wrote this book to answer that question with a resounding yes. It won’t be easy. China is the first challenger we have faced whose economy is as big as ours. Surpassing China will take all of our resources, inventiveness, and national spirit. We can do it. But we have been losing time, and time is getting short.

			 

			





Chapter One

			An Empire of Emperors:
What Is China, and Why You Should Worry About It

			Lyndon Johnson apocryphally told Israeli Prime Minister Golda Meir that it was hard to be president of three hundred million Americans. She replied, “It’s harder to be prime minister of three million prime ministers.” Xi Jinping might add that it is even harder to be the emperor of 1.4 billion emperors. We tend to think of the West as individualistic and China as collectivist. In some ways that’s true, but the notion can also be misleading. As individuals, the Chinese are the most ambitious people in the world. Ambition is the sinew that holds together the sprawling, multi-ethnic, polylingual empire that China has been since its founding. For five thousand years, China’s ambition has been constrained by the limits of nature. The great flood plains of the Yellow and Yangtze Rivers supported a larger population at higher living standards than any other part of the pre-modern world. But China’s riparian civilization was also fragile, subject to periodic drought, famine, and flood, leading to civil unrest, barbarian invasion, and prolonged periods of chaos.

			All this compelled China to turn inward. Its forays into the broader world were brief and abortive. No more; China can feed itself and control natural disasters. It has turned outward to the world and is seeking its place in the sun. This is a grand turning point in world history. For most of the past five thousand years, China has been the world’s most populous and wealthiest civilization in the world, but largely indifferent to events outside its borders. Now its ambitions are turned outward. Its 2,500-year-old system of elite formation now embraces the ten million students who take the annual college entrance exam. It has absorbed tens of thousands of the best Western scientists and engineers into its project for technological dominance, above all through Huawei, its bridgehead in the world market. And it proposes to extend its imperial principle of assimilation through infrastructure to the whole of the Eurasian continent, through the Belt and Road Initiative.

			Western observers often attempt to draw a bright line between the good Chinese people and the nasty Chinese government. That is an unsubtle form of condescension, and wholly misguided. The character of China’s state is shaped by the ambitions of the Chinese people. Sadly, the distinction between “good people” and “bad state” is a misjudgment on which America’s China hawks and China doves agree. Since the late Chinese premier Deng Xiaoping introduced market reforms in 1979, the liberal foreign policy establishment has argued that economic liberalization inevitably would lead to political liberalization. That didn’t happen. The China hawks argue that the Chinese people will rise up and overthrow their Communist overlords if the United States applies sufficient pressure, by placing tariffs on Chinese imports to the United States. That won’t happen, either.

			The Liberal Illusion That Prosperity Promotes Political Reform

			China doves promised that China’s economic success inevitably would lead to political reforms. Prominent among them is former Goldman Sachs President John L. Thornton, now a professor at Tsinghua University in Beijing and chairman of the board of trustees at the Brookings Institution, Washington’s oldest and best-funded think tank. In 2009, Thornton told the Congressional-Executive Commission on China that China was making progress towards democracy:

			Premier Wen Jiabao consistently advocates for the universal values of democracy. He has defined democracy in largely the same way as many in the West would. “When we talk about democracy,” Premier Wen said, “We usually refer to the three most important components: elections, judicial independence, and supervision based on checks and balances.”

			Premier Wen’s emphasis on universal values of democracy reflects new thinking in the liberal wing of the Chinese political establishment. He likely represents a minority view in the Chinese leadership, but like many other ideas in China during the past three decades, what begins as a minority view may gradually and eventually be accepted by the majority.

			Now let me move to the second issue: new and far-reaching economic and socio-political forces in present-day China. Let me briefly mention three such forces, the first is the new and ever-growing middle class, the second is the commercialization and increasing diversity of the media, and the third is the rise of civil society groups and lawyers. These new players are better equipped to seek political participation than the Chinese citizens of 30 years ago….

