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INTRODUCTION

SECRETARY OF STATE HILLARY CLINTON’S decision to visit
China within weeks of assuming office in 2009 provided evi-
dence of the importance Washington now attached to Sino-
American cooperation.! Clinton called for a “deeper” and
“broader” U.S.-China partnership, saying that cooperation be-
tween the United States and China on global issues such as the
economy was “imperative.”? In similar tones, Chinese Premier
Wen Jiabao told former U.S. President Jimmy Carter shortly
before Clinton’s arrival that the only path for China and the
United States was to “strengthen mutual trust and cooperation,
and pass through the difficulties together.”

Wen’s words were a perfect iteration of the so-called new
China that we’ve seen emerging on the world stage over
the last decade. Long gone are the ideological crusades of the
1960s —crusades that took Maoism to Africa, spread revolution
in Southeast Asia, and sought to overthrow the great powers
of the West. On the contrary, capitalism is now a global
phenomenon —with China among its greatest champions. And
since this new incarnation has embraced the capitalist road,
the country has come to rely on international markets, global
institutions, and free trade to achieve economic growth. This
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has allowed living standards to rise, contributing to political
stability at home. In the process, China has progressively en-
gaged with the international community it once spurned, show-
ing a willingness to cooperate on a range of priority issues. In
so doing, its leaders have taken great pains to craft a new per-
sonality for China in the world, which explicitly avoids the
historical imagery of a rising power.

Would that this were so. It is not. The discussion that fol-
lows makes the case that China’s fresh global face belies a pro-
found challenge to America and the West. This threat is partly
hidden by a nuanced and pragmatic Chinese foreign policy. It
allows Beijing at once to cooperate on current economic chal-
lenges, to promote nonproliferation objectives, disaster relief,
peacekeeping operations, antipiracy, and more— all underscor-
ing its support for the global good. In the process, China has
carefully avoided direct challenges to the United States, pre-
ferring to avoid crises.

But while its leaders follow a path of progressive engagement
with the liberal international order, Beijing’s leaders are also
leading a formidable assault on this order. As the following pages
convey, China is the protagonist in a clash of values, governarce,
and two versions of modernity in the twenty-first century. On
one side are the Western liberal founders of the global market-
place. These actors take for granted their political and economic
preeminence in the world they constructed after 1945. On the
other side are the new non-Western market converts, from Asia
to Latin America, which have learned how to extract the best
from both market capitalism and one-party government, thus
shattering the illusion that capitalism begets democracy.

Thus, new centers of wealth in the developing world are
diminishing the traditional leverage and centrality of Western

economic power; meanwhile, today’s emerging markets are
increasingly drawn to a new and compelling doctrine of state-
managed capitalism. They are learning to combine market eco-
nomics with traditional autocratic or semiautocratic politics
in a process that signals an intellectual rejection of the Western
economic model. According to this doctrine, the government
maintains central control over a partly liberalized economy,
and the people accept a very non-Western kind of civic bargain:
political oppression in the public square in return for relative
economic freedom and a rising quality of life. Both of these
trends have a powerful cheerleader in Beijing.

What’s more, the Chinese have become a critical source of
financial autonomy for smaller countries as well as a beacon
of ideas and management expertise about capitalism in a less
Western, less liberal format. Taken together, these trends sug-

 gest that China is set to have a greater impact on the world in

the next two decades than any other country.*

The net effect of these developments is to reduce Western
and particularly American influence on the global stage—along
both economic and ideational axes. My purpose is to recast
our understanding of this challenge, for its strategic importance
cannot be overstated and will have vastly greater impact than
will the tactical military and economic “China threats” con-
cerning Washington today.

TWO MYTHS: THE END OF GLOBALIZATION . . .
THE BURSTING OF CHINA'S BUBBLE

Finally, two popular ideas have developed in parallel with the
recent economic crisis. The first is that the global recession
might have slowed the rate of globalization, and the second is
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that this same phenomenon has burst the bubble of China’s
rising. Both are mistaken.

Global economic integration has been under way for de-
cades, and while the downturn has upset its tempo, the reces-
sion won’t derail it. The global economic system has become
so deeply connected, for example, that neither Washington nor
Beijing can afford to backslide into heavily protected fortress
economies. This realization was apparent from the second half
of 2008, when both governments made repeated calls to avoid
protectionism. Premier Wen Jiabao used his speech at the
World Economic Forum in Switzerland in early 2009 to em-
phasize the need for Washington and Beijing to “stick to a pol-
icy of opening up and co-operation.”® Weeks later, the Obama
administration removed passages from its domestic stimulus
bill that referred to a “Buy American” policy advanced by
members of Congress. As Obama told journalists, “we can’t
afford to send a protectionist message.”

Admittedly, the following months saw subtle forms of
creeping protectionism among various members of the G20.
In February 2009, the World Bank announced that it had iden-
tified forty-seven measures “that restrict trade at the expense
of other countries” between November 2008 and February
2009, including bans on certain Chinese toys in India and
Chinese tariffs on Belgian chocolates.” As the recession’s grip
tightened in mid-2009, China was featured on the front pages
of the New York Times for quietly adopting policies that en-
couraged exports and curbed imports. Authorities were, ac-
cording to the Times, assisting exporters with larger tax rebates
and generous loans from state-owned banks while prohibiting
provincial government agencies from buying imported goods
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except where no local substitute existed.® Notwithstanding
these infractions, however, there was a broad commitment to
free-flowing international trade—a commitment not present
during earlier economic crises such as the Great Depression.
This new collective fear of serious and sustained protectionism
was evident after the London G20 summit of April 2009, which
saw renewed pledges to avoid such policies.’

Declining world trade and the falling price of food and fuel
in 2008 may have taken the wind out of the global export boom
for countries like China, Russia, and India. But beyond the
balance sheets for 2009, a broader shift in the world economy
remains intact. When India, China, the former Soviet bloc, and
other regions joined the capitalist world, the global labor pool
grew by over three billion. Never again will the West live in a
world with so little global competition as it did in the late twen-
tieth century.!® Beyond the facts and figures of the recent eco-
nomic slowdown, we continue to witness the broad emergence
of a new economic order, in which great economic powers such
as the United States will continue to wield immense influence,
but where new economies such as China can demand an ever-
greater say.

Premier Wen has, perhaps predictably, used the crisis as a
platform to talk about the need for a novel world order.!" On
a trip to Moscow in November 2008, he spoke of the impor-
tance of building a new international financial order by attain-
ing new levels of financial and industrial cooperation among
China, Russia, and other groups, like the Shanghai Cooperation
Organization. Wen also stressed the need to give developing
nations more say in global institutions such as the International
Monetary Fund (IMF) so that these nations could play a bigger
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role in international regulatory mechanisms and supervision
over financial institutions in countries whose currencies are

! 2
held as reserves around the world —namely, the United States.’

GHINA'S RISE DERRILED?

On the domestic front, some commentators have suggested
that the global recession has derailed China’s rise and set the
scene for economic and political meltdown inside the country.”
Futurology has great scope when it comes to China, from pre-
dictions of impending collapse to inevitable democratization.
Suffice it to say, Beijing has so far overseen three decades of
staggering growth without losing political control. The recent
economic crisis has failed to undermine the seemingly magical
blend of economic liberalization and political oppression.

Without question, rising unemployment, factory closures,
and a slowdown in exports presage more difficult times. This
is a clear problem for a country that has, at times, depended
on international trade for up to 80 percent of its GDP.** But
important details in the current downturn have kept the lead-
ership optimistic about the continuity of its system.

The slowdown in the G8, for example, has not been mir-
rored by the fastest-growing developing economies. The two
largest, China and India, expect high, single-digit growth in
the next two years, albeit less than in 2000-2007." Countries
like Brazil, China, and India have also benefited from large
foreign-exchange reserves that can be used to cushion domestic
shortfalls with accelerated public spending. If the global reces-
sion concludes in 2011-2012, we can reasonably expect Chinese,
Brazilian, Russian, and Indian economic growth to accelerate.’®
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China’s semiplanned economy can comfortably maintain
growth of 7 percent or more, propelled by state-led investment
in infrastructure, while it waits for global consumer markets
to recuperate. Which, of course, they will.

Speaking politically, although the downturn has caused se-
rious concern within the politburo, it doesn’t come anywhere
near the convulsions of 1989, when students and workers led
a nationwide protest from Tiananmen Square over racing in-
flation, economic hardships, and political oppression. While
this is a testing time for the ruling party, the odds are clearly
in Beijing’s favor. Many Chinese people today feel a sense of
gratitude for the economic reforms that have lifted millions
out of poverty and brought the thrills and comforts of modernity
to Chinese towns and cities. The protests are small compared
with what Beijing has seen before —and more importantly, they
remain uncoordinated, a crucial detail in a place as expansive
and difficult to organize politically as China.”” New China also
has a larger role—socially, politically, and economically—for
the new middle classes. This distinguishes China from the
country it was twenty years ago. Today’s middle class is merit-
ocratic, individualistic, committed to education and thrift —
yet lured by the consumer culture.'® The downturn is unlikely
to change its outlook radically. Middle-class Chinese are ac-
customed to their new position in society and are more likely
to worry about keeping their children in private school by
spending less in the supermarket, than they are about running
into the square and building Statue of Liberty models to the
sound of Bruce Springsteen. The global recession could actually
become a source of confidence for the ruling party in the longer
run. As the government staves off significant, coordinated
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protest, it will mark a milestone for the party’s ability to suffer
turbulence and manage a robust, durable system, as new China
passes its thirtieth birthday.

In the process, a global economic architecture for tomor-
row is being quietly constructed today, and when the current
economic turbulence has passed, global capitalism will no
longer proceed from the old Western formulae. David Roth-
kopf, a Commerce Department official in the Clinton admin-
istration, has mused that “the balance of power shifts quietly
during times of crisis.”’® The economic preeminence of the
West is being increasingly moderated by the new norms and
networks of the rest; the “invisible hand” of free markets
around the globe is being balanced by the notably more visible
hand of central governance.? In the following chapters, we
look at China’s pivotal role in this emerging future.

CHAPTER 1

GHINA AND THE GLOBAL SHIFT

BERTING THE WEST AT ITS OWN GAME

In January 2009, as legislators in Washington and London
wrangled over where to find the cash to pay for expensive stim-
ulus plans, the Chinese government unveiled an ambitious bud-
get of 45 billion yuan (then approximately US$6.8 billion) for
a new project called waixuan gongzuo, literally “overseas prop-
aganda.” The South China Morning Post called it Beijing’s
new “global media drive,” with plans to create a network of
overseas bureaus that would present the modern face of China
to every country in the world. Proposals included English edi-
tions of Chinese newspapers to suit a more international
readership and a twenty-four-hour Asian television network
to rival the successful Al Jazeera channel.?

Behind the eye-catching budget was an equally big idea.
As official media sources suggested, events now presented an
opportunity to tell the world about the “China model” —the
perfect antidote to the unbridled capitalism that had under-
pinned the recent crisis.’ As the government newspaper Xinbhua

n
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reported, the excesses and failures of free-market fundamen-
talism had emphasized the superiority of the Chinese way of
doing things under President Hu Jintao’s “scientific theory
of development.” This was the official name given to the ruling
party’s policy of promoting welfare for the masses under the
strict guidance of the central government.? In other words,
state capitalism.

The Chinese public information chief, Li Chang-Chun,
explained his government’s view that the global information
space now ranks among the crucial battlegrounds for power
in the twenty-first century. As he told an audience of executives
at China Central Television (CCTV) in similar terms, “Com-
munications capacity determines influence. . . . Whichever na-
tion’s communications capacity is strongest, it is that nation
whose culture and core values spread far and wide . . . with the
most power to influence the world.” Previous attempts to pres-
ent China’s case internationally, Li admitted, had reached only
a limited audience; they also proved inadequate in countering
Western criticism of the Chinese government during the protests
in Tibet and the Olympic Torch Relay in 2008. Under the new
project, he-said, China would “try to produce news the way
that Western media do” and beat the West at its own game.’

Li’s words highlight an important theme. America and the
West face a serious challenge from the East, but not according
to conventional definitions of the China threat. Over the past
two decades, U.S. analysts have viewed China’s actions in the
Taiwan Straits and South China Sea, the purchase of U.S. Treas-
ury debt, and the hugely unfavorable trade balance with vary-
ing degrees of concern. It seems scarcely a week goes by when
one of the networks or a prominent think tank doesn’t point
to an emergent peril from China in one or another of these
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areas. This book makes a different case, however. It says that
while the problems of the Taiwan straits, the purchase of U.S.
debt, and China’s rising military capacity are very important,
they can be managed.

Beijing does present a clear and gathering threat to Wash-
ington, but the terms of the challenge remain unformed in the
public mind and, indeed, in policy circles. Eschewing con-
frontation, China’s true challenge arises in a separate realm,
namely, Beijing’s transformative, leading role in the rise of a
Chinese brand of capitalism and a Chinese conception of the
international community, both opposed to and substantially
different from their Western version. In a global battle between
different visions of the future and different versions of capi-
talism, China is the protagonist. As traditional hubs of Western
power—like the International Monetary Fund (IMF) and the
World Bank—are circumvented and undermined by readily
available Chinese capital, these new non-Western champions
of the free market are beating the West at its own game.

MYTH AND REALITY IN THE “CHINR THREAT"

First, let’s turn to the most common perceptions of the “China
threat” and clarify the challenges that they do, and do not, pose
for Washington.

THE MILITARY THREAT

Many in the national security community and beyond have
been concerned about China’s growing military power for two
decades, warning that China is catching up with America’s mil-
itary lead in ways that may soon challenge American military
supremacy in the Western Pacific and, possibly, elsewhere.
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Clearly, this threat requires serious and sustained attention
at Washington’s highest policy levels. The speed and degree of
Chinese military modernization has increased in tandem with
the nation’s emergence as a global economic player. Rapid eco-
nomic growth has enabled the government to channel ever-
greater resources into a range of programs and research and
development (R&D) without leaving gaping holes in the
broader national budget.

The overall budget for the People’s Liberation Army
(PLA), for example, doubled in recent years, from $27.9 bil-
lion in 2000 to $60.1 billion in 2008.¢ This period was actually
the second half of a long, two-decade trend of double-digit-
percentage increase in the Chinese military budget. R&D
spending has similarly grown at an annual rate of 19 percent
since 1995. By 2005, the annual figure was $30 billion—the
sixth-largest in the world. The Pentagon, moreover, has esti-
mated that in terms of actual military expenditures, the total
military-related spending for 2008 was more likely between
$105 billion and $150 billion.’

It is clear, then, that Beijing takes the question of military
modernization very seriously. Fast-paced development can
be seen in each section of military capacity. Beijing is working
hard to make the same progress in deterrence that Western
powers made in the 1960s, from vulnerable, land-based
intercontinental-range ballistic missiles (ICBMs) to submarine-
launched ballistic missiles (SLBMs). Accordingly, nuclear-
powered ballistic missile submarines (SSBNs) have seen
considerable investment, alongside their hunter-killer variants.
Kilo-class diesels have come from Russia, while the nuclear-
powered Shang-class is being developed domestically.? A steady
flow of submarine-faring experience is also trickling over the
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border from old-timers of the Soviet Silent Service, arguably
unrivaled among their Cold War peers in the dead-quiet arts
of sprint and drift—despite what Tom Clancy might say.

You can add to this shopping list a variety of aerospace
products, including such items as Russian jets, precision
weaponry, and destroyer-based anti-air missile systems, plus
the domestic development of multirole fighters to match the
capabilities of the new Joint Strike Fighter currently in its
final stages of development by the United States and other
NATO allies.’

The fast-developing theater of cyberspace has seen similar
levels of attention. An example of Chinese capabilities in this
area 1s found in the sophisticated espionage program recently
directed at the Dalai Lama, the Tibetan leader in exile. In early
2009, Information Warfare Monitor (IWM), a Canadian-based
think tank that specializes in cyberspace analysis, published
the findings of a ten-month investigation into alleged Chinese
cyberspying against Tibetan institutions. The IWM found an
extensive system that blanketed Tibet’s activities worldwide
with a network of 1,295 infected computers across 103 coun-
tries. A third of these targets were considered “high value™:
The “infected” computers were found in government ministries
in Iran, Bangladesh, Latvia, Indonesia, the Philippines, Brunei,
Barbados, and Bhutan and embassies in India, South Korea,
Indonesia, Romania, Cyprus, Malta, Thailand, Taiwan, Por-
tugal, Germany, and Pakistan. China’s cyber-espionage net-
work also penetrated the ASEAN Secretariat (Association of
Southeast Asian Nations), SAARC (South Asian Association
for Regional Cooperation), and the Asian Development Bank,
plus news organizations and “an unclassified computer located
at NATO headquarters.” This new generation of cyberattackers
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had taken ccmplete control of computers, not only searching
and stealing documents, but even covertly controlling Web
cameras and activating audio inputs,

The investigation concluded that Beijing has been working
to develop its cyberspace capabilities since the late 1990s as
part of its military modernization program.® This has coin-
cided with an increase in recent allegations of China-based
hackers making high-level penetrations of computer systems
in Europe, North America, and Asia.'? Attackers have infil-
trated government computers in the United States, Britain,
France, Germany, South Korea, and Taiwan. They’ve stolen

data fron: commercial and financial institutions, and the Pen- _

tagon reports that it is “continuously targeted by Chinese at-
tackers, most notably in the series of attacks since 2003 known
as “Titan Rain,” which targeted the Department of Defense and
numerous defense companies.”??

As we see in Chapter 6, these facts and figures can be used
to paint a grim picture of Chinese military development, which
is expanding its global reach to threaten American military power
across the Pacific and beyond. This would be the case had
Chinese military development not proceeded on a different logic.

In reality, Chinese leaders want neither the strain on fi-
nances nor the negative and potentially costly atmospherics
that would accompany a genuine arms race with the United
States. This helps to explain the continued and yawning gap
between American and Chinese defense budgets. The statistics
of Chinese military development might sound impressive, but
they are dwarfed in comparison with their American coun-
terpart. The official base budget for the U.S. Department of
Defense in 2009 was $515.4 billion, showing an almost 74 per-
cent increase since 2001. Behind this sits another $70.0 billion

China and the Global Shift

15

in “emergency allowance” to support “activities related to the
Global War on Terror into 2009.”!4

A more accurate description of Chinese military devel-
opment would be a just-in-case capacity to “puncture” the
American battle space. China has sought to leapfrog Amer-
ican military hardware with the development of high-tech,
close-in weapons, which target American vulnerabilities, prin-
cipally its reliance on communications and intelligence tech-
nology. These weapons are intended to provide an “area of
denial” around mainland China and Taiwan without purchas-
ing millions of tons in new hardware to reach parity of force
projection with Washington. As Rear Admiral Yang Yi told
me in 2008, “The navy will move faster in researching and
building new-generation weapons to boost the ability to fight
in regional sea wars under the circumstance of information
technology.”!®

Susan Shirk, a former deputy assistant secretary of state
responsible for Sino-American relations, explains that the na-
ture of Chinese military developments over the last decade
demonstrates recognition that the United States will always
have superior firepower. The Chinese government has focused
accordingly on asymmetric capabilities that it calls its “assas-
sin’s mace,” which specialize in informational warfare to ex-
ploit “Goliath’s” offensive capabilities in the theater around
Chinese borders.' China’s priority here is to disrupt U.S. com-
mand, control, communications, computers, intelligence, and
reconnaissance in the requisite battle space. For these reasons,
Secretary of Defense Robert Gates has referred to Chinese mil-
itary development as giving cause for concern about U.S. in-
terests in the Taiwan Straits, but not for panic about expansive
Chinese ambitions."”
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As important as China’s military initiatives are, each is
being addressed in turn as a tactical challenge. China has made
wide-ranging territorial claims along the Indian border, in the
South China Sea, and in the Sea of Japan, revolving mainly
around mineral and gas deposits. China has also sought to ex-
tend its defense perimeter to the east of Taiwan. In the case of
the latter, the Pentagon has developed a raft of sophisticated
countermeasures and intelligence capacity to address Chinese
force projection.

Among these countermeasures are antisubmarine warfare
(ASW), including subsea warfare countermeasures such as
sensors, relays, sea-bed-launched missiles, and submarine-
launched missiles. Steps have been taken for protection against
Chinese space-based laser technology, space mines, and satellite-
based battle management systems. The Pentagon has also taken
measures for protection against Chinese cyber warriors seeking
to penetrate U.S. information systems, particularly defense and
intelligence facilities, and has been carefully tracking PLA air
force advances in refueling. Other countermeasures the U.S.
military is undertaking include long-range force projection
and unmanned vehicles (drones).

Meanwhile, defense planners are confident that the Seventh
Fleet remains able to support Taiwan in the event of an attack
by the mainland and capable of projecting decisive force into
all areas of the Western Pacific to ensure that sea lines of com-
munication remain open and that nations such as the Philip-
pines, Vietnam, Malaysia, and Singapore can resist Chinese
claims to islands or shoals in their territories. Close coordina-
tion with the armed forces of Japan, Singapore, Australia, and
India are also deemed essential to ensure a balance of power
in the Western Pacific and Indian Oceans.'®
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Washington’s interest in stronger relations with India in
particular has grown rapidly in recent years as U.S. strategic
planners have seen a convergence of U.S. and Indian interests
regarding China, extending from the Indian Ocean to Af-
ghanistan.!” Both the United States and India have, for some
time, noted the construction of China’s “string of pearls,”
naval bases across the Indian Ocean, from Pakistan to the
Malaccan Straits. In the fall of 2009, the reality of Beijing’s
muscular political-military policies and the potential benefit
of stronger relations with Washington became increasingly
clear to Delhi.

Throughout October, the Indian press carried front-page
reports of Chinese claims to the northern Indian state of
Arunachal Pradesh, warnings to Indian Prime Minister Man-
mohan Singh not to campaign there during the recent election
(which he won), demarches from Beijing demanding that the
Dalai Lama not visit the state as planned, and Chinese maps
that showed the Indian state of Jammu and Kashmir not to be
a part of India. News editors often placed these stories adjacent
to reports of U.S.-Indian joint naval exercises in the Indian
Ocean, U.S.-Indian joint air force exercises, and the provision
of special “search and recovery” training to the Indian army
by U.S. special forces. The business pages of mass-circulation
newspapers like the Hindu and the Deccan Chronicle carried
stories about U.S. defense contractors moving to replace the
long-standing Soviet/Russian relationship with new licensing,
sales, and maintenance agreements.*

China has been adept at cloaking its objectives with ambi-
guity but, in the case of India, has renewed latent fears and
opened the way for fresh U.S. diplomatic, military, and com-
mercial initiatives that have provided confidence to Delhi,
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which is still smarting from its 1962 defeat at China’s hands.
Further, Indian coordination with the United States and the
seagoing nations of the Western Pacific, mentioned above,
helps, at a minimum, to ensure that China’s regional initiatives
are balanced and that the sea lines of communication remain
unencumbered.

THE TAIWAN THREAT

Here we meet another popular iteration of the “China threat.”
As much as any location in Asia, the Taiwan Straits are a focus
of concern; they have all the traditional makings of a great
power flashpoint. But, reflecting the mainland’s shift from
Maoism to market authoritarianism, the prospect of conflict
between the United States and China over Taiwan, displayed
in primary colors for a half century from 1950, is now seen
in pastels.

Against the backdrop of periodic diplomatic friction, cross-
strait economic ties have blossomed over the last decade. China
has become Taiwan’s largest trading partner while Taiwan has
become one of China’s biggest investors. Taiwan’s trade with
mainland China totaled $102.3 billion in 2007, rising 16.1 per-
cent from the previous year. Its exports to China in 2007
totaled to $74.28 billion, an increase of 17.3 percent, reaching
a new high in the last three years.?! Thus, the economic effects
of a war between the two sides today would be catastrophic
for both sides.

There are similar trends in the social sphere. Over a million
Taiwanese now live and work on the mainland. Many refer to
the “Shanghai heat” to describe how Taiwanese entrepreneurs
have opened or purchased businesses in China and invested in
farms and other fixed assets —and how the Chinese authorities

China and the Global Shift

19

have treated them without prejudice. A retired colonel in the
Taiwanese army, whose sister owned a grape winery near
Shanghai, relayed the latter point with some degree of amaze-
ment. He thought her background and his line of work would
surely attract the attention of the local authorities and lead to
extortion—or worse. But for fourteen years, this has never
came to pass, contributing instead to a growing folk wisdom
surrounding the direction of China-Taiwan relations, now
underscored by direct mail and charter flights.

Thawing cross-straits relations were further apparent in
2008 with the resounding victory of the Kuomintang Party
(KMT), led by Ma Ying-jeou in a campaign that centered on
improving relations with the mainland. General Brent Scow-
croft (USAF, ret.), former national security advisor to Presi-
dents George H. W. Bush and Gerald Ford, speaks for many
in Washington when he describes what he sees as an historical
evolution taking place in the relationship as more of the Tai-
wanese economy is integrated with the mainland and ever more
exchanges take place.??

Yet, the straits and the Taiwan question often expose raw
nerves in Washington, Beijing, and Taipei. Missteps in any of
these places— putting sovereignty or pride on display —could
still trigger bellicose rhetoric and the kind of angry public
reactions that exert pressure on the various leaders. Economic
interdependence doesn’t make war impossible.?

But the point is that today’s stability draws on a more subtle
context. The United States, China, and Taiwan are bound by a
set of agreements grounded in an artful diplomacy that uses
ambiguity to sustain what has been a successful arrangement
for some three decades. The United States has pledged to pro-
vide Taiwan with the arms and the support it needs to defend
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itself; both the United States and China have agreed that China
will not attempt a forceful unification with Taiwan, and both
sides have also agreed that there is only “one China.”?* These
arrangements allow China to retain its honor with irredentist
claims and threats of military intervention; they also allow the
United States to uphold an established alliance with a demo-
cratic ally and maintain credibility in the region. And finally,
they allow Taiwan to sustain its de facto independence.

