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CHAPTER 1



INTRODUCTION


ONE THING IS CERTAIN.


The geopolitical contest that has broken out between America and China will continue for the next decade or two. Although President Donald Trump launched the first round in 2018, it will outlast his administration. The president has divided America on all his policies, except one: his trade and technological war against China. Indeed, he has received strong bipartisan support for it, and a strong consensus is developing in the American body politic that China represents a threat to America. General Joseph Dunford, chairman of the Joint Chiefs of Staff, has said that “China probably poses the greatest threat to our nation by about 2025.”* The summary of America’s 2018 National Defense Strategy claims that China and Russia are “revisionist powers” seeking to “shape a world consistent with their authoritarian model—gaining veto authority over other nations’ economic, diplomatic, and security decisions.”* Christopher Wray, the FBI director, has said, “One of the things we’re trying to do is view the China threat as not just a whole-of-government threat, but a whole-of-society threat… and I think it’s going to take a whole-of-society response by us.”* Even George Soros, who spent millions trying to prevent Trump from being elected, has praised Trump on China. He has said: “The greatest—and perhaps only—foreign policy accomplishment of the Trump administration has been the development of a coherent and genuinely bipartisan policy toward Xi Jinping’s China.”* He also added that it was right for the Trump administration to declare China “a strategic rival.”


Yet, even though the American establishment has, by and large, enthusiastically supported Trump on China, it is curious that no one has pointed out that America is making a big strategic mistake by launching this contest with China without first developing a comprehensive and global strategy to deal with China.


The man who alerted me to this was one of America’s greatest strategic thinkers, Dr. Henry Kissinger. I still remember vividly the one-on-one lunch I had with him in a private room in his club in midtown Manhattan in mid-March 2018. On the day of the lunch, I was afraid that it would be canceled as a snowstorm was predicted. Despite the weather warning, he turned up. We had a wonderful conversation over two hours. To be fair to him, he didn’t exactly say that America lacked a long-term strategy toward China, but that was the message he conveyed over lunch. This is also the big message of his own book, On China.


By contrast, America thought hard and deep before it plunged into the Cold War against the Soviet Union. The master strategist who formulated America’s successful containment strategy against the Soviet Union was George Kennan. The strategy was first publicly spelled out in the famous essay he wrote in Foreign Affairs under the pseudonym Mr. X, derived from his “long telegram” written in February 1946. Kennan wrote this when he was serving in the critical post of director of the Policy Planning Staff in the State Department, whose key mission is long-term strategic planning.


The director of policy planning in the State Department from September 2018 to August 2019 was Professor Kiron Skinner of Carnegie Mellon University. In a public panel discussion on April 29, 2019, she revealed that in response to the resurgence of China, her department was still trying to work out a comprehensive strategy to match the one spelled out by her predecessor, Kennan.


When I served in the Singapore Foreign Service, I was also assigned to write long-term strategy papers for the Singapore government. The big lesson I learned from Singapore’s three exceptional geopolitical masters (Lee Kuan Yew, Goh Keng Swee, and S. Rajaratnam) was that the first step to formulate any long-term strategy is to frame the right questions. If one gets the questions wrong, the answers will be wrong. Most importantly, as Rajaratnam taught me, in formulating such questions, one must always “think the unthinkable.”


In this spirit of “thinking the unthinkable,” I would like to suggest ten areas that provoke questions that the policy planning staff should address. Having met George Kennan once in his office in the Institute of Advanced Study in Princeton, New Jersey, in the late 1990s, I believe that he would favor confronting head-on the toughest issues that lie ahead.



THE BIG TEN




1.   With 4 percent of the world’s population, America’s share of the global GDP was close to 50 percent at the end of World War II. Throughout the Cold War, the GDP of the Soviet Union never came close in size to that of America, reaching only 40 percent that of America’s at its peak.* Could America’s GDP become smaller than China’s in the next thirty years? If so, what strategic changes will America have to make when it no longer is the world’s dominant economic power?


2.   Should America’s primary goal be to improve the livelihood of its 330 million citizens or to preserve its primacy in the international system? If there are contradictions between the goals of preserving primacy and improving well-being, which should take priority?


3.   In the Cold War, America’s heavy defense expenditures proved prudent as they forced the Soviet Union, a country with a smaller economy, to match America’s military expenses. In the end, this helped to bankrupt the Soviet Union. China learned a lesson from the collapse of the Soviet Union. It is restraining its defense expenditures while focusing on economic development. Is it wise for America to continue investing heavily in its defense budget? Or should it cut down its defense expenses and its involvement in expensive foreign wars and instead invest more in improving social services and rejuvenating national infrastructure? Does China want America to increase or reduce its defense expenditures?


4.   America did not win the Cold War on its own. It formed solid alliances with its Western partners in NATO and cultivated key third world friends and allies, like China, Pakistan, Indonesia, and Egypt. To preserve these close alliances, America kept its economy open to its allies and generously extended its aid. Above everything else, America was known for its spirit of generosity in the Cold War. The Trump administration has announced an America First policy and threatened to impose tariffs on key allies like the EU and Japan and third world friends like India. Can America build up a solid global coalition to counterbalance China if it also alienates its key allies? Was America’s decision to walk away from the Trans-Pacific Partnership (TPP) a geopolitical gift to China? Has China already mounted a preemptive strike against a containment policy by engaging in new economic partnerships with its neighbors through the Belt and Road Initiative (BRI)?


5.   The most powerful weapon that America can use to bring its allies and adversaries into line and conform to its wishes is not the US military but the US dollar. The US dollar has become virtually indispensable for global trade and financial transactions. In this regard, it serves as a global public good servicing the interdependent global economy. Since foreign banks and institutions cannot avoid using it, America has been able to indulge in extraterritorial application of its domestic laws and impose huge fines on foreign banks for violating its domestic laws on trading with Iran and other sanctioned countries. American adversaries like North Korea and Iran were also forced to the negotiating table because of crippling financial sanctions. American sanctions on these countries worked best when they were supported and endorsed by multilateral institutions, like the UN Security Council, whose decisions are binding on UN member states. Under the Trump administration, America has switched from multilateral to unilateral sanctions and weaponized the dollar to use against its adversaries. Is it wise to weaponize a global public good and use it for unilateral ends? Right now, there are no practical alternatives to the US dollar. Will that always be the case? Is this the Achilles’ heel of the American economy that China can pierce and weaken?