			Political participation through institutional means remains very limited. Yet, the ongoing political and intellectual discourse about democracy in the country, the existence of a middle class, commercialization of the media, the rise of civil society groups, the development of the legal profession, and checks and balances within the leadership are all important, contributing factors for democratic change in any society. In all these aspects, China is making significant progress.18

			China remains quite as authoritarian as ever it was, and technology has vastly increased the ability of its government to monitor and control the details of everyday life. The government of China knows where every smartphone is at all times, and can verify that it is carried by its registered owner through a vast network of facial recognition cameras. Soon it will require Chinese citizens to log on to the internet through facial recognition to police the online activity of the whole of society.

			American hawks have argued that the Chinese political system is fragile and that the Communist Party can be toppled by outside pressure. Prominent among them is Gordon Chang, whose book The Coming Collapse of China appeared in its first edition in 2001. “The People’s Republic is a paper dragon,” Chang argued. “Peer beneath the veneer of modernization since Mao’s death, and the symptoms of decay are everywhere: Deflation grips the economy, state-owned enterprises are failing, banks are hopelessly insolvent, foreign investment continues to decline, and Communist party corruption eats away at the fabric of society.” That was eighteen years ago. In the meantime China’s per capital GDP has quintupled. Chang continues to provide newspaper and television commentary predicting the imminent collapse of the Chinese system.

			Hawks and doves are both wrong because they share the same false premise: For a society to succeed, they both believe, it must look and act like the United States of America. The doves thought that China would evolve into something like a Western democracy and succeed, while the hawks thought China would remain authoritarian and collapse. In fact, China remained authoritarian and deepened its economic success. Hawks and doves suffer from a sort of narcissism. They cannot conceive that a society so radically different from ours can flourish.

			China is in a Golden Age

			But China has flourished. As Francesco Sisci observes, China is in a Golden Age, the first time in his history that no one need fear going hungry. Since 1986, household consumption in China has risen seventeen-fold—that is, 1,700 percent. That isn’t a fabrication of Communist Party statisticians. Chinese now in their thirties, spent their early childhood in homes with dirt floors and outhouses. They now live in newly built apartments with central heating, air conditioning, and indoor plumbing. In 1986, just 3 percent of Chinese had access to universities or professional schools. That proportion grew to 50 percent by 2017. One-third of new labor force entrants have university degrees, and one-third of those are engineers. The Chinese buy four hundred million smartphones a year and twenty-five million automobiles. Chinese commute to work in Shanghai on high-speed trains that reduce the distance from Wilmington to New York City to a forty-five minute interval. We will take a closer look at China’s economy in another chapter. 

			We have to stop viewing China through a half-silvered mirror that reflects our own image back at us, and understand China on its own terms. It isn’t a pleasant picture, but we need to take a hard look at it. 

			China’s Emperor as Capo di Tutti Capi

			China has had thousands of years to develop a unique and distinct culture, and a unique and distinct political system. Over the long centuries, Chinese culture and Chinese governance have shaped each other. It is a delusion to believe that the “good Chinese people” will rise up and overthrow the “wicked Communist Party.” For millennia, China has been ruled by an imperial caste of administrators selected by standardized exams. The Communist Party is simply another incarnation of the Mandarin caste. The character of China’s government corresponds to the character of its people. The emperor is not a revered demigod on the Japanese model, or an anointed sovereign claiming divine right, but simply the emperor whose job it is to prevent all the other emperors from killing each other. He is Lucky Luciano, the capo di capi, whose function is to keep the peace among the predators who fear him more than they fear each other. The Chinese don’t love him any more than rank-and-file Mafia soldiers love the capo. They say cheerfully, “Without an emperor, we’d kill each other.” And that is just what they have done in the tragic periods when imperial dynasties collapsed. Civil war, foreign invasion, famine and plague often reduced China’s population by one-tenth to one-fifth, until a new dynasty sorted itself out.
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