The continuity of this arrangement was assured by the
Obama administration. After the president assumed office in
January 2009, his administration quickly intimated that it fa-
vored continuing the present policy, understood the value of
ambiguity, and, barring the unexpected, would pursue a “talk
and do less” approach to cross-strait relations.? The gradual
improvement in atmospherics over the straits was further con-
firmed in a defense-policy paper published by the Chinese gov-
ernment in the same month. The paper claimed that separatists
in Taiwan had been “thwarted” and relations had taken a “sig-
nificantly positive turn” of historic proportions.®

THE ECONOMIC THREAT

Aside from the issue of China’s ownership of very large
amounts of U.S. debt, which we will come to in a moment, the
United States has also seen an emerging chorus of alarm about
the effects of Chinese direct investment in the U.S. economy.
Without question, U.S.-China economic relations are the most
complex of the various renditions of a China threat. Moreover,
relations in this area have been unusually susceptible to sim-
plification and misconception.

Chinese investment has proceeded through a range of pub-
lic and private entities, including high-profile, government-
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owned organizations such as the $200 billion Sovereign Wealth
Fund, the China Investment Corporation (CIC), and the China
National Offshore Oil Corporation (CNOOC), the last of
which attempted to purchase the U.S. oil firm Unocal in 2005
before the move was blocked by Congress. Critics have argued
that Chinese ownership of important U.S. economic assets
could present a serious national security threat. This is true,
but it depends on the industry, the scope of the follow-on ef-
fects, and the dimensions of the investment (Chapter 6 dis-
cusses China’s perceived threats to national security further).
Another dimension in which China possesses ominous leverage
over the American economy is its rising surplus of dollars,
which it reinvests in American debt.

As Americans have purchased large quantities of Chinese
exports, China has used significant parts of the profit to re-
invest in American bonds and shares. This has given rise to a
popular theme in our formulation of the China threat, which
warns that Beijing could heavily damage Wiashington by slow-
ing its ongoing purchases of U.S. Treasuries, thereby injecting
doubts about the dollar’s continued strength, or selling a por-
tion of its U.S. securities. Either step would see interest rates—
hence mortgage, credit card, and loan rates—climb and the
value of the dollar fall.

This is a significant liability. China’s position as an Amer-
ican creditor, however, is not simple and is better assessed in
less apocalyptic terms. The large amount of credit Beijing has
extended to Washington also represents a serious liability for
China.

In fact, a measure of stability is found in what has become
a marriage of liabilities; China’s “threat” to the United States
is mitigated by the U.S. “threat” to China. The Chinese have
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as much interest in keeping the U.S. economy and the U.S.
dollar stable as do Americans themselves. The Chinese gov-
ernment has purchased American debt for the simple reason
that such purchases sustain the macroeconomic engine the
Chinese people rely on. Chinese investment in American assets
such as bonds and mortgage-backed securities has helped to
keep American interest rates low, made credit easier to obtain,
and generated a pool of capital for Americans to continue buy-
ing consumer products—that is, Chinese consumer goods. Low
interest rates have also been crucial in enabling American busi-
nesses to expand. Lower mortgage rates help more people to
buy houses and push up the value of real estate. With higher
house prices, consumers have borrowed against the increase
in equity in their homes and spent the difference.”” The huge
supply of foreign money has enabled the U.S. government to
fund large deficits that have stimulated the U.S. economy,
allowing for lower taxes and more jobs created by govern-
ment spending.

China doesn’t fund American borrowing because it wants
to humble or hinder the United States; it does so because the
United States remains the largest overseas market for an econ-
omy that relies on exports.?® American consumers are the
lifeblood of the Chinese economy. American entrepreneurs
are one of China’s most important sources of foreign direct
investment. Beijing buys American assets to maintain the value
of the dollar, which both protects the value of its Treasury bond
investments and makes Chinese goods cheaper and easier to
buy. Beijing also buys these assets (Treasury bonds) to keep
its own currency stable. The yuan’s exchange rate is loosely
pegged to the dollar.?? At the time of writing, roughly 70 per-
cent of China’s giant foreign exchange portfolio is held in liquid
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U.S. dollar assets such as Treasury bonds. If the Chinese gov-
ernment allowed the dollar to fall significantly against the yuan,
this would wipe out billions of dollars of value in its coffers.”

China’s acute insecurity on these matters was apparent in
March 2009, for example, as the U.S. recession grew worse. At
the time, Chinese Prime Minister Wen Jiabao said his country
was “worried” about its holdings of U.S. Treasuries, and called
on the United States to provide assurances that the investments
were safe. Beijing’s fear was that its approximately $800 bil-
lion investment in U.S. Treasuries (up from $767 billion in the
first quarter of 2009) was being jeopardized by the extraordi-
nary amount of money being borrowed by Washington to fi-
nance stimulus and bailout packages. Borrowing on such a
large scale could, it was thought, spur inflation that would re-
duce the value of China’s $1.6 trillion in dollar holdings.

Paradoxically, this insecurity was also on display when
Zhou Xiaochuan, the governor of China’s central bank, seem-
ingly called for a new reserve currency. As Zhou announced
in March 2009, “the desirable goal of reforming the inter-
national monetary system” should be “to create an interna-
tional reserve currency that is disconnected from individual
nations.”*? His American audiences immediately shuddered at
the thought that China might be seeking to displace the dollar
in favor of a new rival.

But in this instance, Zhou’s purpose was more political
than economic. His objective was to mark Washington the cul-
prit as the global atmosphere clouded over. Was Zhou secking
to take advantage of the new administration’s economic diffi-
culties? Yes. Was he seeking to destabilize the dollar? Most
probably not, for the reasons given above. But he was opening
a discussion that was to serve as a warning to U.S. policy makers:
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China would not tolerate a loss in the value of its dollar hold-
ings, and though expanded use of the IMF’s Special Drawing
Rights —which has some of the characteristics of a reserve
currency —was clearly not the answer, Zhou was suggesting
that some sort of stable international reserve currency or basket
of currencies was, at least, a direction worth considering

All the same, Zhou’s remarks revealed more weakness than
strength, and the reasons lie in the details of Special Drawing
Rights (SDRs).” In quick summary, SDRs were invented by
the IMF in the 1960s. A principal reason for doing this was ac-
tually to insulate debtor nations from significant fluctuations
in the lending currency. If, say, Country A borrowed a sum
from the IMF and the exchange rate for dollars to A’s currency
was liable to great flux, then the value of the debt would also
fluctuate, causing financial instability, with potential debt de-
faults and more financial difficulties rather than fewer. SDRs
were created to solve the problem by establishing a basket of
currencies comprising the dollar, the pound, the yen, and the
euro. This means that transactions made in SDRs are less af-
fected by fluctuations on the foreign exchange market than a
transaction conducted simply in dollars. At the same time,
however, it also means that SDRs provide a point of reference
for the value of a currency but are not a currency in their own
right. They can’t be used to pay for exports; they don’t have
minted coins of the realm, so to speak.*

Consequently, the story behind Zhow’s announcement re-
flected growing unease about the threat of the dollar decline
more than the desire to bring about its outcome.>® Behind
Zhou’s speech was a technical proposal to exchange some dol-
lar assets held by the Bank of China for SDRs at the IMF,

which would reduce their immediate exposure to the vulner-
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abilities of the U.S. government balance sheet. This entails a
circulation of American currency, not an attack on it. As Barrett
Sheridan of Newsweek remarked, it also says something about
the dynamics of financial interdependency. If you owe China
a billion dollars, China owns you; but if you owe China a tril-
lion dollars, you own China.*

Thus the American and Chinese economies are heavily in-
terdependent. America has grown addicted to Chinese credit;
China has grown equally addicted to American consumption.
The depth of this interdependence creates a relationship that
is stabilized in a kind of economic version of mutually assured
destruction. As James Mayall of Cambridge University puts it,
“The Chinese and American economies are like two drunk old
men shuffling along together; if one takes a serious fall, they
both go tumbling over,” an oddly dependent relationship ev-
ident since the end of the Cold War.”

Does Beijing have important leverage in this domain? Yes.
But Washington has countervailing leverage, which means that
Beijing’s initiatives can be balanced, and managed, if that is re-
quired. Can Beijing harm the U.S. economy and the U.S. con-
sumer? Yes. But not irreparably, and not without harming
itself. The important point here is that Beijing’s ownership of
American debt is manageable and balanced by China’s reliance
on American markets.

More serious than China’s ownership of American bonds
or the threat of a Chinese economic attack is how this stable
system of mutual dependence has weakened America’s voice
in global affairs. When Hillary Clinton traveled to China
shortly after taking office, she didn’t just stress the need to
reach a consensus with Beijing on tackling the global recession.
Clinton also emphasized something else, telling an audience
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of journalists and Chinese Communist Party officials in Betjing
that pressing China on “other issues” like Tibet and human
rights “can’t interfere with the global economic crisis.”* This
statement demonstrated an uncomfortable new fact in Wash-
ington’s cooperative relationship with Beijing. The realities of
economic interdependence blunt American influence on other
issues that underpin the U.S.-ed system of international liberal
order, such as progress on human rights, the rule of law, and
free speech in the world beyond the West.»

It is the relationship between economic integration and di-
minished American power that returns us to the main thrust
of the book: China does present a serious and long-term threat
to the West, but not by virtue of jts military capacity in space
or undersea, or the total dollar reserves in the People’s Bank
of China. Each of these has important caveats and qualifications
that undermine its practical threat value. Instead, this book
proposes that China is catalyst-in-chief for a more profound
and far-reaching process; just as globalization is shrinking the
world, China is shrinking the West. China is quietly helping
to remake the landscape of international development, eco-
nomics, community, and, by extension, politics. Crucially, 1t
is doing so in ways that progressively limit the projection of
Western influence and values beyond the NATO bloc.

NEW WEALTH AND NEW IDEAS

The roots of this problem lie in trends that began twenty
years ago. Contrary to the predictions of many notable schol-
ars after 1989, a new era of global convergence around the
Western model of free-market democracy has failed to ma-
terialize. The world has evolved into a more diverse political

order than had been imagined by many in the West, particu-
larly in Washington.

This is not to deny that post-1989 capitalism had reached
a new stage. All the major powers of the world today rely on
free markets and free trade—though in different measures—
for growth, rising standards of living, and political stability.
Economic integration and advances in technology and global
transport networks have duly created a new “global village”
(contrary to those who dismiss Hillary Clinton’s claim). We
now live and work on a smaller planet, where time and distance
are minimized as obstacles to commerce and where capital
moves instantly around the world at the click of a mouse. Tech-
nology now goes where it finds the smartest people and the
best financial incentives; manufacturing goes where it finds
the cheapest labor and an undervalued currency; customers
circumvent the globe instantly in a virtual world of call centers
and offshore business processing,*

But our understanding of economic integration and its ef-
fects is also changing. Twenty years ago, it was typified by the
global rise of American brands. Globalization was driven by
American capitalism and its two founding ideas— that markets,
not governments, drive progress, and that democracy is the
optimal way to organize society.

Today, in the world beyond the West, these certainties are
eroding. As Chapter 2 will explain in more detail, many Amer-
icans and their Western allies thought the great post—-Cold War
transition to a global market would generate a global conver-
gence around the Western liberal order. Instead, it’s brought
two new developments in international relations: new sources
of wealth beyond the West and new ideas about capitalism
without democracy.
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Since capitalism went truly global, smaller and poorer
countries have gotten rich through their natural resources,
cheap and abundant labor, export industries, and outsourcing.
With new wealth have come new connections that increasingly
circumvent the traditional architecture of Western power. De-
veloping countries are deepening the ties within the “develop-
ing pack,” trading preferentially in many cases with its leaders,
namely, Brazil, Russia, India, and China—collectively chris-
tened the BRICs by Goldman Sachs in 2001.4

As emerging markets have become richer, they have often
integrated with the global economy, but this has not necessarily
meant greater integration with the West. In fact, the level of
interaction among developing countries is gradually surpassing
the level of interaction between many of these countries and
the West. Emerging markets are increasingly turning to each
other for business that would have previously been sought
from the West.”? Consider, for example, the agreement between
China and ASEAN that was signed in 2005, creating a massive
single market of approximately 1.8 billion people and pledging
to establish a European Union-like community for ASEAN
by 2020. Not only did this help China to secure vital sea lanes
and access to raw materials, but it also created a major regional
entity that excludes the United States and its major allies.®

This example is the portal to another point: New centers
of economic power are giving rise to new levels of confidence
among developing markets and demands for a greater say in
the management of transnational issues and institutions. These
sentiments were on open display in June 2009 in what has been
called the first BRIC Summit, when the leaders of Russia,
China, India, Brazil, Kazakhstan, Tajikistan, Kyrgyzstan, and
Uzbekistan met in the Russian city of Yekaterinburg. The prin-
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cipal aim of the meeting was to discuss how to conduct trade
and provide aid in ways that excluded the United States.*

Russian President Dmitry Medvedev described the meeting
as an opportunity for these countries to “build an increasingly
multi-polar world order,” and to move beyond an “artificially
maintained uni-polar system” with “one big centre of con-
sumption, financed by a growing deficit, and thus growing
debts, one formerly strong reserve currency, and one dominant
system of assessing assets and risks.”* Medvedev also called
for “financial institutions of a completely new type, where par-
ticular political issues and motives, and particular countries,
will not dominate.”* When they asked to attend the meeting
as observers, officials of the newly installed Obama adminis-
tration received a simple nyet.

Antoine van Agtmael, the fund manager who coined the
phrase emerging markets, now predicts that the twenty-five
companies most likely to be the world’s next great multi-
nationals include four companies each from Brazil, Mexico,
South Korea, and Taiwan; three from India; two from China;
and one each from Argentina, Chile, Malaysia, and South
Africa.*” Goldman Sachs predicts that “China could overtake
the United States by 2027 and the BRICs combined could
overtake the G7 by 2032.”* The trend here, note the global-
ization experts Naazneen Barma, Ely Ratner, and Steven
Weber, is neither conflict nor assimilation with the West; in-
stead, it is to make Western influence less relevant.* Underlying
these new developments in non-Western wealth and connec-
tivity is a simple “neo-Westphalian bargain.” According to this
bargain, sovereign states are empowered to settle the terms of
existence inside their borders between the government and the
governed. Internationally, they deal with each other in a strict
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market setting and recognize no real rights or obligations other
than to fulfill agreed contracts.5

In tandem with these developments, meanwhile, 4 growing
number of non-Western governments have gained wealth by
spurning the Western development model of free-market de-
mocracy and the underpinning contention of the American
brand —namely, that liberal economics demands liberal politics
and a minimal role for the state. Many developing country
leaders now admire and emulate 2 new kind of capitalism with
two distinct components: first, a libera] economic policy that
opens the economy to investment and permits the development
of a private sector, albeit heavily controlled by the state; second,
the persistence of authoritarian rule, which allows the ruling
party to keep a firm grip on government, the courts, the mil-
itary, and the flow of information.s!

These two developments—new centers of economic auto-
nomy beyond the West and the growing appeal of illiberal
capitalism —have become dual engines for the diffusion of
power away from the West. They also have a single force multi-
plier in the global rise of China.

Beijing has become rich enough to provide a new source
of financial assistance and economic development for smaller
countries, which enables these countries to sidestep the tradi-
tional sources of Western assistance. The critical distinction
between Chinese and Western assistance is that China provides
hard-currency loans without the conditions imposed by the
West. There is no obligation to create a civi] society in the West-
ern sense, no requirement to abide by-international accounting
standards or accepted legal standards—and certainly no attempt
to interfere in the recipient’s internal affairs. China, its state-
owned enterprises, and its business owners offer an alternative
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path to economic development. It is, in effect, an “exit option”
from the often intrusive demands of global lenders like the
World Bank and the IMF in areas such as good governance,
human rights, transparency, and pro-Western political and mar-
ket reforms.

This aspect of China’s global presence poses an inherent
challenge to the Enlightenment values and principles that have
guided Western progress for over two centuries. As in other
policy areas, China is using its $2.0 trillion of reserves as a
strategic instrument. Its global commercial network is fast
creating a group of grateful and compliant acolytes—but not
in the Cold War sense. We are not talking about a voting bloc
within the United Nations or other global institutions that ac-
cepts daily instructions from a bloc leader (though Beijing ex-
pects support on Taiwan, Tibet, sovereignty, and human rights
issues). Rather, we see a growing number of developing nations
that are loosely connected by an admiration for China, a desire
to benefit from the power of international markets, and an
equal desire to remain autonomous from Western concepts of
global civic culture and liberal development economics.

Fortunately for the Robert Mugabes and Omar al-Bashirs
of the world, Beijing believes sovereignty is inviolate. This
view is ultimately rooted in the Chinese government’s own
sense of insecurity at home and the need to suppress the de-
mocracy narrative. It gains rhetorical strength from the mem-
ory of Chinese humiliation at the hands of invading European
powers in the nineteenth century. The concern was propelled
in the twentieth century by China’s claim that the West sought
to split China by recognizing Taiwan or encouraging Tibet’s
independence, and these themes are reflected today by China’s
consistent rejection of interference by outside authorities in
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the internal affairs of nations. Naturally, this is very attractive
to autocrats, proliferators, and madcap, monarchical person-
ality cults that have raw materials to sell or the money to buy
Chinese consumer goods.

Meanwhile, China’s rise also reflects a familiar historical
theme—namely, that ideas travel along the arteries of commerce
and power.* To this extent, the global marketplace has become
a transition belt, via which Beijing is inadvertently promoting
a most troublesome export: the example of the China model.

When we speak about the Chinese model, we are referring
in one sense to a complex set of developments and reforms in
China over the last thirty years. These reforms owe their suc-
cess to the unique variables of China’s own culture, demogra-
phy, geography, and governing philosophies. In this sense, there
1s no model to speak of —no model that can be replicated or
exported to places like Latin America or sub-Saharan Africa.

But in ideational terms, China is exporting something sim-
pler, and indeed more corrosive to Western preeminence, than
the individual nuts and bolts of its colossal thirty-year trans-
formation. This is the basic idea of market authoritarianism.
Beyond everything else that China sells to the world, it func-
tions as the world’s largest billboard advertisement for the new
alternative of “going capitalist and staying autocratic.” Beyjing
has provided the world’s most compelling, high-speed demon-
stration of how to liberalize economically without surrendering
to liberal politics. Officials and leaders now travel to China
from seemingly every quarter of the globe beyond North
America and Europe —Southeast Asia, the Middle East, Central
Asia, sub-Saharan African, and Latin America—to learn from
the Chinese about how to disaggregate economic and political

freedom (more of this in Chapters 3 and 4).5 Beyjing, of course,
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does what it can to promote its model —albeit softly —through
speeches, conferences, summits, and exchange programs that
complement the daily fare of commercial relations.

CHINA'S PERFECT TIMING

China’s premodern astronomers were pioneers in developing
a sense of time and accuracy by the calendrical system.** The
country’s modern-day leaders have seemingly kept their sense
of good timing. China’s rise on the world stage coincides with
a time when the appeal of free-market capitalism and Western
democracy —as exemplified by the American brand—has, at
least momentarily, been struggling to recover from in a tide of
disdain across the globe. Few opinion-making circles in the
developing world are exempt. Complicating matters is Amer-
ica’s acute vulnerability to accusations of hypocrisy and in-
competence and a period of historically low global approval
ratings associated with the last eight years of war in Iraq and
Afghanistan and a region in chaos.

Ideas have traditionally been among the West’s most im-
portant exports. As Francis Fukuyama lamented in Newsweek
shortly before the 2008 election, American power and influence
used to rest on more than simply tanks and dollars. It also
rested on the tendency of millions of people around the world
to look up to the American form of government and to seek
to shape their societies along similar lines.”® Harvard professor
Joseph Nye has famously called this “soft power,” namely, the
ability “to obtain the outcomes one wants through attraction
rather than using the carrots and sticks of payment or coer-
cion.” It is leading by example and attracting others to do
what you want.
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U.S. foreign policy through much of the twentieth century
is the history of how American ideals supported the projection
of power. The 1940s saw America rebuild much of Europe
through the Marshall Plan while it created institutions that
would help to stabilize the global order and solve conflicts be-
fore they led to war. These initiatives made American power
highly popular in the wider world and helped American brands
reach the most remote corners of the globe. Soviet collapse
was an economic and political victory for the United States. It
was also an ideological victory for American values and the
idea of the West—seemingly irrefutable proof that the moral
superiority of American democratic and capitalist values had
succeeded against the promise of the “New Soviet Man.”%’
Even Henry Kissinger, the iconic realist of our age, accepts
that moral purpose was a key element in American foreign pol-
icy during the twentieth century.

Without question, the United States is still the unipolar
power in military terms and is set to remain the single most
powerful country in the world for decades to come. Yet, de-
spite this military superiority, along other important axes, the
distribution of power is shifting away from American domi-
nance—as measured by social, cultural, and even economic
terms.”® If the American brand rests on the dual premise of
market mechanisms and democratic pluralism, then both ideas
have been badly bruised in the past decade.

The dramatic and bloody rejection of Coalition nation
builders in Iraq and Afghanistan has stained both the moral
authority of the West and the notion that democratic pluralism
is universally viable. The shifting arguments used by the Bush
administration to justify the invasion of Iraq caused many to
conclude that “democratization” was just a code word for
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intervention and regime change.”” American values were further
impeached by the events at Abu Ghraib, the “extraordinary
renditions” by U.S. intelligence services, and improper domes-
tic wiretapping.

Then, in a parallel dimension, came the Wall Street crisis
of 2008. The real estate downturn brought a global stock mar-
ket crash; the gnomes of Zurich joined the old-line “white
shoe” firms of Wall Street and Fleet Street to topple like domi-
noes. And at crisis hour, what did the markets do? They went
cap in hand to the state—in the United States, in Britain, in
Europe, and in East Asia. As one Chinese official put it, “the
teachers now have some problems.”® Insult was added to in-
jury in May 2009, when the largest bank in the United States,
Bank of America, had to sell its 9 percent stake in the Con-
struction Bank of China, just to stay afloat. As financial cor-
respondent Peter Goodman commented at the time, it had been
purchased for $3 billion just a few years before in a wave of
foreign investment in China that was supposed to be a sign
of Wall Street’s superior money management.®'

Naturally, there is an obvious intellectual chasm, as Time
magazine’s Michael Elliott asserts, between Keynesian stimulus
packages—or the temporary public ownership of bank stock —
on one hand, and the assumption that the state can and should
plan the economy on the other.? No one is saying that capi-
talism is doomed. The problem is, as Star Trek’s Spock would
have said: “It’s capitalism, Jim, but not as we know it.”

Western ideas and institutions of economic management
are experiencing a crisis of confidence in the global space.
Chilean President Michelle Bachelet put these sentiments best.
“For us, this economic crisis was no surprise,” she said during
the darkest days of the credit crunch. “You need strong markets,
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but the market cannot do it alone; this crisis shows the neces-
sary role that state policies must have in overseeing financial
markets and economies as a whole.” President Bachelet also
underscored that beyond the West, there is a growing consen-
sus about the “need to restructure the Bretton Woods institu-
tions, the IMF and the World Bank,” which were “created in
a different era.” These institutions “need not just a new influx
of funds, but new strategies and a reform in governance, such
as giving more representation to the developing countries they
serve.” Above all, she added, “We cannot repeat the errors of
the Washington Consensus.”*

Here the Chilean president highlighted a recurring theme
in the story of China’s rise. The Chinese have made their move
at a time when the doctrine of Western development econom-
ics, along with its namesake, the Washington Consensus, is tar-
nished. Chinese investment and project management, while
doing little for liberal governance, have left a succession of
infrastructure projects—roads, bridges, telecommunications
systems, and transport—across the developing world that would
not have been built without Chinese finance and know-how.

As the next chapter will explain, China’s success in actually
completing large projects on time and within budget compares
well with the West’s one-size-fits-all finance and development
package, whose projects have experienced notable reversals
from Argentina, Bolivia, and Mexico to Mali, Mozambique,
and Cambodia. The Chinese have subsequently walked through
an open door with an alternative philosophy that makes few
demands on the internal root and branch of client states.

All this at a time when eight years of misconceived policy
have cast a pall over the American story. A former adviser to
the U.S. Treasury Department and the Asian Development
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Bank, Hilton Root, has shown that Washington follows a
counterproductive pattern of backing authoritarian regimes in
ways that contradict America’s core values of freedom and de-
mocracy.* U.S. relations with energy-rich but politically op-
pressive regimes like Saudi Arabia and Equatorial Guinea
are frequently cited as examples of the “American pot calling
the Chinese kettle black.”

The Bush administration—inclined to view nearly all re-
lationships through a security lens—was also quick to forge
stronger links with autocrats simply because they aided the
avowed “war on terror.” In the 1990s, Root explains, both
Congress and the State Department sought to impose oversight
through the budgetary process to ensure that American fund-
ing was not provided to human rights violators and regimes
that weakened the democratic process. But then, on September
12, 2001, the Bush White House, leading from the heart and
perhaps not the head, lifted all such conditions. Suddenly,
countries barred from receiving American support because of
violations were now eligible simply by promising to help
“stamp out global terrorism.”®

Uzbekistan is a case in point. Before 9/11, it was a country
known less in Washington as a bastion of American comrade-
ship and more as a place where political opponents had their
heads boiled in large pots. Suddenly, after the September at-
tacks, the country was the Bush administration’s new best
friend in Asia (more of this in Chapter 3). Pakistan was an even
bolder example. U.S. aid poured into Pakistan after 9/11, but
with few stipulations. Accordingly, the money was used in
ways that contradicted Washington’s rhetoric and, eventually,
U.S. interests. The money largely helped to fund military
preparations for a potential war against India or was used for
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luxury construction by the military brass. Sectors such as ed-
ucation, rural health, agriculture, and infrastructure that ur-
gently needed support were bypassed, even though their
development would have aided America’s standing in the re-
gion. Today poverty in Pakistan has accelerated resistance in
quarters of Pakistani society toward Islamabad’s perceived
anti-Taliban and pro-American policies.*

In fact, it is both uncomfortable and unavoidable that as the
world’s leading superpower, the United States must sometimes
follow policies that compromise its own values. Maintaining
good relations with a key energy provider like Saudi Arabia is
a case in point. Yet there have been too many other occasions
in the last decade when Washington’s near unconditional sup-
port for autocrats in places like Uzbekistan, Equatorial Guinea,
and Pakistan—or its use of “harsh interrogation techniques”
and arbitrary detentions—has meant greater losses than gains.
China has been quick to utilize contradictions of this kind be-
tween expressed belief and practice to advance its mantle of
moral neutrality. Who are the Americans to judge, say party
leaders, when they don’t practice what they preach?