6.   In developing a strategy against the Soviet Union, Kennan emphasized that it was vital for Americans to “create among the peoples of the world generally the impression of a country” that was successful domestically and enjoyed a “spiritual vitality.”* Professor Joseph Nye described this as American soft power. From the 1960s to the 1980s, American soft power soared. Since 9/11, America has violated international law and international human rights conventions (and became the first Western country to reintroduce torture). American soft power has declined considerably, especially under Trump. Are the American people ready to make the sacrifices needed to enhance American soft power? Can America win the ideological battle against China if it is perceived to be a “normal” nation rather than an “exceptional” one?


7.   General H. R. McMaster, President Trump’s national security adviser from 2017 to 2018, has said that at the end of the day, the struggle between America and China represented the struggle between “free and open societies and closed authoritarian systems.”* If this statement is correct, all free and open societies should feel equally threatened by the Chinese Communist Party. Of the world’s three largest democracies, two are Asian: India and Indonesia. Neither the Indian nor Indonesian democracies feel threatened in any way by Chinese ideology. Neither do most European democracies feel threatened. Unlike the Soviet Union, China is not trying to challenge or threaten American ideology. By treating the new China challenge as akin to the old Soviet strategy, America is making the classic strategic mistake of fighting tomorrow’s war with yesterday’s strategies. Are American strategic thinkers capable of developing new analytical frameworks to capture the essence of the competition with China?


8.   In any major geopolitical competition, the advantage always goes to the party that can remain rational and cool-headed over the party that is driven by emotions, conscious or unconscious. As Kennan wisely observed, that “loss of temper and self-control” is a sign of weakness. But are America’s responses to China driven by reason? Or by subconscious emotions? The Western psyche has long harbored a deep, unconscious fear of the “yellow peril.” Kiron Skinner pointed out that the contest with China was with a power that was “non-Caucasian.” In so doing, she put her finger on what is driving the emotional reactions to China. In the politically correct environment of Washington, DC, is it possible for any strategic thinker to suggest such a politically incorrect but truthful point without getting politically skewered?


9.   Sun Tzu, one of China’s greatest strategic masters, once advised: “If you know the enemy and know yourself, you need not fear the result of a hundred battles. If you know yourself but not the enemy, for every victory gained you will also suffer a defeat. If you know neither the enemy nor yourself, you will succumb in every battle.”* Does America know its Chinese rival? For example, is America making a fundamental error of perception when it views the CCP as a Chinese Communist Party? This would imply that the soul of the CCP is embedded in its communist roots. Yet, in the eyes of many objective Asian observers, the CCP actually functions as the “Chinese Civilization Party.” Its soul is not rooted in the foreign ideology of Marxism-Leninism but in the Chinese civilization. The most important job for a strategic thinker is to try to step into the mind of the adversary. So here’s a test: What percentage of a Chinese leader’s mind is preoccupied with Marxist-Leninist ideology and what percentage with the rich history of Chinese civilization? The answer would probably surprise many Americans.


10. Henry Kissinger in On China emphasized that Chinese strategy was guided by the Chinese game of wei qi ([image: image]), not Western chess. In Western chess, the emphasis is on finding the fastest way to capture the king. In wei qi, the goal is to slowly and patiently build up assets to tip the balance of the game in one’s favor. The emphasis is on long-term strategy, not short-term gains. So is China slowly and patiently acquiring assets that are progressively turning the strategic game in China’s favor? Interestingly, America has made two major efforts to thwart two long-term moves by China to gain advantage. Both failed. The first was the Obama administration’s attempt to prevent its allies from joining the Chinese-initiated Asian Infrastructure Investment Bank (AIIB) in 2014–2015. The second was the effort by the Trump administration to prevent its allies from participating in the Chinese-initiated BRI. Is America setting aside enough resources for the long-term competition? Does American society have the inherent strength and stamina to match China’s long-term game?




The goal of raising these questions is to stimulate a strategic debate, think the unthinkable, and dissect and understand the many complex dimensions of the US-China geopolitical contest that will unravel in the coming decade. One of the goals of this book is to promote hard-headed, rational thinking on an inevitably complex and shifting subject.


One fundamental question that any American strategic thinker must pose before plunging into a major geopolitical contest is one that gets at the scale of risk involved. In short, can America lose? The thought seems inconceivable. Both in physical and moral terms, America has long seen itself as the strongest nation. The American economy, and consequently its military, has been the strongest in the world for over a century. Its natural advantage of occupying a lightly populated and resource-rich continent, combined with the innovativeness and vigor of American institutions (especially its free markets, its rule of law, and its universities) and the American people, have convinced America that no nation can come close to its level of ingenuity and productivity.


In the moral dimension, to most Americans, the idea that a free and open society like America, the world’s strongest democracy, could lose a contest against a closed communist society like China is inconceivable. Americans are prone to believe that good always triumphs over evil and that no political system is inherently as good as the one envisaged by the founders of the republic. This may partially explain the increasing demonization of China in recent years. The more China is portrayed as an evil actor (especially in violating American expectations that China would progressively open up and become a democratic society as it engaged America), the easier it has become for Americans to persist in the belief that they would eventually triumph against China, no matter the odds.


America also prides itself on being a rational society. In many ways, it is. It is heir to the great story of Western civilization with its foundation in reason and logic. The scientific revolution that boosted Western civilization enabled its domination. With the advantage of a vibrant market, the strongest universities, and the most highly educated elites in the world, America assumed that no society could compete with it in the critical domains of economic and military strengths, intellectual ingenuity, and moral supremacy.


Americans also assumed that since they had the most open society on the planet, the various mechanisms of this open society would alert America if it took a major wrong turn. Sadly, this has not happened in recent decades. Most Americans are unaware that the average income of the bottom 50 percent of their population has declined over a thirty-year period.* This didn’t happen because of one wrong turn. As this book will document, America has turned away significantly from some of the key principles that defined social justice in American society. America’s greatest political and moral philosopher in recent times has been John Rawls. Through his works, he tried to distill the wisdom of the philosophy of the great European philosophers, which America’s Founding Fathers learned from. Unfortunately, many Americans are unaware how much they have turned away from some key founding principles.