THE CHINA EFFECT

Beijing’s global rise may be peaceful, therefore, but as its com-
mercia} relations expand around the world, so Washington and
Brussels are losing ground on two vital fronts: the leverage
they have traditionally enjoyed through conditional engage-
ment with poorer countries and the market-democratic model
we expected to “go global” after 1989. These developments are
coalescing to produce a phenomenon I have, for lack of a better
phrase, called the China effect. It means that simply by doing
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business, Beijing has facilitated a global network of economic
relationships that chip away at the leverage and liberal agendas
of Washington and the West just as the Washington Consensus
fails to perform in the developing world (see Chapter 2 for
more on this).

The record is replete with examples: In Iran’s case, the
China effect has helped to block attempts to control nuclear
proliferation in the Middle East.”” In Angola, Cambodia,
Burma, and others, it has helped to prevent respective gov-
ernments from having to make reforms that might improve
governance, transparency, human rights, and economic devel-
opment.® In places like Venezuela, it has undermined leverage
over President Hugo Chavez and his efforts to agitate regional
politics.”” In Central Asia, it has served to cover up massacres,
while in Africa the China effect has helped to sustain campaigns
of violence that look increasingly like genocide.” In the multi-
lateral setting, it has brought economic weight to influence im-
portant votes on the UN Human Rights- Commission and
attempts by the Directorate General for Trade (DGT) to pre-
vent antidumping and predatory pricing violations by Chinese
exporters.” In Africa, it has undermined Western initiatives
such as the Partnership for Africa’s Development (NEPAD),
which seeks to link development assistance with regional peer
reviews of better government and conflict resolution.””

CHINA: A GENERATIONAL CHALLENGE

Itisn’t all bad news for the American brand. Barack Obama’s
election in November 2008 brought a dramatic, overnight lift
in American soft power and a resurgence of faith in the idea
of America, with street parties from Times Square to Paris and
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Nairobi. Nicholas Kristof noted that even before the final re-
sult was confirmed, the story and the personality of Barack
Obama had begun to alter and soften global perceptions of the
United States, redefining the American brand as being “less
about Guantdnamo and more about equality.” These percep-
tions offered hope that American political capital and moral
viability would be restored in the same way that the Marshall
Plan had largely defined postwar America to Europeans in the
1950s or that John Kennedy’s presidency did in the early 1960s.”

However, as Dick Martin, author of Rebuilding Brand
America, contends, revitalizing the American position in the
world is about more than undoing the mistakes of the Bush
administration, and it will take more than the election of a pop-
ular U.S. president to do it. It is “the work of a generation.””*
Obama delivered a sense of immediate change to American
identity. But there are larger forces changing the shape of the
global order, which are harder to move.

If the magic of American leadership has faded, says French
minister of foreign affairs, Bernard Kouchner, there’s a very
material reality to this observation: “You want modern trans-
portation systems? Try France or Japan. New airports? Half
the cities of Asia.” If you were an American policy maker in
1945, laments Time writer Michael Elliott in similar tones, you
barely needed to make the claim to global leadership. It was
simpler than that. American leadership after 1945 was a mate-
rial reality when much of the rest of the world was in ruins.
Germany and Japan had been destroyed. Britain was exhausted;
France shamed; Russia bled white.-In China, war would con-
tinue for another four years. Of the industrial democracies,
only the United States, Canada, and Australia had been spared
destruction at home.” The U.S. economy accounted for nearly
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a half of total world output in 1945, a proportion that it has
never approached since.”®

Unless China and India suffer outbreaks of serious military
conflagration or a calamitous domestic crisis, they will become
the world’s largest economies in the middle of this century. The
potential size of their markets, their endless supply of low-cost
labor, the unique combination of many highly skilled but low-
paid professionals, and the investment incentives offered by
their governments make for an irresistible package that attracts
ever more investment away from the first world.”

The relocation of manufacturing centers away from the
United States has begun a corresponding shift in the center
of gravity for R&D as it naturally gravitates toward new hubs
of progress and production. See, for example, the inside of an
Apple iPhone, which is like a map of the changing geography
in the modern technology industry. Apple is ostensibly an
American company, but like a microcosm of the international
arena, the shiny American brand name hides a different reality.
None of the physical innards are American. Almost every com-
ponent is from Asia. The screen is from Japan. The flash mem-
ory was developed in South Korea and assembled in China.
“As goes the iPhone,” says one technology report, “so goes
the broader technology industry.””

As experts at the Organization for Economic Cooperation
and Development (OECD) proclaimed in 2008, the traditional
powerhouses for technological development like the United
States and Japan are being overtaken in many areas by new
Asian economies. The largest technology firms are still tech-
nically Western owned. But Asian companies are challenging
their lead in innovation and production technology. In an ar-
resting statistic, we find that R&D in the United States and
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Europe grew by 1-2 percent between 2001 and 2006, while fig-
ures for the same period in China increased by 26 percent.
Since 1996, America’s overall expenditures on R&D in com-
puters and office equipment fell by over one-third, while ex-
penditures in China rose by 47 percent.”

The changing nationality of the Internet tells a similar story
about the Rest catching up with the West. The Internet research
firm TeleGeography has calculated this change in its report
“The Internet Is Becoming Un-American.” In the year the
Soviet Union disappeared, 91 percent of international Internet
capacity from Asia and 70 percent from Africa connected to
the United States. Seventeen years later, in 2008, the share of
international Internet traffic passing through the United States
from Asian countries had fallen to 54 percent. Moreover, ac-
cording to the Kelly Teal report, the amount of bandwidth
from African countries connecting to the United States had
fallen even more to just 6 percent, turning instead to Europe
as the “main Internet hub.”® Incidentally, in the same year, the
United States lost its position as the biggest country on the In-
ternet, with 300 million Chinese users overtaking the number
in America for the first time.?'

THE MYTH OF THE RESPONSIBLE STAKEHOLDER

If you’re not concerned about what China represents for the
shifting political and economic fortunes of the American brand,
you’re not alone. There’s an established school of China op-
timists in Washington who offer a counterargument to much
of what’s been said here. They embrace the basic tenant of
American post-Cold War wisdom: that when a country be-
comes more affluent, its emerging middle class will press for
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democratic change (see Chapters 2 and 5 for more in-depth
discussion). In this context, as China embraces capitalism, the
country gradually becomes “more like us”; the bigger and
richer China gets, the more it relies on international markets
and global trade to sustain economic growth, rising standards
of living, and political stability. In turn, goes the argument, the
integration of China into the global economy will gradually
encourage its leaders to accept and conform to the rules and
norms of the U.S.-led system.

In other words, engagement with Western powers will even-
tually cause China to walk and talk like a Western power. Five
of the past six U.S. presidents —Reagan is the exception—have
perpetuated this view, along with influential parts of the busi-
ness community, 2 community of high-profile consultants, and
many of the nation’s most prestigious research organizations.®

As Chapter 5 argues, however, the optimists shouldn’t hold
their breath—and the reason lies at home. China’s economic
miracle has saved the ruling party from extinction, but only
because the nation replaced ideology with economic growth,
1 rekindled sense of nationalism, and a certain amount of prag-
matic flexibility. Accordingly, the legitimacy of the Chinese
Communist Party hinges on its ability to deliver economic
growth at an unforgiving tempo. Simultaneously, however,
miracle growth has created a number of vivid side effects: en-
demic corruption, environmental crisis, iIncome inequity, dis-
placed populations, extreme poverty, an urban-rural divide,
inflation, an angry nationalist youth, endemic work-related
health problems, and heavy restrictions on the media.

China’s leaders are therefore caughtina Faustian bargain.
The more China grows, the more it generates the side effects
of miracle growth. Despite regulatory and reform efforts, the
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only way the leaders have found to prevent these side effects
from turning into widespread social unrest i continued growth
at a miracle pace.

This directly affects the priorities and conduct of Chinese
foreign policy. To maintain its growth at current rates, Beijing
must sustain relations with regimes across the developing
world, regardless of the implications of its policies for human
rights, the environment, and basic freedoms for the affected
local populations.

When American optimists see big enterprise, balanced bud-
gets, market incentives, foreign direct investment (FDI),
pledges of corporate social responsibility, and cooperation at
the World Trade Organization (WTO), they think they’re see-
ing signs of an inevitable acceptance of Western-style capitalism.
In truth, the pressures and performance requirements of the
Chinese Communist Party’s position at home place a limit on
the West’s ability to bend China’s international presence to
Western standards and norms.

If China conformed to Western rules of liberal engagement
in trade and politics, it would immediately lose its appeal as an
alternative path to development for developing countries. And,
of vital importance to party leaders, it would Limit China’s ac-
cess to resources and markets and would downsize Chinese

newfound political influence on issues like Tibet, Taiwan, and
human rights.

Just in 2008, for example, autocracies were a vital source
of energy for China’s growing needs. In the period 20072008,
fuel imports from Africa to China amounted to $26 billion.
Africa also supplied 24.8 percent of China’s imported minerals,
with Angola, Sudan, the Congo, and Equatorial Guinea among
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the largest overall suppliers. And in the same period, Iran was

China’s third-largest source of fossil fuels.®

Neither is it in China’s interest to “rehabilitate” rogue states

and poor countries in line with Western standards of good gov-

ernance. Beijing currently enjoys a clear advantage over the
West by dealing with actors and states that have been s.nub}ll)‘ed
by Western companies and governments .because thetr ethics
cannot be defended before Western publics. In Tictble 1.1, for
example, we see the top five African sources of imports be-
tween 2004 and 2007, four of which are known for some of
the worst humanitarian abuses in the world. Similarly, Tab%e
1.2 shows major Chinese financing and aid—rela}ted fconomlc
projects, which include five card-carrying “pariahs” between
2007 and 2008.

Table 1.1 Top Five African Sources of Chinese Imports:

20042007 ($ millions)

2006-2007
2004 2005 2006 2007 % Change

Africa Total 15,641 21,114 28,768 36,330 259
Angola 4,718 6,581 10,931 2,885 17.9
South Africa 2,955 3,444 4,095 6,608 61.4
Sudan 1,706 2,615 1,941 4,114 111.9
Congo 1,569 2,278 2,785 2,828 1.(1)

Equatorial 995 1,486 2,538 1,697 =33,

Guinea

SOURCE: Wayne M. Morrison, “China’s Economic Conditions,” Congresstonal y
Research Service, March 5, 2009, 21, http://www.fas.org/sgp/crs/row/RL33534.pdt.
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Table 1.2 Major PRC Financing and Aid-Related Economic Projects,

2007-2008 for Five Pariahs

China and the Global Shift

47

Amount
Pledged
Country ($ billion) Major Types of Project Finance
Venezuela 16.4 oil/gas exploration and investment
production, transportation,
telecom, light industry
Angola 7.4 infrastructure (railways) loans,
credit lines
Congo (DRC) 5.0 infrastructure (mining) loans
Sudan 42 oil refining, infrastructure, loans,
hydro power, humanitarian grants
Burma 31 hydropower, nickel ore investment,

loans

SOURCE: “China’s Foreign Aid Activities in Africa, Latin America and South
East Asia,” Congressional Research Service, February 25, 2009, 13, 15, 17,
http://www.fas.org/sgp/crs/row/R40361.pdf.

Thus while the optimists are right to say that China in-
creasingly engages with the liberal international order, they are
wrong to assume that the absence of confrontation implies
gradual integration with, or acceptance of, the U.S.-led system.
It does not.** While the current regime survives in Beijing,
China can go only so far in assuming the role of “responsible
stakeholder.” China’s mercantilist foreign policy mandates that
the raw materials and natural resources needed to sustain the
nation’s growth will be extracted from developing-world coun-
tries, regardless of whether China’s activities measure up to,

or fall short of, Western ethical standards and the governance
that accompanies it, or deviate from global norms.

GLOBAL SHIFT

Global shifts in power are a familiar theme in history. After
all, it was less than a century ago that another great shift took
place over the Atlantic. The year 1919 is often marked by his-
torians as a turning point in the distribution of power in the
international system, when the United States transformed from
debtor to creditor nation. This shift may have be¢n followed
by a period of isolationism and protectionism, but it signaled
anew level of involvement in world affairs that eventually saw
America become the world’s most powerful nation. Almost a
century later, China is the principal international creditor, and
we see the possibility of another shift away from Pax Amer:-
cana and toward the rising economies of Asia. The market
democratic model that America has promoted as the universal
endpoint of political-economic evolution has been blamed
around the world—rightly or wrongly —for its unregulated
excess and for bringing on a multiyear, global downturn.
While capitalism remains the lifeblood of global commerce
today, there is more than one form of capitalism. Wall Street,
popularly seen today as the home of fear and greed, is chal-
lenged by a new market-authoritarian model, boosted by
people across the world in illiberal places like Beijing, Moscow,
Singapore, and Caracas. Before the Berlin Wall came down,
says Lester Thurow, the capitalist world was held together by
a fear of communism. In the intervening period, capitalism has
learned to stand alone; consequently, in some parts of the global
economy, democracy has come to look more like its adversary.®
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Our erstwhile ideological enemies of the last century have
joined the modern market society, but not with the results
we expected. Instead, they’ve done it in ways that demonstrate
new, different, and in some cases more successful ways of play-
ing our game. To analyze this process, we must first understand
how the Western brand of liberal free-market fundamentalism
came and went as the principle model for economic success in
the developing world. This is the subject of Chapter 2.

CHAPTER 2

THE RISE AND FALL OF
THE WASHINGTON CONSENSUS

TO UNDERSTAND THE GROWING APPEAL of Chinese soft power
and alternative development models, we must understand its
historical context: the waning appeal of Western development
economics in the global south. Like many entertaining stories,
this one starts at Cambridge University.

It wasn’t obvious that John Maynard Keynes would do
anything of note with his life. Having graduated from Cam-
bridge, all he wanted to do was run a railroad, on the basis that
it looked “so easy.” When he failed to break into the railway
business, Keynes took the civil service exams and, in an often-
neglected footnote to history, received his lowest mark on the
economics paper.!

Keynes was promptly sent to the India office, from which,
freighted with dusty, mundane tasks (he once said his greatest
achievement was to export a pureblood bull to Bombay), he
soon resigned. Back in England, he found refuge on the lighter
side of English high life, writing journals in Cambridge and
animating the London party circuit as a member of the
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CHAPTER 4

THE COMPETITIVE EDGE:
“STATE-DIRECTED CAPITALISM”

SENEGAL’S PRESIDENT ABDOULAYE WADE asserted in 2008 that
with fewer conditions, less bureaucracy, and a much faster
timeline, “China’s approach to our needs is simply better
adapted than the slow and sometimes patronizing post-colonial
approach of European investors, donor organizations and non-
governmental organizations.” As Wade recounts, “1 have found
that a contract that would take five years to discuss, negotiate
and sign with the World Bank takes three months from incep-
tion to conclusion with Chinese authorities. I am a firm be-
Jiever in good governance and the rule of law. But when
bureaucracy and senseless red tape impede our ability to act—
and when poverty persists while international functionaries
drag their feet— African leaders have an obligation to opt for
swifter solutions. I achieved more in my one hour meeting
with President Hu Jintao in an executive suite at my hotel in
Berlin during the recent G8 meeting in Heiligendamm than I
did during the entire, orchestrated meeting of world leaders at

103



The Beijing Consensus

the summit, where African leaders were told little more than
that G8 nations would respect existing commitments.”!

The terms, the conditions and arrangements, of state-
directed capitalism give Beijing a distinct edge over Western
competitors. State subsidies of Chinese firms provide the in-
centive needed to pursue overseas projects that may not be
profitable, but which accomplish long-term strategic PRC in-
vestment and commodity access goals. For instance, the U.S.
Congressional Research Service reports that beyond the per-
sistent problem of bribes paid by both Chinese and Western
firms, state-backed Chinese firms have paid above-market
prices for shares in African state energy firms in order to guar-
antee access to oil supplies; these firms have also entered un-
profitable bids on projects to pave the way for future contracts
and closer bilateral ties.?

Moreover, China’s political system provides a further com-
mercial advantage over rivals in the United States, Europe, and
Japan. Liberal democracies must deal with powerful domestic
interest groups in business and the legislature. The absence of
domestic political obstacles enables Chinese companies and
government actors to forge agreements much more rapidly
than their Western counterparts.?

Chinese success in Africa, therefore, has much to do with
Western failure. Beijing’s competitive edge has been equally
visible in Latin America—especially during the recent global
economic crisis. The New York Times reported in April 2009,
for example, that while White House officials sought to rebuild
strained relationships with Latin America, China was “stepping
in” amid the gloom of the gathering downturn and offering
large amounts of money to struggling and grateful economies.
Deals included a $12 billion development fund for Venezuela,
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a $1 billion loan to Ecuador, and $10 billion each to Argentina
and Brazil. These loans pointed to a deeper engagement with
the region at the same moment when the new Obama admin-
istration was struggling to address the erosion of Washington’s
influence in the hemisphere. Reactions from the locals offered
a familiar story. The Venezuelan government reiterated that
Chinese aid differed from other kinds of multilateral assistance
because it came without “strings attached,” such as “scrutiny
of internal finances.” “This is China playing the long game,”
with financial assistance as a chip that translates into long-term
political influence.*

To smooth this process, Beijing has approached the leaders
of these smaller, poorer countries with flattery, feting them
with honors and receptions they would not receive from the
West. Dan Erickson, at the Washington-based think tank
Inter-American Dialogue, emphasizes that smaller countries
appreciate being treated as other heads of state when they come
to China, so even if they come from Saint Kitts and Nevis,
they get deference from Beijing, which they might not get in
Washington.®

Though there are numerous examples of situations in which
the Chinese have a commercial advantage, American national
security experts like the late Peter Rodman maintained that
Western companies still have an unbeatable trump card: Their
technology and experience are far superior to what has been
offered by most Chinese companies.® Rodman was correct, of
course. But this argument 1sn’t as straightforward as it sounds.
Even if Chinese technology lags considerably behind its West-
ern and Japanese counterparts, Joshua Kurlantzick retorts, a
number of developing countries believe that Chinese compa-
nies are more willing to share what they have.”
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In another dimension, China’s rising influence coincides
with a period of episodic and inconsistent U.S. attention. In
what is bound to be a costly lesson for Washington and not
easily corrected, a vacuum developed as the Bush administra-
tion appeared to abandon the active pursuit of statecraft in
most areas of diplomacy except terrorism. A 2008 study for
the Senate Foreign Relations Committee underscored this, con-
cluding that since 9/11, American diplomacy had built a rep-
utation in Africa for being interested in little more than the
war on terrorism and the war in Iraq. Africa was not alone in
this regard. The theme of U.S. inattentiveness was typified by
then U.S. Secretary of State Condoleezza Rice’s decision in
2007 to bypass the annual ASEAN Regional Forum and in-
stead to travel to the Middle East. President Bush skipped the
U.S.-ASEAN summit, which had been set for Singapore in
September, and left the Asia-Pacific Economic Cooperation
(APEC) summit a day early so he could turn his mind to an-
other more pressing commitment: Iraq.®

COMMERCIAL RELATIONS AS DIPLOMATIC SUPPORT

Examples of the China effect enumerated in this chapter span
several countries and regions. Yet, a majority of them have two
elements in common: the presence of natural resources and the
potential for new markets. But these are not the only benefits
to China’s deepening penetration of developing markets. Its
affinity for questionable neighborhoods and the eager friend-
ship of pariah regimes help to serve other important objectives.
As mentioned in the preface, evidence suggests that Chinese
commercial engagement in fact does come with conditions of
a kind, albeit limited and less invasive than Western stipulations
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for societal change. China consistently gleans support from its
trading partners on a handful of key issues: human rights, Tai-
wan, Tibet, and sovereignty.

Almost every time China establishes new commercial re-
lations with a developing nation, the same formulaic commu-
niqué is issued from Beijing. Two diplomats from their
respective governments are photographed shaking hands in
the Great Hall of the People. Underneath the photograph is
an official description of various bilateral agreements for loans,
aid, trade, and investment between China and its new com-
mercial partner. While the statement is short, it finds space to
iterate a new level of diplomatic cooperation. See China’s agree-
ment with Ethiopia in November 2005, when Chinese Vice
President Zeng Qinghong “expressed appreciation for Ethio-
pia’s adherence to the one-China policy and support for
China’s unification cause”; or with the leader of Guinea, who,
“hailing the close coordination in international affairs, he ex-
pressed gratitude for Guinea’s support on the Taiwan and Tibet
issues”; or with Gabon, which “voiced support for China’s re-
unification” and “reiterated that there is only one China in the
world, with the government of the People’s Republic of China
being the sole legal government representing China as a whole
and Taiwan being an inalienable part of China”; or with Guinea
Bissau, which “will steadfastly support China’s position on
the issues concerning Taiwan and Tibet”; or with Mali, which
“will firmly adhere to the one-China policy and support
China’s unification cause”; or Namibia, which promised to
support China “in international affairs through close cooper-
ation and coordination” and “to maintain close cooperation
in the UN and other multilateral organizations in order to safe-
guard the common interests of the developing countries.™
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China’s top legislator Wu Bangguo carried out a similar
handshake-and-photo performance in 2008 with the chairman
of the African Union (AU), Jean Ping, who officially “re-
affirmed [that] the AU Commission and most African countries
will always adhere to the one-China policy and other princi-
pled positions like the Tibet issue.”* If commercial relations
buy political and diplomatic support from the African nations,
then China-Africa trade statistics of the last decade provide a
graphic illustration of China’s increased influence (Figure 4.1).

Figure 4.1 China-Africa Trade Statistics,
1995-2006 (in billions of dollars)
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THE DRIVE TO ISOLATE TAIWAN

An equally important element in Chinese engagement with the
developing world has been its diplomatic crusade to isolate
Taiwan—an ally of the United States and one that Washington
has pledged to defend, as detailed in the Taiwan Relations Act
passed by Congress in 1979. The map of states that have shifted
diplomatic relations from Taipei to Beijing in recent years fur-
ther illustrates where China’s finance, trade, and investment
have brought new influence. At the time of writing, the only
African countries left that recognize Taiwan were Burkina
Faso, Gambia, S0 Tomé and Principe, and Swaziland. This 1s
not a new struggle. But recent years have seen a sharp decline
in the number of countries that have diplomatic relations with

30,000 - Taiwan. The cause for the decline is simple: China’s artful ap-
plication of checkbook diplomacy.

25000 17 In January 2008, Malawi announced it had cut diplomatic

P relations with Taiwan; Taipei couldn’t match the Chinese offer

- of $6 billion in aid." Malawi was the fourth-country to break

15000 4 relations with Taiwan in three years. In a similar format, Sene-

gal broke relations with Taiwan in October 2005, signing an

10,000 1 agreement that reportedly included an initial $600 million in

financial assistance from China.?? Chad followed suit the fol-

o lowing year after a series of secret meetings with Chinese of-

0l ‘9 e e B B B B ficials, for which the specific amounts involved were not

s [T T T T T Ton P P T i
W imports fram China | 256633 |3.208.11 | 405466 | 4,110.08 | 5,057.40 | 6,007.51 | 6,962.82 |10,199.43| 13.815.13 |18.686.76| 26,702.87 Thus’ the Chinese government uscs its grOWing commercial

ties in Africa for diplomatic purposes. Beijing passed an anti-

SOUR?E: Chri‘sto.pher Burke, Lucy Corkin, and Nastasya Tay, “China’s Engagement
of Africa: Prchmln’ary Scoping of African Case Studies, Angola, Ethiopia, Gabon,
Uganda, South Africa, Zambia,” Rockeféller Foundation report, Centre for Chinese

Studies, University of Stellenbosch, November 2007, 3, http://www.ccs.org.za/
downloads/RF_Paper_Final.pdf.

secession law in 2005, for instance, that legalized “nonpeaceful
means” to secure Taiwan and protect Chinese sovereignty if
the island declared independence. In what must be a harbinger
of times to come when China’s core interests are in play on
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the global stage, a number of African countries moved quickly
to provide diplomatic support. Alongside the African Union,
various governments, including Zambia, Lesotho, Egypt, Er-
itrea, Mali, Gabon, Ethiopia, Zimbabwe, Madagascar, Rwanda,
Guinea-Bissau, Uganda, Guinea, Namibia, Burundi, Comoros,
Central African Republic, and South Africa, issued formal dec-
larations, extending their full support for the antisecession
law.1*

This kind of diplomatic support was further evident when
China sought to thwart Japan’s attempt to gain a permanent
seat on the UN Security Council. In that instance, the Chinese
mobilized various African states at the Asian-African Summit
in April 2005 to stop the summit from endorsing a Japanese
seat.” Another case in point is found on September 2007, when
the UN General Assembly decided not to place the issue of
Taiwan’s membership on the UN agenda, blocking Taipei’s
fifteenth consecutive bid. An Associated Press headline at the
time read, “China Thanks Africans for Defeating Taiwan’s Bid
to join UN.”% According to a joint communiqué with South
Africa shortly afterward, “the Chinese side noted with appre-
ciation the position taken by South Africa and other countries,
against Taiwan’s bid for UN membership during the 62nd ses-
sion of the UN General Assembly.”"”

Similar strategies to isolate Taiwan have worked in Latin
America. (See Table 4.1 for the current status of China-Taiwan
competition for recognition.) During a vote in 2007 on Tai-
wan’s membership in the World Health Organization—some-
thing that Beijing has consistently blocked —Panama and
Nicaragua both abstained, while Costa Rica voted against its
membership. This is important on two levels. First, only
months later, Costa Rican President Oscar Arias switched
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Table 4.1 China (PRC) Versus Taiwan (ROC): Diplomatic
Recognition in Latin America and the Caribbean

‘Countries Recognizing Chi

. Countries Recognizing the Republic
- of China, or ROC (Taiwan)

Mexico

Central America

Costa Rica El Salvador, Guatemala, Honduras,
Nicaragua, Panama

Caribbean

Antigua and Barbuda, Bahamas, Belize, Dominican Republic, Haiti, St.
Barbados, Cuba, Dominica, Grenada, Kitts and Nevis, St. Lucia, St. Vincent
Guyana, Jamaica, Suriname, Trinidad  and the Grenadines

and Tobago

South America

Argentina, Bolivia, Brazil, Chile,
Colombia, Ecuador, Peru, Uruguay,
Venezuela

Paraguay*

a President-elect Fernando Lugo, who took office in August 2008, angouncgd after
his election in April that his government would establish relations with China.

SOURCE: Thomas Lum, ed., “Comparing Global Influence: China’s and U.S. Diplo-
macy, Foreign Aid, Trade, and Investment in the Developing World,”
Congressional Research Service, August 15, 2008, 159, htep://www.fas.org/
sgp/crs/row/RL34620.pdf.

diplomatic recognition to China, citing the growth of trade re-
lations in recent years and the prospect for increased Chinese
trade and investment. But secondly, Panama and Nicaragua
are countries that still ostensibly recognize Taiwan. Their ab-
stentions just happened to coincide with increased Chinese
trade in both cases.

These events suggest trends more nuanced than simple bloc
politics. Not only is Beijing building a string of alliances across
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the globe with nations overlooked and sometimes shunned by
the United States, it also aims increasingly closer to America’s
heart by attempting, if not to win over U.S. allies, then at least
to complicate the loyalties of those who continue to sit in an
ostensibly Western camp.'®

In January 2007, the International Herald Tribune asserted
that Chinese support does come with conditions; it is forth-
coming only for those who uphold China’s position on Taiwan.
This, of course, is not strictly so, for the same holds true for
China’s position on human rights at the United Nations. The
notion that China and the developing world held common
views on human rights and sovereignty was an overriding
theme in 2006 at the Forum on China-Africa Cooperation
(FOCAC) in Beijing.

First launched in 2000, FOCAC is often viewed as a de
facto inauguration ceremony for China’s twenty-first-century
march into Africa. Later conferences were held in 2003 and,
more recently, in 2006. In the same year, the UN General
Assembly replaced the UN Commission on Human Rights
with a new version called the UN Human Rights Council
(UNHRQC). China took the opportunity at FOCAC to release
a joint Sino-African statement, which welcomed the establish-
ment of the new UNHRC, but also emphasized that the
United Nations should “make concerted efforts to ensure that
the Council respects the historical, cultural and religious back-
ground of all countries and regions.” Thinly veiled, the impli-
cation was clear: China and its allies believe that multilateral
bodies like the UNHRC should respect the national boundaries
of sovereignty, and mind their own business.'® The number of
countries included on the FOCAC rosters is not insubstantial:

The Competitive Edge

113

Algeria Eritrea Namibia
Angola Ethiopia Niger
Benin Gabon Nigeria
Botswana Ghana Rwanda
Burundi Guinea Senegal
Cameroon Guinea-Bissau Seychelles
Cape Verde Kenya Sierra Leone
Central African Lesotho Somalia
Republic Liberia South Africa
Chad Libya Sudan
Comoros Madagascar Tanzania
Congo Malawi Togo
Céte d’Ivoire Mali Tunisia
DR Congo Mauritania Uganda
Djibouti Mauritius Zambia
Egypt Morocco Zimbabwe
Equatorial Guinea Mozambique

LET'S BO THE NUMBERS

Africa’s numerical advantages and its tendency toward bloc
voting have made it an important source of multilateral support
for China. One-third of the votes in the UN General Assem-
bly, and nearly half the members of the Non-Aligned Move-
ment, are African. These votes were crucial for China in the
International Olympic Committee decision to award the 2008
Olympics to Beyjing,.

Over the past decade, African nations provided the bulk
of support for blocking eleven anti-China votes at the United
Nations.?® Some of the most recent examples of pro-China
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voting on human rights came in 2007, Trade relations between
South Africa and China have grown rapidly since 2003, with
South African minerals and iron ore gomng to China while ap-
pliances and textiles come the other way. South Africa caused
a stir in the international press in 2007 by unexpectedly joining
China in a vote to block 2 UN resolution censuring Myanmar
for human rights abuses, bringing criticism that South Africa
had “forgotten the United Nation’s role in abolishing
apartheid.” It is no surprise that Beijing forged a solid rela-
tionship with South Africa at elite and political levels. Chinese
markets have also become a crucial destination for many of the
largest South African companies (Figure 4.2)

Figure 4.2 Major South African Companies Operating in China
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SOURCE: Christopher Burke, Lucy Corkin, and Nastasya Tay, “China’s En-
gagement of Africa: Preliminary Scoping of African Case Studies, Angola, Ethi-
opia, Gabon, Uganda, South Africa, Zambia,” Rockefeller Foundation r’eport
Centre for Chinese Studies, University of Stellenbosch, November 2007 115,
hetp://www.ccs.org.za/downloads/ RF_Paper_Final.pdf. T
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Conforming to the new fashion, the South African gov-
ernment denied a visa for the Dalai Lama in 2009 to attend a
peace conference of Nobel laureates in South Africa coincident
with the 2010 Football World Cup. Officials indicated that
they didn’t wish to jeopardize bilateral relations with a major
trading partner such as China. The government spokesman told
Reuters that the Dalai Lama’s presence “would not be in the
best interests of South Africa at this time.” This brought a sud-
den and stunning unanimous vote of protest by the conference
organizers, including former Nobel Peace Prize winner Arch-
bishop Desmond Tutu, who condemned the government’s
behavior as “disgraceful,” saying, “we are shamelessly suc-
cumbing to Chinese pressure.”2 The Nobel laureates post-
poned the event indefinitely and departed South Africa.?

THE UN HuMAN RIGHTS COMMISSION

According to a September 2008 report on the United Nations
from the European Council on Foreign Relations, the West is
suffering a slow-motion crisis at the UNHRC. Support for
Chinese positions on human rights— curtailing UN interven-
tions to alleviate humanitarian catastrophes, genocides, and
ethic cleansing —has jumped markedly from less than 50 per-
cent at the beginning of this decade to 74 percent in 2008.2¢ In
the 1990s, the U.S./EU bloc at the United Nations enjoyed an
average of 72 percent support on human rights issues in the
UN General Assembly. Since then, this figure has dropped to
the 48-55 percent range.

THE UN GENERAL ASSEMBLY

The figures for the United States alone were worse: A U.S.
State Department annual report to Congress measuring the
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fre(?luency with which the rest of the world voted with the
United States in the General Assembly shows that support for
U.S. positions has tumbled from more than 50 percent in 1995
to less than half that figure ten years later.?” Forty-one nations
that qualified as UN voting allies on human rights issues for
the 'U.S./UN block ten years ago no longer do so, shifting their
voting support to China and Russia. From Africa to Asia to
Latln. America, these include a notable list of Chinese com-
mercial partners, such as Algeria, Angola, Botswana, Cape
Verde, Central African Republic, Comoros, Egypt, Gabon

Leso.tho, Malawi, Rwanda, Senegal, South Africa, Togo, Ar—’
mema’, Azerbaijan, Bahrain, Bhutan, Jordan, Kazakhstan

Kuvivailt, Mongolia, Tajikistan, Thailand, Uzbekistan, Barbados,
Bolivia, Costa Rica, Dominica, Guyana, Jamaica, and Suri—,
name.*As their numbers have grown, and with success on key
votes, many of these countries have joined to vigorously defend

tra}d{tlonal sovereignty. Support for both China and Russia on
this issue has exceeded 80 percent in recent years.?

THE WORLD TRADE ORGANIZATION

Acquiring African allies is also important to China in the World
Trade Organization (WTO). There are thirty-eight African
.rnembers of the WTO, again making it the largest regional bloc
in .that body. As China has won more friends in Africa, it has
gatned the power to frustrate specific rules it opposes.zs,Man

of these countries, for example, have been targeted in China’}s’
pursuit of market-economy status (MES). This is an official
WTO designation that helps to protect China from fines if it
is found to violate antidumping statutes, and which the United

States and the European Union currently refuse to afford
to Beyjing,
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A bit of background is required here. Although China is
considered a market economy in general terms, its two most
important trading partners—the United States and the Euro-
pean Union—refuse to afford it official MES at the WTO on
the grounds that China still exhibits significant state involve-
ment in the economy and has an ineffective framework for
dealing with critical problems such as bankruptcy and abuses
of intellectual property rights.? MES is a valuable legal and
trade designation at the WTO, especially for export-based
economies such as China, because it prevents other countries
from launching antidumping cases. In trade terms, dumping
is a process whereby one country attempts to secure an unfair
advantage in a foreign market by exporting a product to that
country at a much lower price than what the product sells for
or costs to make at home. If a country is accused of dumping,
the complaint goes to the Directorate General for Trade (DGT)
in Brussels, which determines, by comparing the price of the
product abroad with the price in the exporter’s own country,
whether the exporter is guilty of dumping. If a serious discrep-
ancy is found, then antidumping duties are normally imposed
on the offending imports.®
A partly planned economy such as China can control the
price of a product at home to coordinate with its price abroad.
However, if the country does not have MES with the markets
involved, then the DGT will compare the product price not to
its home price, but to the product price in a surrogate country,
such as India or Japan, to determine what the real costs of pro-
ducing the goods are. Washington and Brussels are fully aware
of the central interference that the Chinese government fre-
quently exercises over the economy, and so they withhold MES.
But here is where commercial ties provide the counterweight
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mentioned above. Russia, Egypt, Venezuela, South Africa, the
ASEAN, and other countries have proven happy to extend this
designation to Beijing on bilateral terms, in return for Chinese
commercial engagement.?!

Thus, in the realm of commerce and trade, unlike the mil-
itary, U.S. predominance is being eroded by new connections
and agreements among emerging economies and new middle-
weight powers that are forming their own clubs in accordance
with their interests. China’s growing footprint in South Amer-
ica is a good example. The realignment of power that flowed
from the global economic crisis underscored China’s new re-
lationship with Brazil, for example, whose president, Luiz In-
dcio Lula da Silva, paid his second official visit to China in May
2009. The two countries have formed an easy marriage, as
Brazil is rich in natural resources —such as petroleum, man-
ganese, phosphates, bauxite, gold, iron ore, nickel, platinum,
tin, uranium, timber, and hydropower—and China is hungry
for the lot. Brazil is also eager to upgrade its infrastructure,
and China can provide both the investment and the technical
know-how to do so. It is hardly surprising, therefore, that
China overtook the United States in March as the largest export
market for goods from Brazil.” Developments of this kind
have become commonplace across the region. Two months
later, the China National Petroleum Corporation announced
plans for Venezuela and China to build two joint refineries in
China. Petrolos de Venezuela and China National Petroleum
Corporation signed a framework agreement that included plans
for Venezuela to export one million barrels of oil a day to
China by 2011.%

As a Deutsche Bank study on Chinese investment in Latin
America reports, between 2003 and 2006 alone, China an-
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nounced a daunting raft of investments and contracts: an oil
exploration deal with Ecuador; a framework agreement with
Arcelor and Compania Vale do Rio Doce (CVRD) to build an
integrated steel plant in Brazil, with an expected total invest-
ment volume of $1.5 billion; a deal to buy the Peruvian petro-
leum company PlusPetrol Norte for $200 million; a $20 billion
investment in the course of 10 years in Argentina, with an $8
billion deal to expand the railway system and a $5 billion deal
for oil exploration; a joint venture with Codelco, or the Na-
tional Copper Company of Chile, with a projected amount of
up to $2 billion; plans to invest $400 million in Venezuela’s efl—
ergy infrastructure, including oil and gas fields as well as ral.l-
way and refinery infrastructure; plans to buy oil assets in
Ecuador for $1.42 billion; a shared-production agreement for
prospecting and exploiting crude oil with Cubapetroleo; and
plans to invest US$500 million in Cuba’s nickel industry.”

In 2009, U.S. Secretary of State Hillary Clinton was obliged

to say that China was making “disturbing gains” in Latin
America and that Washington could no longer afford to shun
its various leaders, even if we don’t agree with all they say. As
she told an audience of Foreign Service officers at the State De-
partment, “The prior administration tried to isolate them, tried
to support opposition to them, tried to turn them into inter-
national pariahs. It didn’t work.”

Instead, a new sense of common cause has developed
among numerous constellations and associations of developing
countries in opposition to Washington. The Doha Trade Round
of 2008 provided the setting for China to deadlock trade talks
by joining with India to insist that developing countries be al-
lowed to impose prohibitively high tariffs on food imports
from affluent countries. A majority of representatives from
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the global south promptly fell in line behind them. The China
Daily described China’s role as the champion of vulnerable
farmers in the developing world who are threatened by the
rich world. Underlying Beijing’s course of action, of course,
was a motive more about domestic requirements than a sense
of fair trade for the global south; China’s leaders needed to en-
sure that China’s own peasant farmers could continue to pro-
duce a significant amount of the food for Chinese markets
without being undercut by imports. Notwithstanding, the
Dobha talks had the crucial effect of helping to bring China and
India together in a close partnership that stopped Western over-
tures in their tracks.* '

In the multilateral arena, China is actually making progress
on two fronts. The first is within international organizations
that include both the United States and China, and which
were previously viewed from Beijing with suspicion as U.S.-
dominated institutions; these include the General Assembly,
the WHO, and the WTO. The second front pertains to new
multilateral organizations, where China has sought to expand
its influence since the turn of the millennium with clubs that
don’t invite the United States to join. These include bodies like
the East Asia Summit, the Forum on China-Africa Coopera-
tion (FOCAC), and the Shanghai Cooperation Organization
(SCO). In these venues, Chinese officials have not hesitated to
combine soft power with a bit of muscle. African and Asian
ambassadors have made off-the-record statements suggesting
that China uses its aid and trade as leverage to make them tilt
away from U.S. initiatives.” In other words, it is made plain
that if the countries do not toe the line, or if they don’t abstain
when asked to do so, then economic projects, including foreign
aid, could be put at risk.
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THE POWER OF THE CHINESE EXAMPLE

The beginning of Chapter 3 suggests that Beijing has devel-
oped various ways of using its newfound financial strength to
forge new relationships in the developing world and so change
the complexion of international affairs. As these pages also
argue, however, China’s commercial expansion is equally the
flagship of a second serious problem for the West. This is
the growing appeal of the illiberal market model.

Across various parts of the global economy, says Eurasia
Group president, Ian Bremmer, the free market is being over-
taken by state capitalism, a system in which the state is the
leading economic actor.”® As the Financial Times reported in
2008, the topography of the world economy is being altered
by the rise of state capitalism. From Asia to Russia and the
Middle East, “governments are using their rising economic
power in new ways. Sovereign wealth funds from the Gulf,
Asia and elsewhere are buying stakes in ailing Wall Street in-
vestment banks; natural resources are falling under the control
of the state; and in Russia and China, there is an emphasis on
economic nationalism.””

What these developments really tell us is that the age of
Western-style privatization and deregulation unleashed by
Margaret Thatcher and Ronald Reagan in the 1980s is giving
way to a world in which governments use their economic
strength to buy strategic assets or exert global influence. But
these events also signal the end of optimistic expectations about
the transformative power of markets to globalize the principles
of the European Enlightenment. The marriage of free politics
and free economics is being replaced by governments determined
to reassert control over their economies, enhancing both their
autocratic base and their global influence. In the late eighteenth
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century, laments Yale professor Jeffrey Garten, capitalism re-
placed feudalism, and by the end of the twentieth century, freer
markets had won the day. But now the world flirts with an-
other major shift in the philosophy and the rules of global com-
merce. Unlike the changes of the past, this new trajectory does
not represent progress.*°

If command-and-control capitalism signals a strategic re-
Jection of the market-democratic doctrine, then it has emerged
with a handful of common characteristics. The most promi-
nent is the development of large energy corporations and na-
tional champion companies, which are heavily in bed with
the ruling political elite. The largest thirteen oil companies
in the world are now owned and run by governments, includ-
ing Brazil’s Petrobas, Malaysia’s Petronas, Iran’s National Ojl
Company, Venezuela’s Petrolos de Venezuela, Saudi Arabia’s
royal bureaucracy, China’s China National Petroleum Cor-
poration, and Russia’s Gazprom and Rosneft. Other sectors
also show a growing number of governments that are no
longer content with merely regulating the market. Instead,
they use state-owned or national champion industries to bol-
ster their political position domestically. These industries range
from petrochemicals to power generation, mining, iron and
steel production, port management, shipping, weapons man-
ufacturing, heavy machinery, telecommunications, and avia-
tion. Prominent examples now include uranium mining in
Brazil; nickel mining and steel production in Russia; railways,
cars, steel, and chemicals in India; telecommunications in China;
agro-industry in Algeria; phosphates production in Morocco;
diamond mining in Angola; uranjum mining in Kazakhstan;
food and beverage production in the Philippines; and electric-
ity grids in Azerbaijan.*?

In the meantime, governments that have built up large re-
serves of currency through the export of natural resources or
manufactured goods have often channeled this surplus into
varied investment portfolios of commodities, real estate, eq-
uities, bonds, or foreign currencies on the global markets.*
This process has seen the development of specific state-owned
investment funds, or sovereign wealth funds (SWFs). As Martin
Wolf observes, these are not in principle a new phenomenon.
The oldest such fund actually dates back to 1953 in Kuwait.*
In the last decade, however, SWEs have expanded dramatically
in number and, of course, wealth. According to the Standard
Chartered Global Research Group, the collective wealth of
these funds is already valued at $2.2 trillion and could reach
$13.4 trillion within a decade.* Notable examples include
Dubai, Singapore, Kuwait, China, Russia, Singapore, Iran,
Kazakhstan, Malaysia, South Korea, Brunei, Algeria, Saudi
Arabia, and Qatar.*

Another common theme connecting these examples is the
prevalence of tight links between the ruling elite and the com-
pany bosses. Commercial decisions in this context are heavily
guided by political actors, and the motivation behind invest-
ment decisions are often as political as, or more political than,
they are economic. The issue of domestic instability for the
ruling elite holds considerable import for how businesses are
managed and how markets perform.

As we’ve seen throughout this discussion, China is the ex-
ample of this model par excellence. The country is fast becom-
ing the most talked-about economy in the world, and yet,
people still struggle to define exactly what it is—predominantly
capitalistic or predominantly command-and-control? In reality,
China offers the best example—a hybrid innovation—for the
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space that lies in between the two. Various sectors of the
Chinese economy are very much private —retail, agriculture,
and service industries (except for the banking industry). But
then, large strategic sectors, such as steel, aluminum, energy,
transport, communications, and the banking system, are owned
by the government. An emphasis on domestic stability is the
guiding philosophy for managing these sectors, both at home
and abroad, through the application of national corporations,
SWFs, and oligarchies entangled with and reliant on the ruling
elite. We should also remember that economic liberalism in
this context must be heavily “caveated.” Periodically, the
Chinese government does something to remind the rest of us
that their commitment to free-market principles only goes so
far. One had to laugh in May 2009, when local officials in
Hubei Province were ordered to smoke a quarter of a million
packs of Hubei-branded cigarettes in order to boost the local
economy and stave off the downturn. Officials who failed to
reach their targets or who were caught smoking non-Hubei
brands faced fines. Even the teachers of local schools were is-
sued with smoking quotas. Special task forces were unleashed
on the population, barging into school staff rooms unannounced
to search the ashtrays and waste baskets for evidence of “non-
compliance.” Only in China, one might suggest, could the
government propose something as inventive as banning people
from not smoking.

On the global stage, this model of state-guided capitalism
poses various problems for liberal Western agendas. In geo-
economic terms, powerful companies with significant market
share have become instruments of their government’s foreign
policy. A clear case, as we’ve documented with numerous ex-
amples in this chapter, is the provision of Chinese aid to repres-

sive regimes 1n order to open up opportunities for companies
like Sinopec and China National Petroleum Corporation.

But there’s plenty of evidence that China is only the boldest
node on a broadening curve. For instance, meet Gazprom, the
natural-gas giant owned by the Russian government. As of De-
cember 2009, this company owned the world’s largest distri-
bution system of gas, with 97,560 miles of pipeline stretching
from the Far East to Europe. It sits on 20 percent of the world’s
gas reserves and 1s the single largest gas producer in the world.
Europe has become particularly reliant on Gazprom for up to
20 percent of its gas. This reliance will soon see a quantum in-
crease, with proposals for a Nord Stream pipeline across the
Baltic Sea from Russia to Germany, and a similar South Stream
pipeline across the Black Sea to Bulgaria and the Balkans.

The Wall Street Journal described the proposed Nord Stream
pipe as “Moscow’s energy version of dividing and conquering
Central and Eastern Europe.”* Against the backdrop of this
fast-changing energy map, Moscow can and doés use Gazprom’s
pipes for political purposes. On New Year’s Day 2009, company
officials (read the Kremlin) turned off the taps to Ukraine. The
ostensible reason was that Ukraine’s government was overdue on
payments and refused to pay market rates. Under the surface,
however, was a clearly political objective to punish the largely
pro-Western government for supporting Georgia in the Russo-
Georgian war of August 2008 and flirting with NATO mem-
bership.* As the Kremlin now comfortably assumes, Europeans
are trapped by their dependence on Russian natural gas—with
everything this implies geopolitically in European acquiescence
to Russian designs on central Asia and Eastern Europe.

Government-controlled assets are thus being channeled into
global markets in ways that reaffirm the role of governments
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over markets.*® Among prominent examples of late, Singapore,
Kuwait, and South Korea provided much of a $21 billion life-
line to Citigroup and Merrill Lynch in 2007-2008.>! While price
details of specific funds and amounts are not disclosed, other
companies known to have received major infusions from SWFs
during the dark days of the credit crunch include Kaupthing,
Chrysler Tower, Bear Stearns, Canadian Imperial Bank, Bar-
clays, Morgan Stanley, and UBS.*?

Hidden in these developing modes of economic manage-
ment is a challenge to the West in cultural and political terms.
Of course, the specifics of the Chinese development model
cannot be easily reproduced on various counts, such as the
amount of available labor, its suppressing effect on wage rates,
the Confucian legacy, the high saving rates, the strong work
ethic, or the fifty-year heritage of central economic planning.
As discussed in Chapter 1, however, the specifics of the model
are not where the power of its example lies.

What makes this model attractive is the simple, political
equation behind it: the power of the market plus the stability
of authoritarian rule. The government embraces certain tenets
of liberal economic policy, such as opening the economy to
foreign investment, allowing labor flexibility, keeping tax and
regulatory burdens low, and creating a first-class infrastructure
through combined private-sector and state spending. It also
keeps a firm grip on government, the courts, the army, the in-
ternal security apparatus, and the flow of information.

This formula strikes a new kind of capitalist bargain be-
tween the people and the government. The state continues to
improve living standards for the people; in return, the people
let the state rule as an authoritarian regime. It is a bargain, says
Robert Kagan, with a single, practical rule: “You can have

The Competitive Edge

127

whatever private life you want; no one’s going to come in and
tell you what to read or how to think as long as you keep it to
yourself; you can make money, you can prosper —just keep
your nose out of politics or we’ll cut it off.”** China hasn’t
moved to impose its own market-authoritarian model on
others —but has made others aware of its approach and doesn’t
object if others wish to replicate it or learn from its manage-
ment expertise in various areas: state control of strategic in-
vestments and a semiprivate media; macroeconomic policy on
containing the inflationary pressures of large trade surpluses
with sterilized foreign-exchange interventions; or boosting
foreign direct investment through central regulatory mecha-
nisms like tax holidays and other subsidies.

PIVOT POWERS

Increasingly, middle-sized regional powers are seeing an ad-
vantage of these management practices particularly at a mo-
ment when Western financial competence and the Washington
Consensus are topics of derision. These include Indonesia,
Vietnam, Nigeria, Turkey, Saudi Arabia, Pakistan, Venezuela,
Brazil, South Africa, Ukraine, and Egypt, among others. Some
are shaky “democracies”; others are inspired by China’s pio-
neering “path around the West.” They sit along a continuum—
extending from those that admire the Chinese model (with
some caveats), such as Vietnam, and have incorporated as-
pects of it into their own governance, to those such as Egypt,
engaged in failed attempts to build democracy and frustrated
by corruption, resource shortages, and histories untouched
by the Enlightenment, but which envy China’s stability and
growth.



The Beijing Consensus

These countries may be thought of as “pivot powers.” As
regional leaders, they tilt toward either the Chinese or the
Western models, and their actions have a ripple effect on others
nearby.** Beijing looms large in this competition because as
elites have examined the China model to see what aspects are
applicable to their country’s development, they see two afore-
mentioned elements that are attractive to Second and Third
World leaders across the globe: First, that China’s rise demon-
strates the ability of a middle-sized power to achieve high
global status in a short period without regime change or ide-
ological compromise; and second, that its model offers a path
to prosperity and stability that avoids term-limited rule, rau-
cous legislatures, critical media, and the cacophony of the pub-
lic square.

As weather vanes, the choices of pivot powers provide a
measure of the relative acceptance or rejection of the China
model as an alternative to market democracy. Moreover, in
those cases where it is accepted, shared political, cultural, and
historical orientations tend to facilitate acceptance by proximate
lesser countries.

CAN IT WORK FOR US?