Similarly, few Americans are aware that the world has changed in many critical dimensions since the heyday of American power in the 1950s. In 1950, in PPP (purchasing power parity) terms, America had 27.3 percent of the world’s GDP, while China had only 4.5 percent.* At the end of the Cold War, in 1990, a triumphant moment, America had 20.6 percent and China had 3.86 percent. As of 2018, it has 15 percent, less than China’s (18.6 percent).* In one crucial respect, America has already become number two. Few Americans are aware of this; fewer still have considered what it means.


Even more critically, the global context in which the US-China rivalry will be played out will be very different from that of the Cold War. The world has become a more complex place. It is clear that America remaining the preeminent world power, while not impossible, is going to become more and more unlikely unless America adapts to the new world that has emerged.


In the arena of civilizational dynamism, the world is returning to something like a historic balance among different human civilizations. For over two hundred years, Western civilization vastly outperformed the rest of the world, allowing it to overturn the historical precedent; from the year 1 to 1820, China and India were always the largest civilizations in terms of economic strength. The past two hundred years have therefore been an aberration.


One reason the West can no longer dominate the world is that the rest have learned so much from the West. They have imbibed many Western best practices in economics, politics, science, and technology. As a result, while many parts of Western civilization (especially Europe) seem exhausted, lacking drive and energy, other civilizations are just getting revved up. In this respect, human civilizations are like other living organisms. They have life cycles. Chinese civilization has had many ups and downs. It should be no surprise that it is now returning in strength. Having survived over two thousand years, China has developed strong civilizational sinews. Professor Wang Gungwu has observed that while the world has had many ancient civilizations, the only ancient civilization to fall down four times and rise again is China. As a civilization, China is remarkably resilient. The Chinese people are also remarkably talented. As the Chinese look back over two thousand years, they are acutely aware that the past thirty years under CCP rule have been the best thirty years that Chinese civilization has experienced since China was united by Qin Shi Huang in 221 BCE. For most of the past two thousand years, the large pool of brainpower available in the Chinese population was not developed under the imperial Chinese system. During the past thirty years, for the first time in Chinese history, it has been tapped on a massive scale. Cultural confidence, which the Chinese have had for centuries, combined with what China has learned from the West have given Chinese civilization a special vigor today. A Chinese American psychology researcher from Stanford University, Jean Fan, has observed after visiting China in 2019 that “China is changing in a deep and visceral way, and it is changing fast, in a way that is almost incomprehensible without seeing it in person. In contrast to America’s stagnation, China’s culture, self-concept, and morale are being transformed at a rapid pace—mostly for the better.”* If an index could measure the relative strength and resilience of different human civilizations based on their real performance over two thousand years, Chinese civilization might rank number one. The extraordinary vigor of Chinese civilization today is not unique. Other Asian civilizations are also thriving because the West has taught the world well and shared its example widely.*


I can confidently speak about the civilizational vigor of the many different societies in Asia as the result of an unusual cultural quirk. I have cultural connections with diverse societies in Asia, where half of humanity lives, all the way from Tehran to Tokyo. I was born to two Hindu Sindhi parents in Singapore in 1948. As a result, I am connected with over a billion Hindus in South Asia. Nine of the ten Southeast Asian states have an Indic cultural base too. When I see stories from the Ramayana and Mahabharata—so much a part of my childhood—performed in Southeast Asia, I feel my connection to them. Over 550 million people live in this Southeast Asian Indic space. My parents left Pakistan in 1947 because of the painful partition between Hindu India and Islamic Pakistan. As a child, I learned to read and write the Sindhi language with its Perso-Arabic script. My name, Mahbubani, also comes from an Arabic-Persian word, mahboob, which means “beloved.” Hence, when I visit the Arabic or Iranian cultural spheres, I can also feel a cultural connection with them. When I visit Buddhist temples in China, Korea, and Japan, I can also feel the tug of cultural affinity. Buddhism, which has roots in Hinduism, originated in India. My mother would take me to pray in Buddhist temples, as well as Hindu temples, when I was young.


This personal connection with a remarkably wide range of Asian societies, as well as my ten years as an ambassador to the United Nations (UN), has convinced me that in the realm of international affairs, the texture and chemistry of the world have also changed in a way that most Americans are unaware of. One hundred ninety-three nation-states are members of the UN. One simple question we should ask is which country—China or the United States—is swimming in the same direction as the majority of the other 191?


Most Americans assume that America’s policies and aspirations abroad are naturally in harmony with the rest of the world, since America has provided leadership to the rest of the world for decades. After World War II, America did set the broad directions for the liberal international order (which should be more appropriately called the “rules-based international order”). The main global multilateral institutions, including the UN, the World Trade Organization (WTO), the International Monetary Fund (IMF), and the World Bank, were all created at the height of American power. They reflect American values. In terms of cultural identity, they are Western in orientation, not Asian or Chinese. Yet, despite the fact that they entrench Western values and priorities, in recent years America has been walking away from these institutions, while the rest of the world, especially China, has been walking toward them.


In short, it is far from certain that America will win the contest. China has as good a chance as America of emerging as the dominant influence in the world. In fact, many thoughtful leaders and observers in strategically sensitive countries around the world have begun making preparations for a world where China may become number one.


Yet, just as it has been a strategic mistake for American thinkers to take success for granted, it would be an equally colossal strategic mistake for China to assume the same. Despite the many advantages China has in size and civilizational resilience, it would be unwise for Chinese leaders to underestimate the underlying strengths of the American economy and society. China paid a price in recent years for becoming unwisely arrogant after the global financial crisis of 2008–2009 (which should more accurately be titled the Western financial crisis) rocked the Western economies. At the time of the Lehman Brothers crisis, the much-vaunted American financial system looked as though it was on the ropes. Unwisely, Chinese leaders began to make dismissive statements about America. Ten years later, America has bounced back.


Hence, if I were a senior Chinese leader advising President Xi Jinping, I would strongly urge Xi to overestimate rather than underestimate America’s strengths. And if I were asked to draft a memo to President Xi on America’s great strengths, I would write the following:


MEMO TO COMRADE XI JINPING: PREPARING FOR THE GREAT STRUGGLE WITH AMERICA








JANUARY 1, 2020







In twenty years, we will mark the two hundredth anniversary of the most humiliating period in China’s history. The people of China were forced by the British to accept opium as payment for our valuable tea. As Comrade Xi has said, “with the Opium War of 1840, China was plunged into the darkness of domestic turmoil and foreign aggression; its people, ravaged by war, saw their homeland torn apart and lived in poverty and despair.”* We were weak. We suffered a hundred years of humiliation until Chairman Mao said at the founding ceremony of the People’s Republic of China that “the Chinese people have stood up.”*


Today, we are strong. No power can humiliate China. We are well on the road to national rejuvenation. At the opening of the 19th National Congress of the CPC, Comrade Xi inspired us by reminding us that “the theme of the Congress is: Remain true to our original aspiration and keep our mission firmly in mind, hold high the banner of socialism with Chinese characteristics, secure a decisive victory in building a moderately prosperous society in all respects, strive for the great success of socialism with Chinese characteristics for a new era, and work tirelessly to realize the Chinese Dream of national rejuvenation.”*


Yet we now also face the biggest challenge to China’s rejuvenation. We had hoped that the “beautiful country” (America) would continue to remain sleeping as China rose. Unfortunately, it has now woken up. We must prepare ourselves for the next few decades of intense struggle before we achieve our goal of national rejuvenation.


It would be a huge strategic mistake for us to underestimate the great strengths of America. The Chinese people fear chaos. It is the one force that in the past brought China to its knees and brought misery to the Chinese people. Clearly, America is suffering chaos now. President Donald Trump has been a polarizing and divisive figure. American society has never been as divided since the Civil War of 1861–1865.


Chaos should be a sign of weakness. Yet for America, it is a sign of strength. The chaos is a result of the people arguing loudly and vociferously over the direction that America should take. And the people argue loudly because they believe that they, not the government, are the owners of the country. This sense of ownership of the country creates a tremendous sense of individual empowerment among the American people. Chinese culture values social harmony over individual empowerment. American culture is the opposite.


This sense of individual empowerment has enabled American society to produce some of the most powerful individuals on planet earth. In many societies, the tall nail that stands out is hammered down. A Chinese saying is: “A tall tree catches the wind” (shù dà zhāo fēng, [image: image])—a person in a high position is liable to be attacked. In America, the tall tree is worshipped. Hence, the most admired and respected Americans are successful individuals like Bill Gates of Microsoft, Steve Jobs of Apple, Jeff Bezos of Amazon. Even Mark Zuckerberg and Elon Musk remain admired figures, even though their companies, Facebook and Tesla, are facing a lot of criticism. No society has as powerful an ecosystem as America for producing strong individuals. Our society cannot replicate this great strength of America. China stood up again after a hundred years because of a towering figure like Mao Zedong. American society produces many Mao Zedongs.


The second great strategic advantage of America is that it has access to humanity’s best and brightest. China’s population of 1.4 billion is four times bigger than America’s. In theory, China can tap into a wider pool of talent among its population than America can. However, as Lee Kuan Yew wisely pointed out, America has the ability to attract the best talents from anywhere in the world. Unlike most countries, America willingly accepts foreign-born people as their own if they succeed in America. Hence, in recent years, many of the chief executive officers of major companies have been foreign-born US citizens, including Indra Nooyi of PepsiCo, Sundar Pichai of Google, Satya Nadella of Microsoft, and Andy Grove of Intel. It’s not a disadvantage to be foreign born. By contrast, no major Chinese company or institution is run by a foreign-born individual.


The third great strategic advantage of America is its strong institutions. While American society believes in and encourages individual empowerment, it does not rely on strong individual leaders. Instead, it relies on strong institutions to protect society. The founders of the American republic were truly brilliant in drafting a constitution that provided for checks and balances. The democratically elected president and Congress have a lot of power. But their powers are also checked by other institutions like the world’s freest media and the US Supreme Court. When the Supreme Court declared that President Donald Trump’s ban on Muslims was unconstitutional, Trump could not use the military to overthrow the Supreme Court (as many presidents in many countries have done). In America, the rule of law is stronger than the government of the day.


The strength of American institutions and rule of law explains why the whole world has faith in the American dollar. This faith in the American dollar underlies its status as the dominant global reserve currency, giving it the “exorbitant privilege” of printing money to sustain its fiscal and current account deficits. In recent years, America has also used the US dollar as a powerful weapon to sanction or put pressure on other countries. China does not have this weapon.


Our economy used to be one-tenth the size of that of America. Now it is over 60 percent.* Our country also trades more with the rest of the world than America does. We take up 10.22 percent of world total imports and 12.77 percent of world total exports,* compared to the US share of 13.37 percent of world imports and 8.72 percent of world exports.* Yet, when it comes to global trade transactions, the dollar still makes up 41.27 percent of all transactions, whereas the renminbi (RMB) makes up 0.98 percent.*


Why is this so? This happens because countries and individual wealthy people have faith in the dollar. The RMB cannot replace the dollar in global financial transactions because to achieve this, we would have to make the RMB a fully convertible currency. It is not possible for our economy to do that anytime soon. Hence, the dollar will remain supreme for many decades to come.


The fourth great strategic advantage of America is that it has the best universities in the world. Throughout the long history of humanity, the most successful societies have always been those that fostered diverse schools of thought. In China’s most creative period, many schools of thought emerged simultaneously: Confucian, Taoist, Legalist. Today, America leads the world in fostering diverse views. The American universities have created the most powerful intellectual ecosystems in the world. This culture of challenging and criticizing conventional wisdom in turn generates creativity and innovation. Hence, in field after field, America produces more Nobel Prize winners than any other country. At one stage, in the 1980s, Japan appeared as though it could produce a more successful economy than America. Yet, even at the height of its success, it produced relatively few Nobel Prize winners. American universities are populated with hundreds of Nobel laureates.