Officials from Vietnam, Burma, and Cambodia have traveled
to China in droves to examine the Chinese example for parts
that might be applicable in their efforts to promote devel-
opment while staving off political liberalization.” The gov-
ernments of Syria and Iran have both publicly stated that
they hope to copy a Chinese model of development that can

grow the economy and control political dissent at the same
time.%
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Iran is perhaps the perfect example of the contagious appeal
in Chinese ideas on hybrid governance. In 2006, its government
sent a high-powered delegation of members of parliament and
other officials to visit Shanghai and Shenzhen, as two booming
towns that typify China’s approach. The head of Iran’s Parlia-
mentary Economic Committee, Adel Azar, soon announced
that he was “shocked” by the level of contrast in dynamism be-
tween China and Iran. The Wall Street Journal reported that
Iranian officials were “looking to China for ideas on solving a
riddle that has bedeviled strong-fisted governments the world
over: How does a state loosen its suffocating grip on the econ-
omy without losing political control in the process?”*® As Azar
confided to the international press, “We started our debate about
private business about the same time as China . . . We argued;
they just got on with it.” The Iranian economist Djavad Salehi-
Isfahani summed it up: “The thing they like about China is that
they think it shows you don’t need democracy to grow.”

Unfortunately for the liberal internationalists, these senti-
ments have been spreading. The Laotian government an-
nounced in 2005: “We see that the economy of China has
grown, and we think that there are lessons for Laos’s economy
from China—the building up of socialism while also having
sustained economy growth.” After the president of Mongolia
visited the White House in 2006 to discuss the future of U.S.-
Mongolia relations, an executive assistant to the foreign min-
ister confided that while his government publicly reiterated its
commitment to democratic reform, “we really like what they
are doing in China.” Under that model, he explained, “you get
the benefit of 10 percent annual growth, a middle class, and
leaders know they have a job for more than four years ... but
without the ‘side-effects’ of democracy.”®!
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Perhaps unsurprisingly, officials from the Cuban and
Chinese governments, both communist in name at least, have
undertaken various exchange trips over the years. I first spoke
with the Cuban minister of economy and planning in 1992, re-
counting the substance of discussions held eight years earlier
in China with the chairman of the Commission for Restruc-
turing the Economy about China’s early experimentation with
the hybrid model. Exchanges between the two countries have
been ongoing, focusing more recently on ways to help Raul
Castro maintain Cuba’s frayed economy while undertaking
much needed reforms. William Ratliff, a Cuba expert at Stan-
ford University’s Hoover Institution observed, “During the
past 15 years, important members of the Cuban political, mil-
itary, and business elite, including Fidel and Ratl Castro and
two-thirds of the members of the Communist Party Politburo,
have visited China and remarked with great interest on the
Chinese reform experience.”®2

In Malaysia, China’s model of mobilizing society for eco-
nomic gain while keeping down tension had been noted as at-
tractive for its scant emphasis on individual rights and
freedoms.® Brazilian policy makers have made fact-finding trips
to China to learn from Chinese management expertise in cen-
tral economic planning.* Ethiopia has been following with great
interest China’s example of developing the economy without
compromising its sovereignty to liberal international norms.*

Here we must return to a recurrent theme in the China
narrative— Beijing’s good timing. Polls of opinion outside
the Western sphere and taken in 2008 suggest an increasing
preference for guarantees of social order and delivery on eco-

nomic promises rather than the Western liberal dream of
democratization.
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Between 1996 and 2000, only 27 to 37 percent of Latin
Americans expressed satisfaction with democracy. Support for
democracy in 2002 was lower than in the 1996-2000 period.
Only 19 percent trusted political parties, 22 percent trusted
parliament, and 26 percent trusted the judiciary.®

In a 2008 survey of world public opinion that looked at
similar issues in a different way, the University of Maryland’s
Program on International Policy Attitudes (PIPA) asked nearly
twenty thousand people in twenty countries how much con-
fidence they had in seven key leaders “to do the right thing
regarding world affairs.” The two winners were Russia’s Vadi-
mir Putin and China’s Hu Jintao.” Why?

The answer comes in three parts: First, Richard Hol-
brooke, the current special envoy for Afghanistan and Paki-
stan, makes the rather obvious point that these sentiments
show “people’s dissatisfaction with the way the world leader-
ship is addressing the current crop of problems.”® Second,
the survey was conducted amid the ongoing convulsion in
Iraq, the deteriorating conditions in Afghanistan, the rising
instability in the South Asian region, and the continuing eco-
nomic downturn broadly thought to have originated in the
West. Meanwhile, both China and Russia had remained stable,
with GDPs in the high single digits. In another dimension,
and perhaps most importantly, the Enlightenment template
of universally applicable democracy may have never pene-
trated quite as deeply into the psychology and politics of the
non-Western world as Western, and particularly American,
commentators assumed.

It’s no surprise that after the debacle in Iraq, the most dra-
matic erosion of these ideas has been in the Middle East. Inci-
dentally, approval of China in that region at the same time has
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Table 4.2 Views of China and the United States in the Middie
East (Selected Countries), 2007

Views of China Views of the United States
% Favorable % Unfavorable | % Favorable % Unfavorable
Lebanon 46 48 47 52
Turkey 25 53 9 83
Jordan 46 49 20 78
Egypt 65 31 21 78
West Bank/Gaza 46 43 13 86
Israel 45 45 78 20
Morocco 26 30 15 56
Kuwait 52 17 46 46

SOURCE: Pew Research Center, “Global Unease with Major World Powers,” 47-Nation
Pew Global Attitudes Survey, Pew Global Attitudes Project, Washington, DC, June 27,

2007, 3, 39, hup://pewglobal.org/reports/pdf/256.pdf.

increased. In Table 4.2, the United States outranks China for
“unfavorable views” in every case but Israel.

But even beyond the Fertile Crescent, U.S.-style democ-
racy promotion has sustained damage across the developing
world, in part because elections fix little in desperately poor
countries. More and more voters have been embracing tough
officials (like Putin or Chavez) as long as these leaders can de-
liver economic growth and social order in an environment
where the average condition of the average person looks
brighter from one year to the next.*

Latin America is a bold example. A 2003 survey found that
more than 50 percent of respondents agreed with the statement
“I wouldn’t mind if a non-democratic government came to
power if it could solve economic problems.””

The results of the past two decades have been particularly
disappointing for countries that democratized at low levels of
wealth, such as Indonesia, Cambodia, and Bangladesh. Adher-
ents to the East Asian Model, such as China and Singapore,
have seized on these examples to support a broader message
that the Western template for democratic governance is not
universally applicable. Former Singaporean ambassador, Chan
Heng Chee, underscored the differences between the two,
stressing that “developing countries may benefit from a post-
ponement of democracy. If and when it does arrive, Asian de-
mocracy has to be expected to look different from the Western
type—less permissive, more authoritarian and focusing on the
common good rather than the individual rights.””!

Singapore’s former leader and founding father, Lee Kuan
Yew, spoke for a consensus among regional leaders in 2008:
“With few exceptions, democracy has not brought good gov-
ernment to new developing countries. What Asians value may
not necessarily be what Americans or Europeans value. West-
erners value the freedoms and liberties of the individual. As an
Asian of Chinese cultural background, my values are for a gov-
ernment which is honest, effective and efficient.””

As Lee also pointed out, democratic processes can have il-
liberal outcomes. In parts of Africa, Asia, and Latin America,
supposedly democratized nations have reverted to various
forms of authoritarianism or have become mired in dysfunc-
tional stages of democracy. Here social groups have often lacked
the resources to participate effectively in the policy-making
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processes. Social and political cooperation have been under-
mined by internal disagreements and general distrust among
ethnic groups, while elites from the previous regime have con-
tinued to control political power and key state resources.”

As we've seen in this chapter, therefore, the market-
authoritarian model has leveled a powerful challenge in the realm
of ideas against the preeminence of the market-democratic
model. It upends what has been a cornerstone of Western
thought, namely, that economic freedom needs political free-
dom and a minimal role for the state. A growing number of
countries are starry-eyed about the new alternative develop-
ment model—and its billboard in Beijing.

We’ve also seen how China administers a complex, multi-
dimensional foreign policy. Beijing is determined and skillful
in obtaining the necessary resources, both physical and polit-
ical, while avoiding confrontation. China’s challenge 1s oblique.
It is indirect and painstakingly crafted to extract advantage
from the weaknesses and discontinuities evident in the Western
presentation.

When we view these issues from the political heart of the
West, however, we would hardly think so. There’s an estab-
lished school of optimism in Washington, which says that en-
gagement with the Western powers will eventually make China
walk and talk more like a Western nation. This gradualist view
of Chinese growth is popular, particularly among those living
outside China. It is also mistaken, and the reason resides within
China’s borders. In the next chapter, we discuss the often-
neglected link between Chinese strength in the world and
Chinese weakness at home.

CHAPTER 5

THE MYTH OF INEVITABILITY

THE PERMANENT DUALITY OF CHINESE FOREIGN POLICY

In 2005, Robert Zoellick, then U.S. deputy secretary of state,
famously called on China to become a “responsible stake-
holder” in the international community.! Secretary Zoellick
proposed this term as a standard by which to measure China’s
future behavior. Before long, it became a popular sound bite
for those advancing the “inevitability argument.” This remains
a popular view in Washington. It also puts China’s global rise
in a reassuring light for the continued health of Western pre-
eminence in the world.

The inevitability argument goes roughly like this: Since
China’s leaders have embraced a form of Western-style capi-
talism, they have come to rely on international markets and
global trade to sustain economic growth, rising standards of
living, and political stability. And so the richer and more mod-
ern China becomes, the more it relies on, and integrates with,
the international community.



CHAPTER 6

THE PROBLEM IN WASHINGTON

GANGS AND GRAND SCENARIOS IN THE CHINA DEBATE

When Hillary Rodham Clinton appeared before the Senate
Foreign Relations Committee as Barack Obama’s nominee for
secretary of state, the confirmation hearing produced a tran-
script of over fifty-three thousand words. The hearing covered
a long list of pressing issues for America’s top diplomat: the
global financial crisis, terrorism, nuclear proliferation, the
intractable Arab-Israeli conflict, climate change, plans for with-
drawing troops from Iraq and rooting out al-Qaeda in Afghan-
istan. In this extended congressional exchange, one major issue
was barely mentioned. As a subject in itself, China used up a
total of six sentences.!

Clinton’s Senate hearing highlights another element in the
China challenge, this time on the American side. Beyond
Olympic games and occasional headline grabbers like violent
protest in Tibet, China is often ignored or skipped over by
American politicians and opinion writers, unless you belong
to one of Washington’s designated “China gangs.” As former
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Secretary of Defense James Schlesinger explained to me, the
American China debate is globulated and divided into separate
lobbies and single-issue groups.2 Each of these groups is con-
cerned with a specific part of the China question: Chinese mil-
itary development, trade and labor issues, human rights,
technology transfer issues, violations of intellectual property
rights, or business opportunities and the benefits of commercial
engagement.

While these groups proceed along largely separate lines,
taken together, they create a China debate that is dominated
by competing sets of grand scenarios, such as “China is coming
to get us,” “China is coming to buy us,” or “China is coming
to join us.” In turn, these scenarios encourage a coalescing of
positions into two broadly polarized camps of “panda hug-
gers,” who tend to preach the virtues of commercial engage-
ment and inevitability of Western-style democracy in Asia, and
“panda bashers,” who warn of a menacing China threat in var-
1ous guises.

The problem is that the reality of the China story defies
these kinds of scenarios. The very nature of the China challenge
means that no single group has the answer—or even a complete
definition of the problem. The Chinese are our economic part-
ners. But they are also our political rivals. Thirty years of suc-
cessful market reforms indicate that the Chinese Communist
Party is not about to crumble. But neither is it melting into
liberalism. China has survived the global demise of Commu-
nism to become the world’s most powerful rising power. Yet
it has neither confronted the U.S.-led system nor gradually
conformed to the American worldview in the two decades
since Soviet collapse. Before we turn to the final chapter to dis-
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cuss how to respond to these contradictions, let us identify the
problem in Washington and how it has worked to suppress a
proper formulation of the issue.

THE HAWKS' CLUB

Perhaps the best-known group of China watchers inside the
Beltway is the hawks’ club of analysts who focus on China
primarily in terms of a rising military threat. A trenchant ex-
ample came shortly before Barack Obama entered office. For
those who thought the neocons disappeared with America’s
hopes of a quick and easy invasion of Iraq, there was an Oc-
tober surprise in the final weeks of the Bush administration,
when Paul Wolfowitz authored a government report about the
rising Chinese military threat. The report warned in sober
tones that Beijing “seeks greatly enhanced military power and
reach” in a broad policy that aims to “break out” of the Pacific.
It also criticized Washington for having allowed the U.S. stock-
pile of nuclear weapons to “atrophy” over the last two de-
cades.’ Minus the details and the caveats, of course, the report
became grist for the mill of military alarmists. Among the jour-
nalists who first distributed the Wolfowitz report was Bill
Gertz of the Washington Times and Fox News. Gertz has ar-
gued extensively that the “most serious” challenge to America
from Beijing is “China’s military build-up,” its emphasis on
developing weapons of mass destruction and the dangers of a
coming war over Taiwan.* Pushing these themes in books and
articles with titles like “The China Threat” and “How the
People’s Republic Targets America,” Gertz belongs to a con-
stellation of journalists, former Cold War defense intellectuals,
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and think-tank members who have spent the last decade in
Washington warning that China poses a serious military threat
This group has been named the Blue Team by some of its own
members, for the color ascribed to the American side in war
games during the Cold War.®

Publications like the Washington Times and the Weekly
Standard, along with research institutions like the Center for
Security Policy, the American Enterprise Institute (AEI), and
the Heritage Foundation, have duly provided a platform for
what has been an important and powerful debate on these is-
sues. When the question of U.S.-China policy arises in these
forums, it is more often than not in terms of China’s growing
nuclear, space-based, or naval capacity and its intention to con-
front American power. Gary Schmitt and Dan Blumenthal of
the American Enterprise Institute suggest that China “almost
certainly would not be seeking these military capabilities to
support a policy of mere deterrence.” The bigger objective,
they have warned, is a “lethal nuclear strategic capability —
aimed primarily at the United States.”

A briefing from the Heritage Foundation makes a similar
point: “China’s rapid strategic forces modernization is China’s
‘biggest threat’ to the United States.”® Former State Depart-
ment official and AEI Fellow Michael Ledeen wrote in the
Weekly Standard, “So long as China remains a ruthless Com-
munist dictatorship . . . the inevitability of conflict must inform
all our thinking and planning.”® The University of Pennsylva-
nia sinologist Arthur Waldron makes this sobering point:
“China is developing a formidable military force that makes
no sense at all unless one assumes that a ‘grab for power’ of
some sort is its rationale.”*® And in “How We Would Fight
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China,” Robert Kaplan asserted that the American military
contest with China will “define the twenty-first century,” as
China prepares its capability to “lob missiles accurately at mov-
ing ships in the Pacific.”"

Next to the journals and think tanks, the most powerful
platform for China hawks in Washington over the last decade
has been the Department of Defense (DOD). During Donald
Rumsfeld’s time as secretary of defense, a group of neocons
and others established a consensus view at policy levels of the
Pentagon, saying that China represented a serious and expand-
ing military threat. Alongside figures such as Wolfowitz and
Douglas Feith, this view was shaped and promoted, in partic-
ular, by one of Rumsfeld’s key Asian advisers, Michael Pills-
bury, a perceptive analyst and sinologist who sometimes
translated for the then-secretary during meetings with Chinese
officials. The Wall Street Journal called him “one of the Pen-
tagon’s most influential advisers on China.” As Pillsbury told
the Journal, most Americans misunderstood China in viewing
it as a peaceful country intent on economic prosperity. Amer-
ica’s China watchers, he said, from the lower levels of the State
Department to the intelligence agencies, the business commu-
nity, and the academy were, too often, “panda huggers,” who
failed to realize that the Chinese military nurtured ambitions
far beyond the question of Taiwan and even planned to pro-
voke small wars to secure resources for its growing energy
needs. “Beijing sees the U.S. as an inevitable foe, and is planning
accordingly,” Pillsbury asserted, and Washington would be
“remiss” not to plan likewise.?

Pillsbury played a key role in formulating the Pentagon’s
2006 Quadrennial Defense Review (QDR), which paralleled
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his views closely. China’s military expansion had already al-
tered the “military balance” in the Pacific, announced the
QDR, and Chinese military development now presented a
major challenge to the United States in its commitments “to
resist any resort to force or other forms of coercion” against
Taiwan.!

This strong intellectual tide is, moreover, supported by in-
stitutional persuasion. As Ivan Eland at the Cato Institute sug-
gests, beyond the coterie of defense intellectuals that settled at
DOD during the Bush years, there is also an institutional ten-
dency that influences the discussion. Threat projections from
the Pentagon are naturally inclined to underscore issues such
as China. The DOD is, after all, the federal bureaucracy di-
rectly responsible for meeting any military challenge from
China and must have congressional support to purchase the
weapons, personnel, fuel, and manpower to prevail. Thus, for
the institution whose job is to spot the next threat, China draws
inevitable focus as the power the United States may, one day,
be compelled to confront.*

This forceful argument, advanced by respected policy an-
alysts both within and outside the government, has not gone
unnoticed in Beijing. Chinese policy makers have begun to
complain in recent years about the prevalence of this group in
the Washington debate. In March 2009, for example, Foreign
Ministry spokesman Qin Gang lodged a public and official
complaint against the frequent reports sponsored by the Pen-
tagon on Chinese military development. Qin asserted that these
reports “smacked of Cold War mentality” and caused “damage
to the relationship between the two countries” by putting “ob-
stacles” in the way of closer military and economic ties.s

GHINESE MILITARY DEVELOPMENT IN GONTEXT

There are serious reasons, certainly including its military mod-
ernization, for America and the West to be concerned about
China’s growing role on the world stage. China has increased
its defense spending exponentially each year for over a decade.
It has given priority to research and the development of space-
based and undersea technologies to blunt the striking power
of U.S. forces. But these developments are often depicted by
the hawks’ club in isolation from the wider context. The issue
is more complex than China’s attempting to catch up with the
U.S. military in order to challenge American military su-
premacy. China has sought to avoid both the costly financial
drain and the negative American reaction that would almost
certainly accompany a serious attempt to establish force parity
with the United States.

There is no doubt that Beijing has invested considerable
time and money in developing a new generation of technical
and military hardware, from sea-skimming missiles that can
attack aircraft carriers to ballistic systems that can shoot satel-
lites out of the sky. But this is less a policy designed to chal-
lenge, and eventually fight, the United States, and more a policy
of establishing an “area of denial” around mainland China and
Taiwan and an area of influence extending across the island
chain to Guam. The key element for Beijing, at least for the
present, is to possess a credible military threat should Taiwan
choose to break the status quo and declare independence.

Central to China’s evolution in recent decades has been a
determination to avoid a costly arms race with the United
States. Rather, China has sought a deterrent capability that tar-
gets America’s reliance on high-tech equipment that provides
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battle-space intelligence, surveillance, target acquisition,
reconnaissance, and communications. That China’s military
capacity remains credible is critical to the People’s Liberation
Army, which, in addition to the United States and Taiwan,
worries about Japan and the South China Sea, and to the CCP,
which remains worried about the prospect of unrest among
ethnic minorities like the Tibetans and the Uighur Muslims of
Xinjiang Province.

A somewhat more moderate perspective was offered by a
Pentagon report published in March 2009 under the tutelage
of Rumsfeld’s successor, Robert Gates. This report made the
point that while “China is seeking technology and weapons to
disrupt the traditional advantages of American forces . . . its
ability to sustain military power at a distance remains lim.-
ited.”* The Chinese military had undergone a “comprehensive
transformation,” said the report, from a “mass army” to one
capable of fighting “short-duration, high intensity conflicts
along its periphery” against “high-tech adversaries” in an ap-
proach that China calls “preparing for local wars under ‘infor-
mationized” conditions.”" The report emphasized that the
secrecy surrounding the PLA, opaque practices, and inade-
quate military exchanges creates the potential for miscalcula-
tion. The Chinese navy, for example, refused in 2008 to enter
into an incidents-at-sea protocol with the United States—a
protocol that would establish procedures for avoiding potential
confrontations. The international community continues to
have limited knowledge of the motivations, decision making,
and key capabilities supporting the modernization program.
But on the basis of discernible data, the evidence suggests that
the “important driver of its modernization” remajns “preparing
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for contingencies in the Taiwan Strait, including the possibility
of US intervention.”!®

Charles Freeman of the Center for Strategic and Inter-
national Studies says that the real message from Beijing is less
a question of “we’re coming to get you,” and more like “Sh}lt
up and leave us alone and let us manage our problems.”*
China’s leadership has gone to great lengths over the last de-
cade, he notes, not to supplant or challenge the American se-
curity umbrella in places like the Middle East, Southeast Asia,
and Latin America. The ruling party is innately inward looking,
which makes it reliably allergic to international conflict. This
doesn’t make conflict impossible between Washington and Bei-
jing or Beijing and Taipei, which remains susceptible to acci-
dental scenarios such as a collision between Chinese and
Taiwanese fighter jets. But it makes the prospect of war lefs
likely. War would be catastrophic for the CCP for economic
reasons. Crucially, it would cause the party to break the social

contract that binds it to the people.

THE TRADE WATCHERS, PART 1

If the China hawks have helped to fashion the notion that
China is coming to get us, this group is closely allied with an-
other China frame that also contorts the Washington debate:
China is coming to buy us.

Washington has seen rising anxiety in the last half decade
over Chinese foreign investment in the American economy,
through state-owned entities such as China Investment C.or-
poration (CIC), the China National Offshore Oil Corporation
(CNOOC), and, of course, the People’s Bank of China. The
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single most documented example of recent years came in 2005,
when CNOOC tried to buy the U.S. oil company Unocal,
trumpirg & competitive bid from Chevron. Before the deal
could be completed, it was blocked by Congress in a tide of
agitated rhetoric; Chinese investment, like a Trojan horse, was
said to imperil U.S. national security.

Forty-one lawmakers from both sides of the aisle wrote an
open letter condemning the deal as a threat to national secu-
rity.® Chairman of the House Energy and Commerce Com-
mittee, Joe Barton (R-TX), wrote to the president, saying, “We
urge you to protect American national security by ensuring
that vital U.S. energy assets are never sold to the Chinese gov-
ernment.”? Congressman Richard W. Pombo (R-CA) spon-
sored a resolution that declared that permitting the Chinese
company to buy Unocal would “threaten to impair the national
security of the United States.” He underscored that Congress
still retained its historical power to “regulate commerce with
foreign nations,” under Article I, Section 8, of the Constitution
when the nation’s security was directly threatened.?? Frank
Gaffney, a former deputy assistant secretary of defense, testified
at 2 House Armed Services Committee hearing and stated that
permitting the CNOOQOC deal was a grave mistake because it
belonged to a broader Chinese strategy “to supplant the United
States as the premier economic power in the world and, should
it become necessary, to defeat us militarily.”? James Woolsey,
director of the Central Intelligence Agency during the Clinton
administration, asserted that the deal was “naive” and “dan-
gerous.” As he told the Armed Services Committee, “for any-
one who believes that this is purely a commercial undertaking,
unrelated to a national strategy of domination of energy mar-
kets and of the western Pacific, I would suggest that that view

is extraordinarily naive.” The American Enterprise Institute
convened a panel of concerned China watchers, including
Thomas Donnelly and Daniel Blumenthal, who discussed the
potential risks to American military and economic security.
The Heritage Foundation issued a briefing called “Say No to
CNOOC’s Bid for Unocal,” saying that the bid threatened
to provide Beijing with a powerful strategic asset should U.S.-
China relations give way to military conflict.”® Even the pres-
ident of the National Foreign Trade Council, William Reinsch,
claimed that the deal presented a veiled threat to national se-
curity, since “our Army, Navy and Air Force run on oil,” with
the implication that China might be able to curtail American
access in a time of potential conflagration.?

Meanwhile across the Atlantic, the Economist magazine
asked the obvious question, “Is America’s energy security
really at risk, as politicians claim?” The case, it suggested, was
actually hard to make. Beyond the inflated rhetoric of Gaffney,
Woolsey, and various lawmakers and think tanks, Unocal was
in fact a puny player on the world oil and gas markets. By size,
it failed to rank among the top forty oil or gas firms.”” As a
neglected report from the Congressional Research Service said
at the time, Unocal accounted for only 0.8 percent of U.S. pro-
duction of crude oil, condensate, and natural-gas liquids. Its
production of petroleum was a minuscule 0.3 percent of US.
consumption.?®

While this episode did little to elevate the debate on the is-
sues that mattered, it illustrated how quickly grand scenarios
can swallow the China debate. What started as a small-scale
bid in market terms grew to become a discussion about how
to stop the Chinese government from threatening America’s

way of life.
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THE GREAT GAME WATCHERS

By this token, another school that underscores the China men-
ace is the “great power historians.” This time, it is history,
rather than investment, that rings the fire bell in the night. This
group pushes the China question into a heavy historical frame-
work, which says that rising powers provoke war with estab-
lished hegemons, as the former inevitably challenge the latter’s
sphere of influence.

Among the most common similes for this argument is the
rise of Germany under Kaiser Wilhelm II, who infamously
oversaw the industrialization and militarization of imperial
Germany, rendering it a rising European power that threatened
the incumbent British hegemon. This view is typified by Gary
Schmitt of the American Enterprise Institute: “If it walks like
a duck and it quacks like a duck, then it must be a duck. China
quacks quite a lot like Wilhelmine Germany in keeping with
the classical rising power pattern. For this reason, it’s really
bound to bump into the U.S. at some stage.”? Robert Zoellick,
writing in the Weekly Standard a decade ago, was talking about
China when he warned that “failure to deal effectively with
Germany’s rise led to seventy-five years of conflict.”*® Onetime
presidential candidate Pat Buchanan declared in 2005, “What
America and China must avoid is the fate of Wilhelmine Ger-
many and the Britain of George V, when the world’s rising
power and receding power stumbled into a thirty-year war
that destroyed both.”*!

According even to those who advocate greater use of “soft
power” in America’s foreign relations, such as John B. Henry
of the Committee for the Republic, China raises anxiety. Mr.
Henry says, “There’s bound to be conflict. I can’t think of an
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example of when the great power system accommodated a ris-
ing power. History says that conflicts will happen. The U.S.
fits the pattern of the hegemon, and China fits the pattern of
the inevitable challenger.”*

Yet, there is a problem with this school of analysis. It rests
on the outmoded, Western-centric view of the world described
by Naazneen Barma, Ely Ratner, and Steven Weber in their
National Interest piece, “The World Without the West.” There
they criticize a trend that too often in the United States por-
trays rising nations as spokes in the American hub confronted
with a stark choice: Fither challenge the United States for lead-
ership (a path leading to conflict), or integrate with the U.S.-
led system, which will lead to a peaceful evolution in which
rising powers conform to the Western liberal order.”

Thus the great game watchers—making questionable as-
sumptions and asking the wrong questions—worry about a
confrontation with the hegemon, but the real world of inter-
national relations is less simple. As discussed earlier, considerable
amounts of wealth now circulate, entirely beyond the reach of
Western hands. The level of interaction among the develop-
ing-country economies is gradually beginning to rival and sur-
pass the level of interaction between many of these countries
and the West. Figures 6.1, 6.2, and 6.3, for example, show the
comparative volume of international trade, in billions of dol-
lars, between three of the BRIC countries (Brazil, Russia,
India, and China, the fastest-growing developing economies)
and various parts of the world. In each case, the collective
share of trade with South America, Africa, the Middle East,
Russia, and Asia is greater than with North America and
Europe.
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Figure 6.2 The BRICs and International' 'I:rade:
India Merchandise Exports, 2007 (US$ billion)

Emerging markets are increasingly turning to each other
for business and aid. Thus, the integration of developing nations
with the global economy may not presage greater integration
with the West. But neither does it necessarily mean conflict.
China is forging a path beyond the boundaries of traditional
European history and beyond challenging the hegemon in-
cumbent or conforming to its norms and conventions.*

Figure 6.1 The BRICs and International Trade:
Brazil Merchandise Exports, 2007 (US$ billion)

SOURCE: David Bartlett, “African Investments by the.BRIC Coun-tries,” Sym-
posium on Foreign Investment in Africa, Bartlett Ellis LLC,_ Apr.il 1, 2009, 5,
http://sabusinesscouncil.org/wp-content/uploads/2009/04/african-investments-

by-bric-countries.pdf.
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Figure 6.3 The BRICs and International.Tfade:
China Merchandise Exports, 2007 (US$ billion)
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SOURCE: David Bartlett, “African Investments by the BRIC Countries,” Sym-
posium on Foreign Investment in Africa, Bartlew Ellis LLC, April 1, 2009, 5,
http://sabusinesscouncil.org/wp—content/uploads/z009/ 04/african-investments-
by-bric-countries.pdf.

SOURCE: David Bartlett, “ African Investments by the-BRIC Coun.tries,” Sym-
posium on Foreign Investment in Africa, Bartlett Ellis LLC,. Apr_ll 1, 2009, 5,
http://sabusinesscouncil.org/wp-content/uploads/2009/04/african-investments-
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THE TRADE WATCHERS, PART 2

In fashioning ominous visions of China, national security buffs
and great power watchers are only part of an extensive political
landscape. Beyond the majority of the public who are skeptical
of China, its motives, and its practices, those specifically un-
happy with current policy trends include labor and trade in-
terests on Capitol Hill. Both groups raise legitimate concerns,
The Chinese threat to American jobs isn’t new. Chinese
workers first grabbed national attention in the mid-1850s,
when they arrived in significant numbers on the West Coast
seeking work in Californja’s gold mines. As the gold rush
abated and mines ceased to produce, Chinese workers mj-
grated to construction jobs—some local, some on the conti-
nental railway —and service jobs in restaurants, laundries, and
private homes. Migrant communities soon formed their own
“Chinatowns,” some of which continue to thrive in San Fran-
f:isco and Los Angeles today. By the 1870s, however, Amer-
1can workers and labor activists coalesced in groups that drew
upon the prejudices of the time to form anti-Chinese move-
ments throughout the West, spreading fear of “the Yellow
Peril.” Signs reading “No Chinese or dogs” were found on sa-
loon doors. Ghinese workers taking American jobs pushed
down wage rates because they were willing to take almost any
job for less money.

By a long evolution, similar fears and grievances are re-
flected by labor groups and trade watchers today. As they point
out, Americans are losing jobs because U.S, companies are
moving their production facilities to China, where Chinese
workers are prepared to work longer hours for less money.
American small businesses have been pushed out of the market,
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undercut by the influx of bottom-dollar Chinese imports. As
American manufacturers protest, China’s currency is under-
valued, which affords a heavy advantage to Chinese exporters,
whose products are sold at artificially low prices. By the same
token, the undervalued currency causes the prices of U.S. ex-
ports in China to be artificially inflated.’

All of these issues present legitimate concerns. But as they
become part of the domestic political debate, they are used and
abused by politicians in ways that present oversimplified an-
swers. New Mexico Governor Bill Richardson, former presi-
dential candidate, U.S. trade representative, and ambassador to
the United Nations, proclaimed in 2008 that “China is a strategic
competitor . . . and we’ve got to say to China, you've gOt to stop
fooling around with currency.”* Senators Charles Schumer
(D-NY) and Lindsey Graham (R-SC) accused China of breaking
the rules of free trade by “years of currency manipulation.” The
answer, they proposed, was to impose tariffs of 27.5 percent on
all Chinese imports “unless China agreed to play by the rules.””
During the darker days of the recent global recession, congres-
sional representatives rallied to calls for a return to protectionism.
When the Obama administration moved swiftly after taking of-
fice to enact a $789 billion economic stimulus package, Congress
attempted to add a “Buy American” clause to the bill, under the
leadership of Schumer, Lindsey, and other like minds such as
Representative Pete Visclosky, who chairs the Congressional
Steel Caucus. The added clause required the many public works
and building projects funded by the stimulus package to use
only U.S.-made goods in industries such as iron and steel, cutting
out market share for major Chinese exporters as well as others
from India, Brazil, and Russia.’
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These arguments are broadly popular. But in practical
terms, they contribute little. First of all, they are only half the
picture. Chinese industry may have depressed American eco-
nomic health in some areas. But it doubtless boosted the U.S.
economy in others. As Burton Malkiel, professor of economics
at Princeton University, put it, when Chinese exporters sell
Americans their lawn mowers, microwave ovens, skis, and de-
signer purses, the Chinese don’t bury their earnings in coffee
cans in the ground. The profits are turned into cash savings,
which are then used by the Central Bank of China to lend
money to the U.S. government, as well as investing in corporate
bonds and shares in U.S. companies. This has kept interest rates
low, made credit easier to obtain, and enabled American busi-
nesses to expand. Easier credit has kept mortgage rates lower,
allowing more people to buy houses. It has allowed the gov-
ernment to keep taxes lower and create jobs. Malkiel adds
that free trade is often a tough sell, especially during times of
hardship, because it doesn’t affect every individual in equal
fashion. A textile worker, for example, whose job was lost
because Chinese imports shuttered his or her factory, will
feel the economic pain far more acutely than consumers will feel
the positive effects of Chinese economics, such as cheap cloth-
ing, more credit cards, and low-rate mortgages. This kind of
economic pain is often localized, whereas the benefits are

spread more broadly.®®
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submitted to the U.S.-China Economic and Security Review
Commission, recent years have seen an accelerated shift of pro-
duction away from the United States. The data reflect an on-
going global corporate restructuring and an increased capital
mobility now evident throughout the world. U.S.- and foreign-
owned multinationals are shifting production from high-wage
countries to multiple low-wage destinations, both nearshore
and offshore.*t China, one example, certainly has the highest
political profile in the American public space. But it belongs
to a bigger picture, which cannot be changed by protectionist
legislation aimed specifically at Beijing. In the last five years,
we’ve seen a major increase in production shifts out of the
United States, not only to China, but also to Mexico, India,
Southeast Asia, Latin America, the Caribbean, Eastern Europe,
and even Canada. In a single three-month test case, for exam-
ple, 23 percent of production shifts from the United States
went to China, but 27 percent went to Mexico, 12 percent went
to India, 14 percent went to other Latin American and Carib-
bean countries, 15 percent to other Asian countries, and even
7 percent to a mixture of Belgium, Canada, France, Ireland,
Israel, New Zealand, Sweden, and the United Kingdom!*
Accordingly, a sharp increase in the value of the yuan rel-
ative to the U.S. dollar is not the magic bullet that Congress
suggests it is. It would only suppress the Chinese credit stream
that feeds the American growth cycle. The effect would cer-
tainly not bring the manufacturing and job growth so often
described. U.S. textile imports, for example, alongside com-
puters, toys, and similar products would simply shift from
China as the final assembler to other emerging-market

_economies in Asia and perhaps in Latin America. “Few, if any,

kmerican jobs, ” said Greenspan, “would be protected. ™
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As James Fallows remarks, American politicians like to
talk up the Chinese threat to American jobs and business, call-
ing for China to reduce its trade surplus and somehow play a
fairer game. In the same breath, however, they ask China’s fin-
anciers to continue buying U.S. Treasury bonds and stocks in
U.S. companies with the dollars they get from that very trade
surplus. “We can’t have it both ways,” Fallows stresses, “the
Chinese can give us money, or they can give us back some jobs,
but not both.”*

Powerful as the trade caucus is, however, it is simply a part,
even a small part, of the extensive and often visceral community
making up the panda bashers’ camp. Beyond the groups men-
tioned above are the human rights organizations, including the
pro-Tibet lobby (which seems to grow stronger each time it
confronts Beijing), consumer groups highlighting food and drug
safety issues, the construction lobby (most recently concerned
about asbestos in Chinese-made drywall), the cyberwatchers
who warn that Chinese hackers are breaking into American
computers to steal technology and national secrets, communities
watching foreclosed homes auctioned off to Chinese vulture
funds, and even pet owners worried about what the Chinese
have put in their dog food. While these groups work to fashion
the image of China as America’s greatest adversary, or worse,
they also face a countervailing set of voices in Washington, who
are doing all they can to reverse this image and promote the op-
posite idea—China as America’s greatest partner.

THE COMMERCIAL ENGAGERS

Meet the panda huggers, usually so called by their opposite
numbers. There are various groups that populate this category,
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from politicians to the business councils and the academy. At
heart, they propose varying forms of the same popular notion
that we saw in Chapter 5. As Western companies invest in the
Chinese economy, goes the argument, Beijing increasingly con-
forms to the norms of Western liberal behavior, both abroad
and at home.

A major platform for this message has been the U.S.-China
Business Council, based in Washington. By its own admission,
the council has two roles. The first is providing business ad-
visory services to its roughly 250 client companies that operate
in Chinese markets. The second is equally important—
providing a form of “advocacy and lobbying” in the American
debate. As two officials from the council explained, a significant
part of their job is to “actively promote a specific message,”
which is that “trade and unimpeded commercial engagement
is good for the U.S,, and it’s also good for China.” Accordingly,
the council produces literature and mobilizes supporters on
Capitol Hill to “encourage engagement” and “take a stance
against harmful legislation that would affect our member com-
panies.” In the process, the officials noted, the council is “con-
stantly butting heads with lawmakers on the Hill —who are
hostile to our approach and seek to curtail our freedom to act.”
An important part of this message, they contend, is the social
and political benefit of what the council seeks to do. “From
the perspective of political and social development,” they argue,
“we’re helping China to go forward. The PRC is making
progress, and we’re driving the process—we’re helping to open
up the debate in China. We feel strongly that we’re contribut-
ing to improving the situation in China. Our work and China’s
WTO status have helped to enforce better transparency from
Chinese companies, and we’ve been a source of increased
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pressure on Intellectual Property Law (IPR). So we actually
see ourselves as helping China to develop towards a freer and
more ordered society.”*

The U.S.-China Business Council is by no means the only
source of optimism in Washington on the transformative magic
of economic engagement. Before leaving office, Bill Clinton
promised that economic liberalization in China would “in-
crease the spirit of liberty over time . . . just as inevitably as the
Berlin Wall fell.”* In making the case for free trade with China
during the 2000 election, George W. Bush asserted, “Economic
freedom creates habits of liberty, and habits of liberty create
expectations of democracy.”” In 2005, he added there was “a
whiff of freedom” in the Chinese marketplace, which would
“cause there to be more demand for democracy.”*® More re-
cently in the 2008 election, Republican presidential candidate
Mike Huckabee typified the optimism, saying that China was
a “good news” story, as it was “becoming much more a part
of the mainstream, in its economic development and even in
giving greater liberties to its people.” A policy paper from
the American Enterprise Institute offered a comparable thesis:
“The means for achieving democratic change in China” had
apparently “increased” through “external economic engage-
ment.” Even though “the resulting prosperity has lent legiti-
macy to the Chinese Communist Party,” it had “also unleashed
forces that will push toward political pluralism.”s

While this idea could be forgiven as legitimate optimism
twenty years ago, prudence now suggests that China’s hybrid
system of economic liberalism and political autocracy is here
to stay, for a generation at least. China’s authoritarian political
system is proving a durable status quo, with powerful forces
at work that preserve its balance and legitimacy and inhibit
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any far-reaching change.*! As Fallows wrote from Beijing in
March 2009 after a two-year sabbatical in China, “when people
complain, it is usually about those crooked bosses, reporters,
mayors, or bureaucrats—not about the system or its rulers.”>?

CHINA: THE MICROCOSM OF BAD HABITS INSIDE THE BELTWAY

What we find in Washington, therefore, is a pattern in which
single-issue interest groups fixate on one aspect of the China
challenge, magnifying and distorting it to the exclusion of most
other variables. Familiar as the story is, one cannot help but
return to the metaphor of the blind men and the elephant in
describing Washington’s appreciation of the China challenge.
For the few who haven’t heard the story, a group of blind men
find themselves in a room with an elephant. Each man touches
a different part of the animal and compiles a starkly different
picture from the next. For the person touching the tusk, the crea-
ture is smooth and small. For the man who handles the belly,
an elephant is broad and daunting. For the man holding the
ears, the animal is leathery and irritable.

The story demonstrates the obvious problems in a policy
debate as variegated and vast as the China question. What it
doesn’t explain, however, is the deeper cultural problem under-
lying it, which helps to anchor the debate in reductive di-
chotomies. Like so many other questions of American foreign
policy, the China debate belies a recurrent condition, in which
the nation habitually reacts to a challenge through the thick
lens of American exceptionalism.

American exceptionalism is the nation’s founding eighteenth-
century idea that the United States was born out of exceptional
circumstances that gave it a special role to play in history and
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human progress. Of course, the question of what makes
America different has captivated American—and Western—
intellectuals for over two hundred years. Charles Dickens
rather harshly asserted that nothing existed equivalent to
America’s money-mad materialism. James Bryce marveled at
the apparent distinctiveness of its federal system. Wyndham
Lewis proposed that ethnic-demographic patterns in American
living held the seeds of “cosmic man.” Herbert Croly wrote
of a new “promise” unique to the American way of life. Waldo
Frank believed in a juxtaposition of power and childishness in
the young American political mind. Sir Dennis Brogan sug-
gested there were unique contradictions between the federal
system and a new rugged-individualist culture. André Siegfried
asserted that American society was a new type of civilization
created by the mixture of immigrant streams and Anglo-Saxon
tradition. Thorstein Veblen reckoned that American enterprise
had fashioned a new type of society with new opportunities
for upward mobility.?

The whole discussion was started, to some extent, by a
Frenchman; Alexis De Tocqueville arrived in the United States
during the 1830s, hoping to understand how the American
Revolution had succeeded where its French counterpart had
failed. The answer, he decided, lay in the Americans’ lack of a
feudal past, a situation that made them more individualistic,
more socially egalitarian, and more libertarian than their Eu-
ropean counterparts.”*

Whether or not the United States is truly exceptional, the
nation’s undying belief in this idea certainly is. As foreigners
who live or travel in the United States often note, there’s a dis-
tinctive American penchant for overt patriotism, which seems
to inform everyday life in ways that are pronounced when

compared with many other countries. The rhetorical frames
of American exceptionalism persist in the daily language of
politicians, teachers, religious orators, and salespeople. The
symbols of this rhetoric line the shelves of Wal-Mart, Costco,
and Target in a merchandise industry that thrives on them
(Wal-Mart alone sold over half a million flags, trinkets, and
other patriotic items in the first twenty-four hours after 9/11.)
They also help political messaging as it is crafted in Washington
to retain its impact, from K Street and Sunset Boulevard to the
white picket fences and megachurches of Midwestern towns.

Accordingly, beneath the surface of single-issue groups and
China-watching clubs lies an ingrained tendency to reduce is-
sues of foreign policy to two basic framing concepts. Both have
their roots in founding American narratives, and both provide
popular traction for prevailing China themes. The first is the
enduring notion of a zero-sum, win-or-lose struggle between
American liberty and foreign tyranny, which helps to give trac-
tion to the idea of an historic, inevitable showdown between
Beijing and America, the leader of the free world. If you need
a reading list, start with titles like Showdown: Why China
Wants War with the United States, War Footing: 10 Steps Amer-
ica Must Take to Prevail in the War for the Free World, The
Coming Conflict with China, and Hegemon: China’s Plan to
Dominate Asta and the World, which will likely leave you con-
vinced that Beijing is hell-bent on nothing less than displacing
the United States as the world’s sole superpower.”

The second framing concept is the idea of America as the
leading proponent in a universal system of liberty, freedom,
and human progress, which feeds popular notions about the uni-
versal destiny of the American Revolution and the “inevitability
argument” of the panda huggers. For a classic rendition of
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this frame, try Good Capitalism, Bad Capitalism, by William
Baumol and others, who say, “the odds are with the opti-
mists” that economic growth will “democratize China.” As
they assure, “one reason for being optimistic is to look at
America’s early history and especially the experiences of
many of the country’s founding fathers, which demonstrate
that business skills can hone the talents needed to achieve and
maintain self-governance.”"

It would be unusual in political cultures such as London
or Paris to root the analysis of current China policy in stories
about the Glorious Revolution in 1688 or the beheading of
Louts XVI in 1793. But somehow in the United States, the
terms of reference on most current issues of foreign policy, in-
cluding political progress in China, fit naturally into the frame-
work of a time when Americans wore knee-high breeches and
powdered wigs."’

These broad and popular assumptions, rooted as they are
in the familiar and comforting themes of American national
mythology, help to force the China issue into the framework
of false choices and grand oversimplifications. Will China be
a strategic partner or a strategic rival? Will China integrate with
the U.S.-led system o7 challenge it? Is China an opportunity
or a threat?” Will China embrace free-market democracy or
remain authoritarian? The reality, of course, is more complex
and less emotionally satisfying than all of these formulations,
China is increasingly a land of opportunity and economic free-
dom, but it doesn’t permit free speech. The Chinese govern-
ment espouses a form of “consultative democracy” between
party factions that compete in debate and consultation over
the direction of policies. But it refuses to embrace pluralism
or allow political parties. China refuses to conform to the lib-
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cral codes and values of international good governance, but it
also strives to avoid intimidating the West as a “rising power”
Or a great power competitor.

Aided by these complexities, the China debate is like a
microcosm of the larger systemic weaknesses that afflict the
public-political process in Washington. Across the matrix of
news outlets, think tanks, policy groups, and political camps
of government, the China discussion has an element of the
Tower of Babel, with competing lobbies and zealots making a
collective noise that suppresses effective discourse. Unlike the
foreign policy discussion in China, which is usually focused
and integrates strategic and other concerns, the American de-
bate is too often a noisy dirge in which each of the special in-
terests has a part. As we’ve seen in this chapter, think tanks
like AEL the Heritage Foundation, and the Center for Security
Policy are weighted heavy with preconditioned responses, as
are organizations like the U.S.-China Business Council and
the consulting firms, albeit for different reasons.

Unfortunately, the electronic media offer little relief and
tend to focus on China in ways that reflect their structural lim-
itations. It’s little secret these days that news and political de-
bate are presented, at least in part, as entertainment in order
to maximize market share, ratings, and advertising revenue.
As a result, editors are guided by what sells, which is, too often,
a combination of sensation and patriotism. The subject of
China suffers accordingly. As a former Beijing correspondent
for the Los Angeles Times has noticed, after two-minute seg-
ments on Olympics games and health scares, media debate usu-
ally leaves the issue as fast as possible, along with all the
complexity that might be involved. American corporate media
outlets are loyal to the same handful of frames on China that
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dominate the Beltway, be it China the Cold War-style rival,
China the threat to our jobs or dog food, or the bright new
“shiny China” that makes everyone rich and happy.*®

The very format of this environment is unsuitable to the
most important themes. We will wait a long time before the for-
eign news leads with stories like “China: The Contradictions
of a Partly Reformed State,” or “China: Protagonist in a Global
Battle of Ideas.” These frames are neither simple nor entertain-
ing enough.

THE GREAT CYCLE OF AMERICAN FOREIGN POLICY DEBATE

The ever-present footprint of the nation’s history is present in
today’s policy debate and points to a cycle that could affect
the China question.

The last sixty years reflect a pattern in which U.S. foreign
policy debate oscillates between the clarion call of providential
mission on one hand, and withdrawal and healing on the other.
Following World War IT and Europe’s initial reluctance to
stand up to Hitler at the infamous Munich conference, main-
stream political debate clutched the Munich analogy, hearing
the “tap, tap, tap of Neville Chamberlain’s umbrella on the
cobblestones of Munich” whenever and wherever freedom was
under attack. After this had drawn the United States into Viet-
nam and the United States was severely wounded by the out-
come, there developed in the early 1990s a culture of reluctance
in the Balkans. This experience, in turn, fashioned an overzeal-
ous and highly activist approach from the neoconservatives,
which found voice in the U.S. national security strategy of
2002. For decades, says the Atlantic Monthly, two analogies
have competed for supremacy in American foreign policy cir-

cles: the analogy of Munich and that of Vietnam. The former
often thrives after a lengthy and prosperous peace, when the
traumas and costs of war are far enough removed to appear
abstract. The latter usually thrives following national trauma.*®

A major question for U.S. policy makers in meeting the
China challenge is identifying where the issue sits between
the ideology of universal mission and the sanctuary of with-
drawal. Both have their supporters inside the Beltway, and nei-
ther is an option.

Bush-era rhetoric that projects the ideas and norms of the
Western liberal order now goes unheard among world audi-
ences that have stopped listening to American lectures. At the
same time, the United States can hardly afford to withdraw to
its other default setting, a strictly conservative and narrow defi-
nition of the national interest. Washington is already losing the
battle for hearts and minds, for leverage and liberal agendas,
in the global south and various quarters of the developing
world. Now is precisely the time that American power has to
expand and reapply itself throughout the world, albeit in no-
tably different ways. As earlier parts of the book have ex-
plained, the Chinese are trumping America and the West in the
application of soft power throughout the emerging markets
and the global south.

The next chapter, the conclusion, argues in more detail that
Washington must reinvigorate American ideas and involvement
across the international context, but through a new kind of
post-neoconservative approach. This is easier said than done,
of course, not least of all because America’s underlying weak-
ness is also one of its greatest strengths: the primacy of ideas
in American political discourse. While the American preoccu-
pation with its own exceptionalism has at times been its
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undoing, this trait has also been one of America’s most pow-
erful gifts to the world.

On more than one occasion, the nation’s leaders have called
upon an inherent sense of mission and providence to rally the
American people behind a cause that goes far beyond their
own borders. In a political culture that has sometimes relished
its separation from the international realm, the paradigm of
exceptionalism has endowed the United States with the ca-
pacity to fashion public support at crucial moments, such as
Franklin Roosevelt’s notion of an arsenal of democracy in
1940, and Harry Truman’s declaration of aid to Europe
seven years later.

There’s no better evidence of the power of American ideas
to inspire and captivate the rest of the world than the election
of Barack Obama. And here we focus on what Obama’s elec-
tton meant to the world community; we are setting aside, for
the moment, the philosophical questions his administration
poses on the role of government in contemporary America and
the immense economic, budgetary, and programmatic prob-
lems that now accompany his domestic programs and that have
led to an inevitable decline in his approval ratings.

With the nation beleaguered at home and abroad, Obama’s
election bore witness to the country’s awesome powers of re-
invention and self-renewal. When he entered the White House
in January 2009, Obama didn’t just carry the expectations of
America. With a global economic crisis, fresh wars in the Mid-
dle East, old ones in Africa, nuclear proliferation in Iran and
North Korea, a failing Western mission in Afghanistan, the
kernel of optimism in war-torn Iraq, a newly resurgent Russia,
a rising China, and a planet in environmental crisis, Obama
also carried with him the hopes of the entire attentive world.&
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Few could seriously argue that any of these problems could be
solved without the full faith and power of the U.S. government.
As American interventions in Afghanistan and Iraq re-
main, at great cost, unresolved, America has been in a period
of reflection. With American credibility in play abroad while
the economy struggles at home, America can sermonize from
the international podium or retreat to circumspection and dis-
engagement. But if Washington is to revitalize the American
brand, it will have to get this delicate balance just right. While
the global community might have tired of American interven-
tionism, an America that withdraws to heal its domestic
wounds will serve neither itself nor others.*! The final chapter
now summarizes the nature of the China challenge and looks
in more detail at the choices confronting the United States.



CHAPTER 7

CONGCLUSION

PART OF THE DIFFICULTY IN FORMULATING an effective policy
debate on China was made clear to me by Winston Lord, a for-
mer ambassador to China, who had accompanied Henry
Kissinger on the famous “secret trip” to reopen U.S. relations
with Beijing in 1972. Lord explained that the country presents
a set of contradictory images that can all be true at once: “You
want to argue that China is an economic juggernaut, that’s true,
but if you want to argue that China is wrought with serious
economic weaknesses and the ruling party feels constantly vul-
nerable, that’s also true. You want to argue that the military is
growing at a colossal rate that causes concern, that’s true. But
if you want to argue that China’s military is a joke, that can
also be true. You can argue that the Communist Party has total
political mastery over the Chinese people, and you can Just as
easily argue that another Tiananmen Square is potentially wait-
ing right around the corner.” After two years of living in Bei-
jing, the veteran reporter James Fallows made a similar point
in 2008. “The most important fact” about analyzing China, he
wrote, 1s that “no one can sensibly try to present the ‘real story’

ame
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or the ‘overall picture’ of this country. It is simply too big and
too contradictory.”