These great universities serve another critical purpose for America. They provide the conduits through which the best minds in the world are attracted to live and work in America. These great universities, including Harvard, Yale, Stanford, and Columbia, do not look at the nationality or ethnic group of a person when hiring faculty. They will pick the best minds, no matter where they come from. Few universities in the world can match the top American universities in attracting and retaining global talent. The only country that can someday have a bigger population than China is India. China will not be able to attract the best talent from India. America has done so and will continue to do so. This will someday create a symbiotic relationship between India and America. The two biggest competitors that China may have to deal with in the future, America and India, may come together and work together. We must work hard now to prevent this from happening.


The fifth great strategic advantage, which also explains the extraordinary success of its universities, is that America is also part of a great civilization, the Western civilization. From the beginning of human history, our civilization was on par with many European civilizations. Indeed, we invented more products than they did, like gunpowder, the compass, paper, and printing.* Yet, our civilization fell behind the West after it experienced the great Renaissance, the Enlightenment, and finally the Industrial Revolution. All this led to the great century of humiliation after the Opium War of 1840. It would therefore be a strategic mistake to underestimate the strength and vibrancy of Western civilization.


Being a member of the great Western civilization confers many benefits to the people of America. It gives them great cultural confidence, just as our people get cultural confidence from being members of our great civilization. However, America is not the only member of this civilization. The great countries of Europe, as well as Australia, Canada, and New Zealand, are also members. Hence, in any geopolitical competition, America will not be alone. There is great trust among all the members of Western civilization, especially among the Anglo-Saxon members of the Five Eyes intelligence community (Australia, Canada, New Zealand, the United Kingdom, and the United States). As the geopolitical competition heats up between our two countries, the other members of the West will help America, directly or indirectly.


In conclusion, as we begin our great struggle with America, the biggest strategic mistake we could make is to underestimate its power and strength. This country came out of nowhere two hundred and fifty years ago. It is much younger than us. Yet, despite its youth or perhaps because of it, it is one of the most dynamic societies ever created in human history. Let us prepare ourselves for the greatest geopolitical contest ever seen. We will have to win this contest if we are to achieve our historic goal of complete national rejuvenation by 2049.*





This memo may be fictional, but I believe it accurately captures the actual perceptions of America among the Chinese elite. They genuinely respect the great strengths that America has. Even the founder of Huawei, Ren Zhengfei, has publicly declared his respect of America, even though his daughter has been arrested and his company has been battered by America. As a result, the Chinese leaders will make a massive effort to avoid, as long as possible, an all-out geopolitical contest with America. It is a paradox of the great geopolitical contest that will be played out between America and China in the coming decades that it is both inevitable and avoidable. It is inevitable because many of the policymakers who will make the tactical decisions that will drive this contest are possessed by a psychology that sees all competition among great powers as a zero-sum game. Hence, if China steps up its naval deployments in the South China Sea, a neighboring sea, the US Navy will see it as a loss and step up its presence in the region. Yet, as I hope to show, there is no fundamental conflict of interest between the United States and China in keeping the international waterways safe for freedom of navigation. In fact, China has a greater interest in freedom of navigation than America does.


One key goal of this book is to blow away the thick fog of misunderstanding that has enveloped the Sino-American relationship, to enable both sides to better understand—even if they cannot approve of—each other’s core interests.


Better understanding will not necessarily lead to peace and harmony. On purely ideological grounds, any American administration must appear sympathetic to the demonstrators in Hong Kong clamoring for more rights. American public opinion demands that the United States support the demonstrations. However, any shrewd American administration should also balance public opinion with a sound understanding of the core interests of Chinese leaders. A Chinese leader who appears to be soft on territories that were once seized from China at China’s greatest moment of weakness in the nineteenth century will be condemned by his own people and quickly removed from office.


It is my hope, therefore, that, on completion, a reader of this book will develop a better understanding of the deeper dynamics driving both sides. This book also makes room for a possibly optimistic conclusion. If we believe that we live in an age of reason, where public policies are driven by hardheaded, rational calculations and a geopolitical understanding of each other’s core interests, it is possible for both sides to work out long-term policies that will prevent them from moving inexorably toward a painful and unnecessary clash.


There is one important statistic that both American and Chinese leaders should be consistently aware of: 330 million people live in America and 1.4 billion in China. These are big numbers, but the combined population of America and China (1.7 billion) still makes up less than 25 percent of the world’s population. Many of the remaining 75 percent of the population have now come to understand and accept that humanity lives in a small, connected, and imperiled planet that we all depend on. Hence, there will be little tolerance from the rest of the world of extreme or irrational measures adopted by either America or China.


In the Declaration of Independence, America’s Founding Fathers demanded that the American people show a “decent respect for the opinions of mankind.” If ever there was a time to heed such advice, it is now. The world is a complicated place. This book will draw out the complexity and also recommend how it can be managed.


To get to the happy destination of this optimistic conclusion, we first have to travel through unhappy territory. Hence, this book will begin by analyzing the major strategic mistakes made by China and America. Many of the painful observations made here may cause discomfort to both Chinese and American readers alike. Yet, the only way for China and America to learn to work together is to understand where both sides have gone wrong. And so this is where our journey will begin.















CHAPTER 2



CHINA’S BIGGEST STRATEGIC MISTAKE


CHINA’S BIGGEST STRATEGIC MISTAKE WAS TO ALIENATE SEVERAL major constituencies in America, without thinking through the consequences of doing so. Professor Susan Shirk, one of America’s most prominent sinologists, observed that when President Trump announced his trade war against China, no one spoke up in defense of China: “With US and China at the precipice of a truly adversarial relationship, no group has really stepped forward to defend US-China relations, much less defend China. Not businesses, not China scholars, and certainly no one in Congress.”* By contrast, in the 1990s, when efforts were made to take away China’s most-favored-nation (MFN) status, several business communities protested.


China’s alienation of the American business community is surprising. In theory, since the American business community can make, and has made, huge profits in China, they should be the strongest advocates of good US-China relations. American businessmen and businesswomen have no ideological agenda. They are interested only in the bottom line of their companies. All they want is easy access to the large Chinese market to increase their sales and profits. Indeed, many American companies have profited from China. Yet, despite that, virtually no American company defended China against Trump’s assault. What went wrong? The story is complicated. To understand this alienation of the American business community, it’s useful to begin with a few success stories of American companies in China, like Boeing, General Motors (GM), and Ford.