Former U.S. ambassador to China, James Lilley, sees these
contradictions translating to “a certain schizophrenia in dealing
with the U.S.—which explains a lot of what seems inexplicable
or counterproductive.”

Understanding modern China, therefore, can be an elusive
quest. China has seen as much change in the last decade as Eu-
rope saw in half a century after 1945. Playing catch-up with
the pace, the people and the politics of new China brought the
realization that while China may consist of many Chinas, and
while these many Chinas might be pulling in myriad directions
at once, contrary to my earlier belief, the Chinese Communist
Party has mastered the art of keeping them all together.

Just about. It is often a far from happy union: keeping the
conservative old guard in line with the younger, reform-minded
entrepreneurs; laying claim to the mantle of a “harmonious so-
ciety” while brutally suppressing ethnic groups in Tibet and
Xinjiang, or religious groups nationwide; keeping the military
brass loyal to a government that affords them ever less empha-
sis in the national mythology; embracing information technol-
ogy while maintaining information censorship; enforcing
contract law and the legal framework for doing good business,
while staving off calls for legal accountability; decentralizing
party control while clamping down on corruption; and, per-
haps most of all, placating the 650 million rural Chinese, or
the migrant urban underclass, many of whom have yet to see
the rising quality of life they have helped to create for the new
middle classes of the eastern seaboard and river cities.

Modern China, then, is an index of contradictions. Not-
withstanding this, it is also governed by a ruling elite that has
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proved its metal in the last twenty years at bending rather than
breaking, at adapting to change and constantly adjusting its
strategy to maintain the seemingly impossible balance of gov-
erning a fragmented and colossal polity.

CHINA'S FEAR OF CHADS

A realization of the many paradoxes within China, in turn, led
to a further discovery: The erosion of central control, which
initially set out to find, might not be clear and present. But the
leadership’s fear of it certainly is. If there’s an underlying verity
for the many Chinas that compete for our attention, if there’s
a constant in the fast-changing substance of modern China,
it’s the underlying role of the ruling party’s fears. More specifi-
cally, it is the fear of chaos, of losing political and social con-
trol, that runs like an iron spine through the entire Chinese
body politic.

Historically, this kind of fear is as old as the Yangtze River
flooding its banks every spring. The nation’s leaders are ha-
rassed by the ghosts of their own dynastic past. China’s long,
imperial history presents a recurrent cycle of economic turmoil,
peasant revolt, and dynastic change, which saw the end of at
least five dynasties, including Qin, Han, Sui, Yuan, and Ming.*
China has a history of bottom-up rebellion almost unrivaled
anywhere else in the world.?

That this fear runs through China’s global posture pres-
ents a difficult problem for Western policy makers. At its
core, we have pointed to a curiosity captured by Robert Louis
Stevenson. Dr. Jekyll and Mr. Hyde are alive and well in
Beijing—and present a perplexing duality on the global stage.
As this book has mentioned at various stages, the world is
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growing increasingly familiar with the emergent identity of
China “the good neighbor.” Dr. Jekyll’s Beijing provides
troops for peacekeeping operations and aid for disaster relief;
it hosts the Six-Party Talks and helps to lift the global economy
out of recession.

Behind China the good neighbor, however, lies a second,
entirely different creature. Mr. Hyde’s China writes the checks
that sustain the most brutal and backward regimes in the world.
It sells technical expertise and hardware for making weapons
of mass destruction to the worst proliferators we know about,
and it frequently makes a mockery of diplomatic attempts to
sanction rogue states. These two Chinas coexist in the inter-
national system: the good neighbor and the rogue state. As |
began to realize, this duality in China’s global posture cannot
be gradually transformed by the will of Western engagement
or the leverage of Western coercion. This is because China’s
growing presence in the world at large is a function of the rul-
ing party’s drive to maintain control at home —and its immov-
able, historical fear of chaos.

When we look at China through the Washington lens, we
are impressed by the breadth of analysis. But as we saw in Chap-
ter 6, this discussion is “globulated” into a collection of single
issue groups and lobbies, which approach China predominantly
as a military issue, or as a trade 1ssue, or a human rights issue,
or a hegemonic-power issue. While these groups proceed along
separate lines, taken together they obscure a larger problem.

HOW CHINA CHALLENGES THE WEST

China presents a growing challenge to America and the West.
But when it comes to understanding the nature of this chal-
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lenge, the core of the issue is not military or humanitarian or
even economic per se. The real China challenge is political
and cultural.®

Beijing is the catalyst in chief for two parallel trends that
are coalescing to compromise the reach and influence of the
Western liberal order. Developing countries and emerging mar-
kets no longer have to abide by the Western conditions of fi-
nancial engagement. Nor must they choose between emulating
the Western model and rejecting capitalism. In consequence,
the U.S.-led system is losing leverage as a politicoeconomic
bloc and losing appeal as a politicoeconomic model. Both of
these developments have a life of their own. But they also share
the same cheerleader in China. The process works as follows.

As explained in Chapter 5, by embracing liberal market re-
forms in the last three decades, the Chinese Communist Party
has succeeded where the Soviet Union failed. China delivered
sufficient economic opportunities, and higher living standards,
to persuade the populace that the future held a better quality
of life. In a country the size of China, this policy has only been
made possible through private businesses and economies of
scale, which can guarantee a sufficient number of jobs for the
millions leaving state-owned enterprises and Communist social
safety nets. Stability at home, therefore, depends on feeding
the beast of high-rate economic growth, year upon year. In turn,
this means ready access to foreign resources and markets—
sufficient to keep the factory belts moving and their produce
flying off the shelves. This means Africa for access to oil, iron
ore, coppet, zing, lead, tin, and uranium. It means Latin Amer-
ica for access to soybeans, steel, and more oil. It means con-
tracts to sustain the global turnover for fast-growing Chinese
telecommunications and construction giants. It means access
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to consumer markets from Europe to South Asia for the end-
less flow of Chinese textiles, shoes, clothing, electrical appli-
ances, household wares, and office equipment. And as the
record shows, it also means seeking out every possible business
partner the world has to offer, no matter where they sit on the
spectrum between dictator and democrat.

In the substance of these relations lies the real China chal-
lenge for America and the West. China does business with the
good, the bad, and the ugly —as long as they pay. As Chapter
3 documented, Beijing has worked hard in the last decade to
become an alternative source of aid, trade, loans, and invest-
ment to any state that falls below Western standards of good
governance. Not only are Western observers offended by the
deeds and dictatorships that this policy helps to sustain, but
we are also apparently powerless to do anything about it.

THE FLAWS OF THE WASHINGTON CONSENSUS

Here in a single policy decision, the Chinese have delivered a
mortal blow to the entire theology of Western development
economics. For at least twenty years, the First World winners
of the Cold War have assumed that we hold within our means
the power to shape the future of the international system, and
guide it gradually toward the norms and values that we imbue
with a sense of universal destiny. But we also assumed that
these qualities would flow from the application of development
packages like the Washington Consensus, in which poorer
countries would turn to us for financial help because they had
to. In so doing, they would also have to swallow a sizable pill
of conditions and structural reforms in economic and political
governance —transparency, rule of law, anticorruption mea-

sures, social investment, and more effective budgeting. These
were the carrots and sticks with which the West expected to
bring developing nations to a more pluralist and democratic
persuasion.

As we saw, however, it hasn’t worked out like that. Joseph
Stiglitz, former chief economist of the World Bank, has ex-
plained that the Washington Consensus proved to be “neither
necessary nor sufficient” for economic development in a num-
ber of cases. Various countries in East Asia and Latin America
experienced what Stiglitz called “a lost decade” from the late
1980s to the end of the twentieth century, in which the appli-
cation of structural economic reforms brought a fall in annual
growth rates, sometimes from levels above 6 percent down to
2 percent and below.” Income rates often declined, while
poverty and unemployment rates increased.

The essence of Western development packages in this
period was based on a formulaic commitment to free-market
fundamentalism, which emphasized privatization, liberaliza-
tion, and price stability. In the process, it placed significant em-
phasis on template measurements of GDP as the calculus of
success, which could increase even as many parts of a country
grew poorer. [talso ignored key local factors, such as land re-
form, the health of the financial sector, education levels, and
bad-governance issues in both the public and the private sec-
tors. While many of the reforms served the interests of techno-
crats and special interests, they showed little regard for areas
such as distribution of income and social justice. In conse-

quence, a generation of politicians and economusts across the
developing world were ready for an alternative to Western
theories of development economics, even before the Chinese
went global at the turn of the millennium.®
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THE G20 AND THE NEW GEOPOLITICAL MAP

Now, a decade later, China’s growing love affair with the de-
veloping world is having various effects. The most serious
human rights abusers in the world have 2 new sugar daddy, as
do the proliferators, the “genociders,” and just about every
other category of state malcontent. And not only does China’s
global posture impede the course of values and freedoms dear
to Western hearts, but it also has a growing impact on debates
in global forums that the West founded and presumed to dom-
inate, such as the United Nations, the IMF, the World Bank,
and the WHO. The newcomers in these institutions are in-
creasingly forming clubs and other associations that outnumber
the old-timers in a process that threatens to leave Western gov-
ernments feeling like strangers in their own houses. Merely the
size of the meeting table at the London G20 meeting in early
2009 highlighted an important new reality: that the answers to
the world’s problems no longer lie primarily in Washington
and Brussels. They also lie increasingly in new centers of eco-
nomic power and new forms of global cooperation beyond the
member list of NATO.

Then we come to the shrinking of Western appeal as a
politicoeconomic brand. Important parts of the global econ-
omy are seeing a strategic rejection of Western free-market
doctrine. China is again the flagship of the process. As we fur-
ther saw in Chapter 4, the levers of economic power and in-
fluence belong increasingly to the authority of the state in
various parts of the world. A long line of countries, from Rus-
sia, Brazil, Venezuela, and Saudi Arabia to Iran, Morocco, Al-
geria, Libya, Angola, Dubai, Azerbaijan, Kazakhstan, Malaysia,
Vietnam, and others, now provides prominent examples of
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governments —rather than private interests—directing the
major economic sectors.” And on lower political rungs at the
popular level, it’s also possible to see a decline in tl‘{e ?ppe;%l of
American ideas. Toward the end of the Bush administration,
the Pew Research Center conducted an extensive polling sur-
vey of global opinion across forty-seven countries, with some
startling results. In almost all countries polled, people said
they liked American ideas about democracy less in 2007 than
they had in 2002. In many countries, the declines were steep,
including a 27 percent drop in Venezuela, a 25 percent drop in
Turkey, and a 23 percent decline in Indonesia (Table 7.1).1°

Table 7.t 'Where American Ideas About Democracy
Have Lost Favor

Greatest declines 2002 % 2007 % Change
Venezuela 67 40 ‘ -27
Turkey 33 8 -25
Indonesia 51 28 -23
France 42 23 -19
Czech Rep. 64 46 -18
Slovakia 54 36 -18

SOURCE: Pew Research Center, “Global Unease with Major Worlfi Powers,”
47-Nation Pew Global Attitudes Survey, Pew Global Attitudes Project, Wash-
ington, DC, June 27, 2007, 25, http://pewglobal.org/reports/pdf/256.pdf.
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Roger Cohen of the International Herald Tribune reminds
us that the global rise of the Chinese example coincides with
the very moment in history when the power of Western ideas
and free markets—the American mantra of recent decades—
15 in retreat before state intervention. This retreat has even been
led, in certain respects, “by a chastened United States,” which
has all of a sudden “discovered some merit in the oft-mocked
European model.”!* Ian Bremmer adds that a new wave of
capitalism has now arrived, “hastened by the recent global
economic slowdown. But this time, the governments of the
world’s wealthiest countries, and not just those of emerging-
market countries, are the ones intervening in their economies.”’2

The most prominent demonstration of the last decade, of
course, has come from Beijing. The decision makers of many
developing countries are not only looking to China as a con-
venient source of non-Western finance, but also seeing Beijing
as a bright, shining demonstration for the increasingly popular
doctrine of state capitalism. Joshua Cooper Ramo, a onetime
consulting partner at Kissinger Associates, proclaims that
China is marking a path for smaller and poorer governments,
which are trying to figure out not simply how to develop
their economies, but also how to fit into the global economy
in a way that allows them to remain independent in their po-
litical choices.”

The growth in new centers of wealth and new models of
capitalism is a hydra-headed animal. But they come together
in a powerful singular force with the new global China. It’s
important to remember, however, that China basn’t deliber-
ately set out to diminish the power of the Western bloc or the
appeal of its brand. These realities, though sobering, are rooted,
ultimately, in the ruling party’s determination to stay in power
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at home. Moreover, as long as the political system remains in-
tact within China, they are unlikely to change. As Chapter 5
makes plain, China’s leaders have caught themselves in a kind
of growth trap, which in turn affects how much leverage the
West has with them in the international space. Liberalizing
the economy may have kept the CCP in power, but it has also
come with a high cost in environmental and social terms, from
income disparity to endemic corruption, “cancer villages,” and
arbitrary land seizures. In these side effects lies the kernel of
potential unrest, which worries the leadership. The only
method the leadership has found, however, to keep a lid on the
forces of political dissatisfaction is ever-more economic growth
at breakneck rates. China’s problems at home thus place an
immovable limit on the degree to which China can bend to
Western liberal norms in the global space. Political stability in-
side China relies on a global commercial portfolio forged on
the principles of moral blindness and noninterference.

This is why Washington 1s wasting its time in endless de-
bates about whether China is a partner or a rival. These are not
useful terms; nor is this a useful way to frame the China chal-
lenge. China is both, neither, and everything in between, de-
pending on which aspect of its global posture you focus on.
China will duly continue to rely on and support the structures
of global governance for its benefit while it simultaneously
subverts them for the sake of commercial advantage and po-
litical stability at home.

Against this backdrop, the China question must be framed
within terms that go beyond Washington’s penchant for for-
mulations of Scenario A versus Scenario B, or questions of “Is
China this, is it that?” For at least half a century, Beltway policy
wonks have liked to think in terms of grand slogans. A major
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challenge is usually accompanied with a rush to coin the next
policy catchphrase, which can somehow encapsulate both the
problem at hand and an entire formula for dealing with it. In
China’s case, the challenge is too complex to accept a solution
that can fit around its many and varied angles like a stretchy
sock. There is no grand strategy, in other words, that works
on China. The devil in any solution here is in the multifarious
details. Pundits have suggested terms like containment or
engagement—and even “congagement” —as the magic-bullet
answer. At best, these are vacuous notions that achieve little.
At worst, they risk obscuring the various levels that exist within

the “China challenge.”

The first of these levels, naturally, is managing the relationship
between Washington and Beijing. Accordingly, this book
makes a clear and simple proposal for how to think about U.S.-
China relations: Let’s not pretend anymore that the West can
gradually housebreak China to abide by liberal international
norms. Stop the wishful thinking; China’s growing participa-
tion in the international system is not the same as a growing
willingness to play by U.S. rules."* This flawed expectation fails
to take into account that China’s domestic needs for resources
drive its foreign policy.

Of course, America must remain dedicated to engagement
with China on wide-ranging areas of common interest, such
as coordination in rebuilding the global financial system and
pressuring North Korea to compromise on its nuclear weapons
program. Beneath the surface of these initiatives, however, is
an immovable verity: We are not partners.
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The credit crunch and the arrival of a new administration
in Washington in 2009 brought a wave of high-level calls in
the city about taking U.S.-China relations to “a new level,” in-
cluding the likes of Zbigniew Brzezinski and Secretary Clinton
herself. And Washington doesn’t suffer alone in this regard.
The seduction moves easily across the Atlantic, where it equally
infects policy circles in Europe. In May 2009, for example,
British Foreign Secretary David Miliband proclaimed that
China was the new “indispensable power,” the same phrase
that former U.S. Secretary of State Madeleine Albright fa-
mously used to describe the United States a decade before.
Washington and Beijing were a new kind of G2, Miliband in-
timated, with the potential for a G3 if Europe could fashion
an effective collective voice.’®

This book offers caution. Elevating U.S.-China relations
to the bilateral status of a special G2 relationship is not the an-
swer. Washington and Beijing have fundamentally different in-
terests, different values, and different priorities. As Elizabeth
Economy and Adam Segal have suggested, the good news is
that the United States and China share some basic goals, like
kick-starting economic growth, maintaining an open global
economy, maintaining peace and stability in East Asia, and
halting climate change. But the bad news is that even after three
decades of engagement, Washington and Beijing disagree fun-
damentally about how the world should work, with dramati-
cally different views on questions of sovereignty, sanctions,
and conditions for the use of force. Washington sees politics
and economics as deeply entwined and guided by broadly ac-
cepted communal values; Beijing believes that politics and
economics should remain separate. American companies in-
vesting in Asia need to protect their patents; Beijing lacks the
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legal infrastructure to enforce intellectual property rights. U.S.
policy makers have developed a newfound sense of conscience
in Africa, with AIDS relief programs and sustainable develop-
ment assistance. China has commercial relations with every
dictator on the continent. Washington has called for UN-
sponsored condemnations of governments in Myanmar, Iran,
and Sudan; China has blocked these calls for disapproval. The
White House has urged transparency in bilateral military re-
lations; Beijing consistently balks. The point here is that
Chinese leaders are highly focused on their domestic position
and determined to survive. In the end, our objectives and theirs
are not the same, and it’s unwise to enshrine the status of U.S.-
China relations in rhetoric that pretends such compatibility.
The results will lead to recriminations and disappointment
more than they will to successful partnership.

So here’s another idea: Washington may no longer have the
ability to define the terms of international engagement with
Betjing. But it does have the unique power to leverage large
parts of the international system. By the same token, Beijing
may no longer feel that it has to listen to edicts and cajoling
from Washington. But it does care a great deal about its position
in a wider global context, as this is the lifeblood of stability at
home. Amid these observations lies a more productive path
for Washington in managing its relationship with Beijing.

BETWEEN DECLINE AND UNIPOLARITY

Before we proceed to the details, it is important to underscore
that America remains the world’s most powerful nation. Pop-
ular literature is riddled with absurdities and false extremes on
the state of American power. A common dichotomy emerging

in this debate lies between the new “declinists” and a stubborn
core of “unipolarists.” At one end of the spectrum, for example,
are arguments such as “Empire Falls,” written for the National
Interest by Robert Pape in early 2009. The United States has
fallen into a state of decline, Pape announced, a condition as
familiar to history as “Rome, Imperial China, Venice, Spain,
France, Great Britain and the Soviet Union.” Even worse, ac-
cording to Pape, the United States is somehow suffering “a far
greater loss of relative power in a shorter time than any power
shift among European great powers from roughly the end of
the Napoleonic Wars to World War I1.717

At the spectrum’s other end, meet George Friedman, a
new pundit on the U.S. talk-show circuit and the founder of
Stratfor.com, a popular online think tank for foreign affairs.
read Friedman’s book The Next Hundred Years: A Forecast
for the 21st Century, in response to several recommendations,
only to find that it suffers from a classic case of “Beltway-itis.”
Friedman, reflecting a syndrome common to the populist com-
mentariat, remains fixated on the supremacy of America’s po-
sition in hard-power terms. Forget South Asia, East Asia, or
the Pacific; North America has apparently “replaced Europe
as the center of gravity in the world, and whoever dominates
North America is virtually assured of being the dominant
global power.” For the twenty-first century, says Friedman,
“that will be the United States.” The principal reason, he ex-
plains, is that control of the world’s trading system belongs to
“whatever country controlled both the North Atlantic and
the Pacific.”'®

Clearly, the conditions of American power sit between
the extremes of decline and the dominant global power. Yet,
the first ignores the durable characteristics of American power,
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and the second has been long superseded by the complexity
and diffusion of international power since the 1990s.

THE WORLD ISN'T FLAT; IT'S A PYRAMID

Among the most sensible analyses of recent years is that of
Leslie Gelb, former president of the Council on Foreign Re-
lations and onetime official in both State and Defense Depart-
ments. As Gelb explains, “We are not 11, nor are we entering,
a post-American era.”"® But nor can we dominate as we used
to. The United States remains by far and away the single most
powerful nation on earth. But no longer does this kind of raw
and indexed power give the Unjted States the capacity to dom-
inate. America has the largest economy in the world, with a
per-capita GDP of $48,000. It remains the most technologically
advanced country, and its military budget is frequently more
than the combined military spending of the next fifteen to
twenty competitors.” But there are too many other expressions
and centers of power now growing around the world.2!

Gelb envisions the power structures of today’s interna-
tional system as looking like a pyramid of different levels. At
the top sits the United States. Underneath are the major eight —
Britain, France, Germany, Japan, Brazil, Russia, India, and
China—which share the lion’s share of power with Washington
as managing directors of the global realm. Next are the 01! and
gas states—Saudi Arabia, Venezuela, Iran, Nigeria (and Russia
again)—which derive considerable power simply from natural
resources. Below these are the midlevel regionals, such as Mex-
ico, Pakistan, South Africa, South Korea, and Taiwan, which
have a prominent voice in international affairs only when a
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problem erupts in their stomping ground. Next are the state-
responsibles, which generally take care of themselves and cause
little trouble to anyone else; state-responsibles include
Switzerland, Singapore, Norway, Botswana, and Chile. These
are followed by the bottom-feeders—the rogues and failed
states —where civil wars, genocide, and brutal dictators provide
many of the major challenges to those on the levels above. Last,
there is the fast-emerging nexus of nonstate actors, such as
media groups, terrorist groups, and business groups, which are
intertwined with government and society at a global level and
share in the distribution of power.22

The shape of international power is not “flat,” therefore,
as the columnist Thomas Friedman famously argued in 2005.
It 1s “decidedly pyramidal,” says Gelb. But international power
is also becoming diffused to unprecedented and complicating
degrees. This diffusion has been characterized by three startling
historical developments: First, military conflicts between great
powers, the kind that dominated power politics in Europe from
the seventeenth century to World War I, have become too de-
structive and dangerous to be jn anyone’s interest. Second, the
weak have established the capacity to resist the strong through
a combination of nationalism and insurgency and by playing
off great-power benefactors against one another—a capacity
that has come to rival the power of the strong to command.
Third, the waning value of raw military power has coincided
with the development of international economic power.? Since
war has receded as the principal vehicle for the accumulation
and safeguard of power, the national interest today finds jts
MOost common expression in commercial transactions and a
state’s economic power,
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THE PARADOX OF SO MUCH AMERICAN POWER

These trends of economic globalization have also created a par-
adox for American power, as this book has contended. The
historical shift in focus from warfare and military expansion
to capitalism and international markets has helped to vouchsafe
the centrality of America in the international system as the
largest capitalist economy on earth with the most consumers,
the currency of global reserve, and, until recently, the strongest
financial system—an epithet that will likely regain its status
when regulation and recovery have replaced the recent reces-
sion. At the same time, economic globalization is bringing se-
rious challenges to American power on what Joseph Nye calls
“little cat’s feet in the night.”> As capitalism deepens around
the globe, so is the raw and relative preeminence of America
diminishing,

Thus, for all the power centered in American hands, it is
not enough to safeguard American interests in the world. As
Nye wrote shortly before the United States invaded Irag,
American power might be daunting, but it isn’t sufficient to
meet challenges such as terrorism, climate change, and nuclear
proliferation, without involving other nations.? The only way
to manage these problems is with international partnerships,
coalitions of key states, and the quid pro quo of horse-trading
compromises in the international political marketplace.

But then here’s the flip side of America’s new position:
Washington might not have the unipolar power it claimed after
9/11, but what it does have is the power—and indeed the ex-
pectations of others—to lead. There may be plenty of problems
that America cannot face alone, but they are also problems the
other great powers can’t face without the Unjted States. And
many of them know it. As the previous chapter asserted, few
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could argue that any of the serious transnational problems can
be solved without American application and leadership. It’s
also important to remember what the history wonks of “Amer-
ican decline” have ignored; there is no Roman competitor wait-
ing on the periphery of the American Carthage. Washington
may be losing its sense of monopoly on power, but in the
twenty-first century, no other great power actually covets
America’s role as head boy of the financial system or regional
balancer in places like Pacific Asia, where the American secu-
rity umbrella keeps regional powers from starting a nineteenth
century arms race with Beijing. Neither do the powers want
to see the United States recede from its position as a global
economic driver; what they want is stability in the system, so
that everybody can get on with the business of doing business
and creating wealth— the modern-day index of power.

GETTING HELP

These dynamics are crucial in the approach to Beijing. In deal-
ing with China, the United States needs to solicit the help of
the rest of the world.?” Take this as step two of formulating a
China strategy. If step one is recognition that we can’t cause
China to grow into the global civic culture, the next step is to
take the myth of a special G2 diplomatic love-hug and replace
it with something else. As the beginning of this chapter de-
scribed, fear is the iron spine that runs through the Chinese
body politic. It shapes every major decision by the ruling elite,
in a society that is constantly grappling politically with its eco-
nomic success.® Accordingly, fear is an area where Washington
still retains a measure of leverage over Beijing. More specifi-
cally, this leverage pertains to the CCP’s fear of two separate
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international scenarios: isolation and criticism. Let us deal with
each in turn.

China’s aversion to any sense of isolation or exclusion may
offer an opportunity to reposition relations in 2 more produc-
tive context. Washington needs to route U.S.-China relations
through the integrated circuitry of larger partnerships. Here
lies an alternative path berween the hopeless notion of building
alliances around China and the overworked notion of bilateral
engagement with China. The days of being able to insist upon
allegiance to an “American way” in the wider international
context are over. The most effective model for encouraging
China to cooperate with American objectives is to build larger
multilateral initiatives based on power coalitions and associa-
tions of states, which are both important to China and friendly
to American objectives. The onus is then on China to join the
party of responsible major powers—a status it longs for—or
be left out.