Boeing has benefited greatly from the Chinese market. It has sold over two thousand planes* to China, and its revenue from China has soared “ten-fold from $1.2 billion in 1993 to $11.9 billion in 2017, or from 5.7% to 21% of Boeing’s total revenue from commercial planes.”* In November 2018, Boeing announced that “China’s commercial fleet is expected to more than double over the next 20 years. Boeing forecasts that China will need 7,690 new airplanes, valued at $1.2 trillion, by 2038.”* Quite naturally, Boeing has made huge profits from China and also created many jobs for American workers. Equally importantly, the demand from China helped Boeing to ride through rough markets, as indicated in the following report: “The China market became even more strategically important to Boeing as a global economic recession in the early 1990s forced the company to slash production and reduce its workforce. Amid the economic gloom, business held up in China, as Boeing received an aircraft order worth $9 billion in 1990 and delivered its 100th plane to China in 1992 and its 200th just two years later. By 1993, China bought one-sixth of the planes Boeing sold.”*


Boeing has only one serious global large-scale competitor, Airbus, so its success in the Chinese market is not surprising, unlike the success of American auto companies in China. American auto companies are not among the most competitive in the world. American auto companies fared so badly against their Japanese competitors in the home US market in the 1980s that even an avowed free marketer who abhorred state intervention, President Ronald Reagan, had to twist the arms of the Japanese to agree to a voluntary export restraint. If Reagan had been faithful to his free-market ideology, he should have allowed Japanese car makers unrestricted access to American consumers, and if he had, the American auto companies could well have crashed and burned.


So why have the relatively uncompetitive American automobile companies done so well in China? Their success is more remarkable and much more improbable than Boeing’s. GM, in particular, is a success story. GM sold 3.64 million vehicles in China in 2018,* and China accounted for 42 percent of GM’s sales in 2017. A 2013 Forbes report and Tufts University’s Jonathan Brookfield have both identified a common reason for GM’s success in China: its joint ventures with local producers. As Forbes noted, “Local partnerships are very important for every company that expands its overseas presence. This is especially true in China, where local partners have close ties to the Communist Party—which determines who will be in what business and for how long.”* Brookfield also observed that GM’s partnership with Shanghai Automotive Industry was key to the former’s “long-term success in China”: “The deal was significant enough that then-Vice President Al Gore and Chinese Prime Minister Li Peng presided over the signing ceremony of the 50/50 joint venture in 1997, and by 1999, Shanghai GM was selling Buicks as fast as it could make them.”*


Given the failure of these companies to penetrate other globally competitive auto markets, why did they succeed in China? The most credible reason for their success in the Chinese market is that the Chinese government made a policy decision not to rely only on European and Japanese car makers to provide cars for the Chinese people. Given the complicated and often fraught relationship between China and Japan, Chinese reliance on Japanese cars would have been politically untenable. Hence, it would not be surprising if the Chinese government tilted the playing field in the auto market to provide special advantages to American auto companies.


As a result of the Chinese government’s decision to give space to American cars, GM and Ford have made huge profits there, generating more profits from their sales in China than their American sales. CNN reported on February 7, 2017: “China is now GM’s largest market. Sales growth there lifted it to volume it never achieved when it was the world’s biggest automaker. GM recorded its fourth straight year of record sales even as U.S. sales fell slightly, the first decline in GM’s home market since 2009. The U.S. car market, which rose seven straight years to its own record, may have topped out in 2016.… The record sales last year lifted GM to a record operating profit of $12.5 billion, up 16%. Only seven years ago, GM suffered through a federal bailout and bankruptcy.”* In short, China has helped one of America’s most iconic companies, GM, to thrive.


Boeing and GM are among the largest manufacturing companies in American business. Since they have made huge profits from the Chinese market, they should have been among the most powerful voices calling for a positive win-win relationship between America and China. Indeed, in the early years of Sino-American engagement, the American business community remained bullish and optimistic on China. When President Bill Clinton tried to tie the renewal of China’s MFN status to human rights issues in 1993, the New York Times reported that “many American companies […] vigorously lobb[ied] the White House and Congress for an extension of China’s trading privileges, pointing out that billions of dollars in exports are at stake, as well as thousands of jobs.” In addition, they argued that “using trade privileges to address human rights and arms proliferation will do little to persuade the Chinese to make changes. And some executives argue[d] that selling to China can help the United States realize its policy goals.”*


Another report documented how Boeing played a key role in defending China’s MFN status: “[In the 1990s], as anti-engagement constituencies consolidated, Boeing and numerous other US firms played a key role in persuading Congress to uphold MFN. Boeing was notable for being the vanguard of ‘corporate foreign policy’ and was considered by some as the ‘most China-savvy’ company in the country and ‘the quarterback’ for these efforts. A Senate staffer remarked that Boeing ‘put out the full-court press’ for MFN on Capitol Hill.”*


Against this historical backdrop of American businesses playing a key role in defending Sino-American relations, it is truly shocking that when President Donald Trump suddenly launched a trade war against China in January 2018, no major American business voices tried to restrain him. Indeed, virtually no American voices tried to restrain Trump. Instead, Trump discovered (probably to his surprise) that he received broad and deep bipartisan support. Even leading Democrats supported him. Senator Chuck Schumer said that “when it comes to being tough on China’s trading practices, I’m closer to Trump than Obama or Bush.”* Congresswoman Nancy Pelosi said, “The United States must take strong, smart and strategic action against China’s brazenly unfair trade policies.… far more is needed to confront the full range of China’s bad behavior.”* Even a moderate and middle-of-the-road influential commentator like Thomas Friedman weighed in with support for Trump. Friedman agreed with Trump that China has not played by the rules, writing “that’s why it’s a fight worth having. Don’t let the fact that Trump is leading the charge distract from the vital importance of the U.S., Europe and China all agreeing on the same rules for 2025—before it really is too late.”*


Strikingly, the American Chambers of Commerce in Shanghai and Beijing issued reports in 2018 detailing their grievances. The American Chamber of Commerce in Shanghai’s 2018 China Business Report said: “Survey takers believe Chinese government policies favor local companies (54.5%); 60% reported that China’s regulatory environment lacks transparency, no improvement on last year; and lack of IPR protection and enforcement (61.6%), obtaining required licenses (59.5%), and data security and protection of commercial secrets (52%) remain top regulatory hindrances.”


The same report added that “despite the relative optimism our members feel guarded about the future. Government procurement practices still favor local companies and may become even more entrenched as Made in China 2025 and other policies institutionalize local-first purchasing. American companies in strategically important business areas experience pressure to transfer technology. These policies and practices are in turn stoking demand for reciprocity in the U.S.-China trading relationship even if our members generally oppose the use of retaliatory trade tariffs.”*


Most damagingly, the same report pointed out how many foreign companies, including American companies, feel bullied when they do business in China. It said:




Recent U.S.-China trade frictions have shined a light on many of the imbalances in the trading relationship, including but not limited to a lack of reciprocity in cross-border investment, China’s use of state-funded industrial policies, and pressure to transfer technology as the price to participate in China’s market. Few companies will publicly state that they experience such pressure, but in our survey pool, 21% of companies reported having felt such pressure, most acutely in industries China views as strategically important: Aerospace (44%) and chemicals (41%) faced notable pressure, affirming the current U.S. administration’s concern about this pay-to-play tactic in technology-based industries.*





This strong chorus of American voices supporting Trump’s accusations against China provided powerful confirmation that China had made a serious strategic mistake. So what went wrong? Was it a result of a high-level decision of the Chinese government to ignore the American business community? Or was it a result of a myriad of micro local decisions? There were at least three major contributing factors to this alienation: the relative political autonomy of provincial and city chiefs, the hubris China experienced after the 2008–2009 global financial crisis, and the relatively weak central leadership in the 2000s. The 2000s were a decade of exceptionally rapid economic growth. China’s economy grew at an average annual rate of 10.29 percent,* and many foreign businesses made a lot of money. Hence, while they chafed at unfair practices, they were prepared to accept this pain in return for exceptional profits.


One big mistake that the central party leadership made in the 2000s was to not check carefully how the provinces and cities were treating foreign investors. Yet, even if Beijing wished to do so, there are limits to how much day-to-day control the center can impose. A well-known Chinese saying is: “The mountains are high, and the emperor is far away” (shān gāo, huáng di yuǎn, [image: image]). For millennia, the provinces of China, even under strong emperors, have always had strong local autonomy. Often, even when a problem encountered at the provincial level was raised in Beijing, little could be done. A CEO of a major European company told me that his company had signed a binding agreement with a Chinese company allowing it to buy the Chinese company five years later at a fixed price. However, when the date arrived and the European company tried to purchase the Chinese company as agreed, the Chinese company refused to sell. Appeals to local courts and provincial authorities failed. Since the European CEO was well connected in Beijing, he tried appealing for help from the center. All his appeals failed. Instead, he was encouraged to “settle” with the Chinese company by offering a higher price, despite the supposedly binding agreement.


European chambers of commerce in China have echoed the complaints of the Americans in China. George Magnus, a research associate at the China Centre, Oxford University, describes in his 2018 book Red Flags how China has made a huge political mistake in ignoring the strong convictions among leading American figures that China has been fundamentally unfair in many of its economic policies: demanding technology transfer, stealing intellectual property, imposing nontariff barriers. “The US has a strong case” against China in this area,* as Magnus notes. He describes how China’s 2006 technology blueprint aimed to “turn China into a technological powerhouse by 2020 and a global leader by 2050” by promoting “indigenous innovation,” and “yet, over time and for foreign firms especially, indigenous innovation came to be associated with various forms of protectionism and favoritism for local companies, unfair trade and commercial practices, and the leveraging of Chinese technical progress on the back of imported technology either from acquisitions abroad or through foreign companies operating in China. According to a US Chamber of Commerce report, indigenous innovation came to be considered by many international technology companies as ‘a blueprint for technology theft on a scale the world has never seen before.’”* Elizabeth Economy, of the Council on Foreign Relations, has also observed that “many American and European firms complain about intellectual property theft by Chinese companies; it registers near the top of every annual foreign chamber of commerce report ranking of challenges in doing business in China.”*


The second factor that could have contributed to the alienation of the American business community was the hubris that China officials displayed just after the 2008–2009 global financial crisis. Several foreign observers have described this well. In his book The Party, Richard McGregor described what happened at the 2008 Boao Forum, China’s equivalent of the annual World Economic Forum Davos meeting. At these meetings, the Chinese would, in the past, politely say, “This is what you do, and this is what we do.” At the 2008 Boao Forum, he says, the tone changed. This time, the message was: “You have your own way. We have our own way. And our way is right!” McGregor goes on to describe the tone of the meeting:




One by one, at the 2009 Boao forum, senior Chinese officials tossed aside the soothing messages of past conferences to drive this reversal of fortune home. The first, a financial regulator, lambasted a recent meeting of global leaders as “lip service.” Another tore into the role of international ratings agencies in the financial crisis. A retired Politburo member ominously suggested the US needed to make sure it “protected the interests of Asian countries” if it wanted China to keep buying its debt.*





Gideon Rachman of the Financial Times describes well the mood in Beijing after the global financial crisis in his book Easternization:




In the years after the crash, Western diplomats, particularly Europeans, began to notice a new tone in their dealings with the Chinese. In 2011, a British diplomat recently returned from a trip to China told me with a laugh that China was the only country where he had been told, “What you have to remember is that you come from a weak and declining nation.” Another very senior British diplomat confided that “dealing with the Chinese is becoming increasingly unpleasant and difficult.” When I responded that some of his counterparts in Washington still spoke highly of the top Chinese officials they dealt with, the UK official responded, “There is a special tone of voice that the Chinese now only reserve for the Americans.” For all China’s continuing insistence that it was still a developing nation, the government in Beijing was increasingly behaving like a superpower in the making—and the only country that it still seemed to regard as a true equal was the United States.





The hubris that enveloped Beijing after the global financial crisis may also explain the somewhat reckless moves that China made in the South China Sea in the following years. China is right in saying that it did not start the process of reclaiming land around the rocks and reefs in the South China Sea. The other four claimants started this game. China had exercised great restraint for a long time. Unfortunately, it suddenly decided to sharply increase its reclamation after the global financial crisis. As a result, the anti-China voices in America found the South China Sea a useful propaganda tool to use against China.


It is also clear that these displays of arrogance in Beijing were in violation of the spirit of the advice that Deng Xiaoping had passed on to his successors: “Observe the situation calmly. Stand firm in our positions. Respond cautiously. Conceal our capabilities and await an opportune moment. Never claim leadership. Take some action” (lěng jìng guān chá, wěn zhù zhèn jiáo, chén zhuó yìng fù, tāo guāng yǎng huì, jué bù dāng tóu, yǒu suǒ zuò wéi, [image: image][image: image]).* Clearly, Deng was advocating modesty and humility as China rose. Unfortunately, as Chinese policymakers saw America as a fallen giant, they displayed arrogance when dealing with America in the immediate aftermath of the global financial crisis.


It is possible that this problem could have been contained if China had strong leaders, like Deng Xiaoping and Zhu Rongji, who could have reined in some of this arrogance. Unfortunately, the 2000s were also a decade of relatively weak leadership. The top Chinese leadership is clearly one of the most secretive institutions in the world, similar to the Soviet Kremlin. Yet, it is also clear that the period of Hu Jintao’s rule (2003–2013) was an interregnum between the strong and disciplined leadership shown by Jiang Zemin (1993–2003) and Zhu Rongji (1998–2003) and that of Xi Jinping (2013–present). This period of relative weakness led to factionalism (led by Bo Xilai and Zhou Yongkang) and a surge of corruption. It also led to a lack of discipline in China’s management of its external affairs.


What could China have done differently if it had had stronger leadership in place in the 2000s? For a start, since China had benefited a great deal from the many concessions it enjoyed for joining the WTO as a developing country in 2001, it should have slowly and steadily weaned itself from these concessions by unilaterally announcing that while, in theory, it could enjoy the privileges of being a developing country member of the WTO, in practice, it would not do so.


The most explosive period of China’s growth took place after it joined the WTO in 2001. Its GDP exploded from US$1.2 trillion in 2000 to US$11.1 trillion in 2015.* China had shrewdly (and justifiably) negotiated an entry into the WTO as a developing country when its per capita income was US$2,900 in purchasing power parity or PPP* in 2000 (similar to that of Pakistan, Bhutan, Yemen, Cape Verde, Marshall Islands, and Azerbaijan). By 2015, its per capita income had grown to US$14,400.* In the same period, China’s economy also went from being the sixth largest to the second largest in the world.


There is obviously something clearly unfair about the world’s second-largest economy (with the world’s largest pool of foreign reserves) claiming that it was as vulnerable as Chad or Bangladesh in requiring special WTO provisions to protect it. The paradox here is that even though China fought hard to enjoy the title of being a developing country member, in practice, it did not take advantage of this designation. Two economists who studied the terms and conditions of China’s entry into the WTO observed the following: “Contrary to popular belief, China received hardly any of the benefits that accrue to developing countries when it became a WTO member, besides the ability to use the title ‘developing country.’”* Despite this, many foreign observers believed that China was taking advantage of its developing country status. One of China’s best friends in America is Hank Paulson, the former US treasury secretary. He is personally deeply committed to good ties with China. He also set up the Paulson Institute, a think tank “dedicated to fostering a US-China relationship that serves to maintain global order in a rapidly evolving world.”*


In an anguished speech he gave at a conference in Singapore in November 2018, he explained well the international disappointment with China hiding behind WTO rules that were meant for poor developing countries: “17 years after China entered the WTO, China still has not opened its economy to foreign competition in so many areas. It retains joint venture requirements and ownership limits. And it uses technical standards, subsidies, licensing procedures, and regulation as non-tariff barriers to trade and investment. Nearly 20 years after entering the WTO, this is simply unacceptable. It is why the Trump Administration has argued that the WTO system needs to be modernized and changed. And I agree.”


He then went on to explain why the American business community had turned against China.




How can it be that those who know China best, work there, do business there, make money there, and have advocated for productive relations in the past, are among those now arguing for more confrontation? The answer lies in the story of stalled competition policy, and the slow pace of opening, over nearly two decades. This has discouraged and fragmented the American business community. And it has reinforced the negative attitudinal shift among our political and expert classes. In short, even though many American businesses continue to prosper in China, a growing number of firms have given up hope that the playing field will ever be level. Some have accepted the Faustian bargain of maximizing today’s earnings per share while operating under restrictions that jeopardize their future competitiveness. But that doesn’t mean they’re happy about it.





Even more damningly, Paulson said that Chinese firms enjoyed a better playing field outside China than the one China provided to foreign firms inside China.




Meanwhile, Chinese firms are permitted to operate in other countries in ways that foreign firms cannot act in China itself. That exacerbates these underlying tensions. And so I do believe that China’s actions and failure to open up have contributed to this more confrontational view in the United States. […] It is not just that foreign technologies are being transferred and digested. It is that they are being reworked so that foreign technologies become Chinese technologies through an indigenization process that many of the multinational CEOs I talk to believe is grossly unfair to the innovators and dreamers at the heart of their companies.





If indeed the biggest strategic mistake of China in managing relations with America has been the unnecessary and unwise alienation of the American business community (and, to some extent, the global business community), there is one positive aspect to it. It is a strategic mistake that can be rectified. It should be possible for China to regain the goodwill and trust of the global business community.


However, before China launches a new initiative to recultivate the global business community, it should analyze why and how it made such a fundamental mistake. The Chinese government in its internal analysis of the mistakes that were made needs to be brutally honest and not shy away from tackling sensitive issues.


Here’s one such: many Chinese officials are familiar with Marxist literature and its derivatives. Such literature contains many derisive views of businessmen. For example, Lenin once famously remarked that businessmen would happily sell for a profit the rope that would later be used to hang them. As an aside, let me mention that I have actually seen this happen in real life. When I served in Phnom Penh in 1973 to 1974, the government in charge was a pro-American government supported by the American military. The American military would, at great expense, fly in artillery shells to defend the capital city, Phnom Penh. The corrupt generals in the pro-American government would then immediately sell these artillery shells to middlemen who would then sell them to the Khmer Rouge, even though these artillery shells would then be fired into the city and endanger the lives of the families of these pro-American generals. In short, it is true that many businessmen can be opportunistic and corrupt.*
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