TEST CASES FOR PARTNERSHIP: CLIMATE CHANGE AND ENERGY

Take climate change as a hypothetical example. China, along
with the United States, is one of the largest sources of CO,
(carbon dioxide) emissions. In the last decade, as the issue has
become a front burner, so to speak, the United States has be-
come a marginal player in the debate. Meanwhile, China has
established limited initiatives with other countries on a bilateral
basis, such as technical cooperation with Japan in carbon stor-
age, while it uses American inaction as an excuse to do little
itself. In this context, Washington could lecture or prod Beijing
endlessly on the need to combine forces and face the problems
of climate change, likely to little effect.
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Another approach would be to consult with powerful
allies, such as France, Germany, Canada, Japan, and, more re-
cently, India, with a view to coordinating a single environ-
mental initiative, with a common charter of principles for
making a healthier environment. In the process, this charter
could involve issues that really matter to Beijing, such as in-
frastructure development projects and technical resources.?
As David Sanger of the New York Times has hypothesized
about this sort of initiative, “my guess is that the Chinese
would say nothing at first—other than ‘very interesting,”” but
in time, it would have “a clear appeal.” It would also likely un-
nerve Chinese leaders if serious transnational cooperation in
infrastructure, technology, and engineering left them out of
the geopolitical loop.>®

A similar sort of model could work in the area of energy
security. As General Brent Scowcroft (USAF, ret.) asked me,
“Why don’t we open an energy dialogue that involves the
Chinese?” There’s so much global demand, he said, “Wash-
ington could say, ‘Let’s share in the shortage of resources and
cooperate to get results,” but we haven’t done that yet. And so
the Chinese are saying, ‘We gotta grab ours fast, because the
U.S. is out there with all these giant oil companies.’”*!

Again, if Washington simply calls for more U.S.-China co-
operation on energy resources, we’ll be likely to see little mean-
ingful reaction from Beijing. Alternatively, we could take a leaf
from the Chinese playbook of the last decade: Talk less and do
more. A 2008 commission on American soft power, chaired
by Joseph Nye and Richard Armitage, called for the next ad-
ministration to set up and help to fund a Joint Technology De-
velopment Center. Its aim could be to coordinate international
collaboration on energy security policies across a broad coalition
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of advanced and developing nations. Again, the basis of a char-
ter could emerge, including provisions on issues that directly
concern China, such as protection of sea lanes and critical en-
ergy infrastructure.®

China, of course, could simply say no. But Washington has
less to lose and more to gain by trying this sort of model of
“get the party started and wait for China to join.” Beijing or
no Beijing, this model would benefit America’s reputation and
the American brand, especially among developing countries.®
It would also have the added advantage of actually getting
American policy makers, bureaucrats, and diplomats back out
into the hub of international talking-shops after a long hiatus
focused on military unilateralism in the Middle East. In recent
years, China has certainly shown the step-by-step potential of
expanding quietly across the international sphere, one com-
muniqué or photo shoot at a time. It has also shown the enor-
mous political capital gleaned from this process of showing
smaller powers that you’re listening and you care. The secret
of any success in this kind of effort is exploiting China’s intense
desire to be included in the top-table discourse of major pow-
ers, whether it’s on financial stability, energy security, nonpro-
liferation, climate change, or pandemic disease.

CHINESE “FACE™ AND FEAR OF CRITICISM

Meanwhile, if Beijing is determined to avoid isolation and con-
frontation, then it has an equally strong aversion to inter-
national criticism of Chinese behavior.** Like so much of the
Chinese posture abroad, this has its roots at home. Here again,
Washington has some measure of leverage, and again it depends
on the capacity to garner support across broader coalitions.
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As the American psychoanalyst Gregory Mavrides has ex-
plained through his work in China, the Chinese concept of
“face,” or mianzi, is hard to understand from a Western per-
spective. A survey by the China Youth Daily put it best, where
75 percent of respondents acknowledged that making a mistake
was by far the most humiliating experience they could imagine.
In Western politics, the act of apologizing can be a political
winner, depending on the context. Barack Obama famously
left a voice mail for a female journalist during his presidential
campaign to apologize for calling her “sweety.” “I am duly
chastened,” he said, in a message that gained broadly positive
coverage in national media for showing humility and respect.

Not so in China. Lying to avoid admitting a mistake in
China is not viewed as an ignoble lie in the same manner as it
1s in Western cultures. It is often considered more respectable
and rational than the humiliation of losing face.’® These dy-
namics play an important role in the day-to-day interactions
of Chinese culture and on the national level, where the solemn
dynamics of dictatorship add to the mixture.

As we saw in Chapter 5, the Chinese government’s policy
for social cohesion has actually been twofold. Beyond sustain-
ing growth, there has been an appeal to nationalism. In the
wake of the Tiananmen protests, the Communist Party imple-
mented a nationwide patriotic education campaign for both
schools and the media, which has proved its effectiveness. A
New York Times study of Chinese students on the twentieth
anniversary of Tiananmen underscored the point. Students
today show a general lack of idealism on campus, said the re-
port. Instead, they are clearly utilitarian. Everything is based
on “whether or not it is useful to me.” Students may not like
all the policies of their government, but nowadays, they often
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share a huge sense of pride in the government because it has
moved so many people to a better life.’

Accordingly, there are many private Chinese media outlets
now competing for sensational stories that appeal to the na-
tional pride of their listeners and viewers. In the process, Bei-
jing has created what Susan Shirk calls an echo chamber of
nationalism. In this environment, Chinese officials feel intense
public pressure to take tough stands against international crit-
icism.”” The Chinese Olympic Torch relay of 2008 is a notable
recent example, in which Chinese media outlets and blogging
sites erupted in fury at the attempts of foreign protesters to
disrupt the torch’s global procession.

There are various fears that torment Chinese officials in
these circumstances. First is the fear that they might look weak
in front of the people. Second, because of this perception, of-
ficials fear that political rivals might outmaneuver them in the
murky bureaucracy of high-party politics, where no one’s as-
cension is guaranteed and falling foul of political superiors can
have unpleasant results. Third is the fear that public anger could
turn to public protests, which can potentially transmute into
general unrest directed against government forces. Last, and
perhaps most important, Chinese officials fear that losing face
and looking weak might embolden the government’s internal
enemies, or the “splittists,” such as Tibetans, Uighurs, and anti-
Chinese politicians across the Straits in Taiwan.

WASHINGTON STILL HAS LEVERAGE

These circumstances also present Washington with opportu-
nities. We can take advantage of the party’s aversion to inter-
national criticism —more so than we have done in recent years.

Conclusion

229

American criticism leveled from the White House to the For-
bidden City is usually of limited political value, as it only con-
firms negative stereotypes in the public Chinese space about
American arrogance. As the recent historical record suggests,
however, Chinese officials have been unnerved by the broad
and unified critique of international public opinion. In various
cases, such as Chinese tactics in Tibet, Chinese support of
Sudan, and arms shipments to Zimbabwe, coordinated global
indignation has brought a reluctant and calculated bow to in-
ternational pressure and a shift, at least marginally, in the policy.
In Zimbabwe, the Chinese turned the arms shipment around; in
Tibet, the government agreed to meet with the Dalai Lama;
in Sudan, the Chinese accepted some proposals to condemn
Khartoum.

What these events tell us is that Washington does have a
limited element of leverage in China’s fear of international
criticism, but only if we can effectively —and perhaps subtly —
encourage multiple voices of international opinion to pressure
Chinese officials. This is another example of initiatives that
only work if the United States doesn’t go it alone. To this ex-
tent, the CCP is fearful of the Tibetans for the wrong reason.
The real power held by Tibetans and their advocates lies not
in their ability to challenge the government security forces, but
in their capacity to make front-page news above the crease in
the global press. Each time they do, China suffers a public de-
feat in the dimension of ethics, ideas, and governance. China
aspires to a seat at the table of great powers, and here in its
own backyard, the government is forced to resort to state vi-
olence and cultural genocide in order to force-draft Tibetan
acceptance of the Chinese hand. This is more than a question
of sovereignty and splittism. It’s a question of governance models
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and their ivgitimacy. Party leaders have a dead hand where of-
ficial rhetoric is concerned on Tibet —and they know it.

Powerless as they may seem, the Tibetan people actually
enjoy what many others would like to have —namely, the abil-
ity to confront and defeat the Chinese in an important strategic
realm. Tibetans might be dragged through the streets of Lhasa,
but China is simultaneously dragged around the global stage
like a “field hand” who hasn’t learned how to behave in the
“big house on the hill.”

THE BALANGE SHEET FOR BUSH:
AMERICA PURSUED BY ITS OWN DEMONS

If the United States has leverage in the China relationship,
therefore, it must rely on its ability to fashion consensus else-
where. In this regard, U.S. foreign policy needs urgent repair.
China has done well in the last decade by allowing the United
States to be pursued and distracted by its own demons in Iraq
and Afghanistan. Beijing even maintains a section in its defense
establishment that focuses on applying the theories of military
strategists, including Sun Tzu, to the modern context, most
notably how to extract advantage when an enemy deceives
himself and how best to capitalize on an enemy’s mistakes.*®
What George W. Bush did over two terms has suited China’s
investment in this small staff perfectly.

The Center for Strategic and International Studies (CSIS)
in Washington lists 2 number of factors that have undermined
the American ability to deploy soft power and thus to fashion
consensus support. At a basic level, America’s status as the
only superpower after the Soviet collapse generated distrust
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and resentment toward what was seen as unbound dominance.
Meanwhile, globalization brought painful domestic adjust-
ments in many economies, which invited many to blame Amer-
ica as the principal promoter and beneficiary of economic
integration. Then, from the turn of the century, Washington
remained apart from, or found it necessary to abrogate, treaties
that had broad international support—the Kyoto Protocol on
climate change, the International Criminal Court, the Mine
Ban Treaty, the Missile Test Ban Treaty, and the Convention
on the Rights of the Child—compounding the perception of
go-it-alone arrogance and unfettered power. Conversely, these
sentiments were soon entwined with scolding perceptions of
American impotence on the streets of Iraq and among the de-
bris of Hurricane Katrina.

George Joffe of Cambridge University observes that Wash-
ington “securitised” its relations after 9/11, across economic, po-
litical, and diplomatic spheres. All issues were seemingly pushed
through a security lens. The effect was to shut down alternative
forms of interpretation and to crowd out suggestions of risk
management.*”® It also prioritized emotional language about
American power over narrower or more limited definitions of
the national interest and alienated traditional allies in Europe
with much evangelizing about America’s global mission.

The White House also managed to offend its friends across
the water with concepts of old and new Europe. Then it at-
tempted to bully a resurgent Russia, while largely neglecting
Latin America and slighting Southeast Asia. As the CSIS report
concluded, “with Washington preoccupied in the Middle East,
China has deftly stepped into the vacuum left by the United
States, primarily to pursue its own economic interests, but
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possibly also to pursue its long-term strategic goals of becom-
ing a global power rather than simply a regional one.”*

Machiavelli famously said it was safer to be feared than
to be loved. Today, in the global information age, America
must get better at being both.*! The roots of effective leverage
and cooperation in the China challenge rely on our reserves
of soft power. Which brings us to the great zone of compe-
tition between Washington and Beijing. There is no greater
test of American soft power than its condition in the devel-
oping world.

This is where China has established the most serious threat
to Western interests. Hilton Root of George Mason University
observes that more than half of global economic growth now
occurs in the developing world. American security is therefore
closely linked to establishing a better relationship with emerg-
ing economies.”? As Africa expert Jennifer Cooke reminds us,
however, competition for African commodities has increased
not only from China, but also from India, Brazil, Russia,
and even South Africa. The continent, therefore, has options,
and U.S. influence is diminished.* China has strengthened its
hand to no small extent in the last eight years by moving into
areas that American policy makers neglected.

Southeast Asia is an example, where China has become en-
ergetically involved in numerous Asian security and political
arrangements, including the ASEAN Regional Forum, the
ASEAN + 3 process, and the East Asia Summit. Seemingly
everywhere, from the equator south, China has been breaking
into new markets, scoffing up natural resources, forging big
energy deals, and forgiving debt, filling the gap left by per-
ceived U.S. disinterest while the United States has been mired
in the Middle Fast.

Conclusion

COMPETITION IN THE DEVELOPING WORLD:
WHO’S THE VICEROY NOW?

It’s frustrating that in pure dollar terms, the United States still
spends the most in donorship to poor countries.** And yet
China is seemingly making all the breakthroughs in soft power
with developing countries. According to the Pew study men-
tioned earlier, the publics of many advanced nations are in-
creasingly concerned about the negative impact of China’s
economic power on their own countries. In the developing
world, however, the story is very different. China is seen as
having a large and growing influence in both Africa and Latin
America, where it is viewed in widely positive terms. Across
Africa, favorable views of China outnumber critical views by
two to one, or more, in every country except South Africa,
where opinion is divided (Table 7.2). The data are similar,
though less constant, in large areas of Latin America, where
73 percent in Chile and 67 percent in Venezuela say that
China’s rising influence in their economy improves their lives.
These trends continue on around the world. China is generally
viewed in favorable terms across Asia, with large majorities of
83 percent in Malaysia, 79 percent in Pakistan, 74 percent in
Bangladesh, and 65 percent in Indonesia. Even in South Korea,
where the locals have traditionally viewed China with suspicion
or fear, 52 percent feel favorably toward China overall. The
gap in perceptions of the American and Chinese presence in
the global south comes down to a simple point. The Chinese
are better at sending the right signal and gIving poorer states
what they want.

Jon Alterman has observed these dynamics in the Middle

East: “It was confidence in the sincerity of U.S. anticolonialism
that paved the way for U.S. influence in the Middle East. The
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China’s America’s
Influence Influence
good bad good bad
thing thing | thing thing “Good”
L7 %, % % Difference

Africa

Kenya 91 6 74 16 +17
Ivory Coast 90 6 80 12 +10
Ghana 90 5 79 13 +11
Senegal 86 6 56 23 +30
Mali 84 7 63 25 +21
Nigeria 79 12 58 27 +21
Tanzania 78 13 36 52 +42
Uganda 75 13 65 24 +10
Ethiopia 61 33 34 54 +27
South Africa 49 32 55 24 -6
Latin America

Venezuela 58 28 36 47 +22
Chile 55 20 28 46 +27
Bolivia 42 34 14 64 +28
Peru 36 29 22 46 +14
Brazil 26 54 20 60 +6
Argentina 21 51 5 80 +16
Mexico 20 63 22 60 -2

_

Based on respondents who say China/U.S. has at least a fair amount of influence

on the way things are going in their countries. Question asked only in Sub-
Saharan Africa and Latin America.

SOURCE: Pew Research Center, “Global Unease with Major World Powers,”
47-Nation Pew Global Attitudes Survey, Pew Global Attitudes Project, Wash-
ngton, DC, June 27, 2007, 45, http://pewglobal.org/reports/pdf/ZS6.pdf.

United States was in the practice of sending businesspeople,
not viceroys, and was welcomed in the region because of it.”
While they lacked both scholarship and administrative expe-
rience in the Middle East, Americans won affection for exer-
cising a light hand in Arab lands. “One hears echoes of these
views,” adds Alterman, “in early Twenty-first Century per-
ceptions of China.”*

We can never compete, of course, with the level of influence
that Beijing enjoys with the worst regimes in places like Khar-
toum, Rangoon, Harare, Caracas, or Tehran. But this leaves
much of the former Third World unaccounted for, where
Washington can develop better means to compete with Beijing.
Notably, soft power in many parts of the developing world is
not a zero-sum game. Washington and Beijing can compete in
many of the same developing markets.

Consequently, this chapter makes a bold suggestion: We
must learn from China’s success. Classical pragmatists as the
Chinese are, they’ve been copying us for years in matters of
finance and microeconomic management—and now we con-
front new realities in business and trade. As John Maynard
Keynes once told a reporter who accused him of inconsistency,
“When the facts change, I change my mind. What do you do,
sir?”* The facts have changed in the developing world, and
the Chinese have adjusted more quickly than we have.

There are lessons to be learned about the provision of con-
cessionary loans, debt relief, generational investment, infra-
structure programs, humanitarian and medical aid, increased
cultural and academic exchange programs, and more engage-
ment with local priorities. Here we can learn from others how
to work with developing countries toward their objectives, as
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much as ours. What is most important to U.S. policy makers
1n Africa, for example, is energy and security, namely, oil con-
tracts and terrorism. What is most important to Africans is
transport and power infrastructure, technical resources, train-
ing, employment, GDP growth, schools, and national sports
facilities. It is a region where games like soccer play a social
role, both in the national pride of governments and in the up-
ward mobility of aspirant underprivileged youth, who see foot-
ball as a route out of poverty. Chinese officials have understood
this for some time, in case some wonder why so many stadia
are built with Chinese cranes.

In this respect, Chinese actions simply speak louder than
Western words. Look at the initiatives President Hu Jintao an-
nounced at a recent summit for the Forum on China-Africa
Cooperation. These are not overly expensive or burdensome

Initiatives. We need to learn from this approach, replicate it,
and improve on it:

* Deploy one hundred top Chinese agricultural experts to
Africa by 2009.

* Establish ten agricultural technology centers.

* Build thirty new hospitals.

* Provide $40 million in grants for anti-malaria drugs, pre-
vention, and model treatment centers,

* Deploy three hundred Peace Corps-like volunteers.

Build one hundred rural schools in Africa.

Train fifteen thousand African professionals.

Double the number of Chinese government scholarships

for African students from two thousand to four thousand
per year.¥

Concluston

THE SPECIFICS OF RESPONSE

There is reason to be optimistic. It’s as well to remember that
the rising popularity of China in the developing world is dra-
matic, but the nation’s reputation isn’t unblemished. Like a
microcosm of China’s global posture, as we saw in Chapter 3,
the Chinese presence in Africa is double-edged. Economist
Ben Simpfendorfer makes the point that China’s exports to
the developing world have “surged from $190 billion to $570
billion in the past five years.” Chinese market share in the
emerging markets has brought “factory closures and job losses
from India to Syria,” and “export subsidies . . . pegged to the
[declining] dollar have only aided Chinese exporters.”® While
Chinese firms provide some local employment, training and
technical expertise, and numerous public goods—often in the
form of major infrastructure projects—they tend to use their
own imported workforce, leave negative environmental foot-
prints, and bring secondary waves of merchants that put locals
out of business. The Chinese presence has already incurred
a popular backlash in areas such as South Africa, Zambia,
Nigeria, Angola, and Gabon, where many believe the China
relationship has benefited the elites, marginalized merchants,
and disadvantaged ordinary working people. These trends beg
the question of how long and under what conditions the Chinese
can rely on a ready flow of natural resources from Africa.
Although China has forged strong new links with ASEAN,
for instance, the region remains ripe for an American charm
offensive. Washington’s failure to help the region in a time of
need during the 1997-1998 Asian financial crisis remains a
source of local uncertainty about American commitment when
the region’s interests are at stake. But the United States still
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enjoys high popularity ratings in Southeast Asia, where it is
viewed as a guarantor of regional stability and a source of eco-
nomic assets.*

These are all factors that limit China’s soft power. They
also open a window for the United States to restore its own.
A number of specific initiatives should be taken in this regard:

1. First could be the creation of an American version of the
Forum on China-Africa Cooperation (FOCAC). Let’s
invite African leaders to Washington; provide a red-carpet
welcome, a tour of the Capitol, stops at the Lincoln and
Jetferson memorials for a moment of thought about
America’s founders and our principles of governance,
and a visit to the White House, with photos and brief,
private meetings with the president. Set dates for the next
meeting; conclude contracts, agreements, and pledges.

2. It’s popular in Washington, particularly in Republican
circles, to assume that if the answer is more government,
then you’re asking the wrong question. However, in con-
sultation with a group of regional experts and former pol-
icy makers, Nye and Armitage have spearheaded a group
who have called for a high-level, soft-power agency. The
purpose would be to develop and manage a strategic
framework for development policies, and it would work
with the relevant congressional committees to secure
funding for broad strategic purposes. It would produce
a publication that would help to focus the policy debate—
something like a Quadrennial Soft Power Review, to par-
allel the Defense Department’s Quadrennial Defense
Review . The point here is that we need a single, power-

ful institutional channel, similar to what the Chinese have,
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that brings together the different arms of development
assistance, humanitarian relief, diplomatic presence, med-
ical aid, and educational exchanges, so that they can be
integrated and guided into broad strategies that promote

the national interest.

. In the discourse of development, Americans must recover

a level of initiative that can exorcise the didactic tones of
the Washington Consensus. This discourse must embrace
a new idea: that there is no single set of policies to foster
sustained growth, and that governments enjoying success
in this respect have done so in the face of different ob-
stacles, with varying policies on regulation, export, and
technological innovation. Countries should be free to ex-
periment with policies designed to address their specific
circumstances; Washington should lead the global lend-
ing organizations and aid agencies in encouraging this

experimentation.”!

. We should bolster this discourse with compromise on

certain types of agricultural subsidies. The current stale-
mate at the Doha trade talks is all to China’s political ad-
vantage. The United States remains unprepared at the
time of writing to address its subsidies on cotton and
other commodities until it secures enhanced market ac-
cess for its farm products in developing countries. Oxfam,
one of the largest development pressure groups in the
world, has warned African countries not to rush into im-
balanced agreements that could fast put local producers
out of business.®? China has thus been able to position it-
self as an outspoken defender of the developing world,
teaming up with India and voting against American pro-

posals, with the argument that the farmers of developing
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countries have too often suffered unfair competition from
advanced nations. Washington’s political capital in the
Doha debates would increase significantly if it could lead
initiatives that cut certain subsidies and provided smaller
and poorer developing countries with greater access to
consumers in the United States, Europe, and Japan. Policy
makers will have a hard fight at home in this regard, with
stiff congressional resistance from politicians loathe to
confront the farm lobby in their own constituencies. But
in larger strategic terms, America needs to give some
ground in order to gain more.

MEETING THE CHINA CHALLENGE AT HOME

Accordingly, Americans must also look inward to meet the
challenges of staying competitive abroad. Just as this book has
sought to illustrate the links between Chinese politics at home
and its posture on the world stage, we must similarly under-
stand how America’s international power is affected by the
policies it pursues at home. Alongside military advantage,
the bases of American international power for half a century
have been our economic competitiveness and our levels of ed-
ucation, productivity, and ingenuity.** As the economist Clyde
Prestowitz commented at a recent reunion for his high school
class of 1959, “we graduated at the peak of the post-World
War II golden age, when the huge economies of scale of his-
tory’s first mass market made American companies and Amer-
ican labor by far the most productive in the world.” Tt was
truly a time when American workers could compete,
Prestowitz recalled, “with any on the planet.”s*

Exactly forty years later, Gelb paints a different picture.
We must go beyond the faltering parts here and there to a
frontal stare at the deteriorating whole. The federal budget
deficit is skyrocketing toward $2 trillion, with Medicare and
Social Security pushing it ever higher. The United States has
become the largest debtor nation in history; its heavy industry
has largely disappeared, moving to foreign competitors in a
shift that compromises our sense of independence. Across the
board, public school students trail their peers in math and sci-
ence in a system that looks increasingly ill equipped to prepare
them for competition in a globalized economy. It’s shocking,
Gelb adds, that generations of adult Americans read at a grade-
school level and know almost no history, not to mention geo-
graphy. “They are simply not being educated” and are unsuited
to be the guardians of the most powerful democracy on earth.’

The recent rise of China, India, Brazil, Russia, and numer-
ous smaller economies should signify to Americans that our
competitive edge in the globalized economy is not a given; it
is not to be taken for granted. Prestowitz correctly points out
that while China has an effective industrial policy, this is less
significant than America’s lack of a strategy and its inability
to maintain a highly trained workforce, or to interest and ed-
ucate our students in the sciences and engineering, or to in-
crease R&D efforts. For years, he says, U.S. strategy has been
not to have a strategy, on the false assumption that market
forces will always somehow work to our advantage. Accord-
ingly, there are numerous ways we can make important changes.
Here, various specific initiatives might be considered:>”

1. Beyond stimulus packages and bank bailouts, for exam-
ple, we need policies that better balance the federal budget
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by stimulating more savings in the U.S. economy. Here
we should draw on the Japanese and South Korean de-
velopment models after 1945, which established intricate
systems of incentives that engendered high national sav-
ings rates,

2. We need more funding and larger development programs
for domestic infrastructure, R&D, skilled workforces,
and the education of students in key areas of high-tech
and engineering sectors. We could kill two birds with one
stone and transfer some of the money used to subsidize
agriculture into subsidizing education.

3. Energy independence is of equal import in reducing both
the trade deficit and our vulnerability to events elsewhere.
In the wake of the recent collapse of several major U'S.
automobile companies, Congress has the perfect oppor-
thnity to require automotive manufactures to build cars
that use less gas. As both a large guzzler and the largest
single source of R&D, the Defense Department is
uniquely placed to develop and deliver new fuel solutions,

4. Obviously, we can never compete with the level of gov-
ernment subsidies, tax rebates, and loans at little or no
interest that Chinese companies enjoy. But we can learn
from our competitors by encouraging more overseas in-
vestment in America by using incentives and tax breaks
similar to those used by China and other countries.

ON THE GLOBAL CHESSBOARD

Beyond the granular level of specific initiatives, we must also
formulate our response to China on the grand, global chess-
board. After two terms of an administration that allowed the

streets of Iraq to consume the corridors of Washington, there
is no time to lose. Almost without announcement, globalization
has inaugurated a power shift from the Atlantic to the Pacific.
According to Bill Emmott, former editor in chief of the Econ-
omist, Asian powers are being pushed together, and economic
integration is knitting Asia into a single, vibrant market for
goods, services, and capital, stretching all the way from Tokyo
to Tehran. Naturally, there is no absence of tension within this
vast global strip—between Pakistan and India, India and China,
China and Japan—but it will also constitute the single largest
economic development of this century.’® A good number of
the protagonists certainly seem to think so.

While he was still president of Pakistan in 2003, Pervez
Musharraf traveled to China to consolidate bilateral relations
with Beijing. As he told an audience of Chinese business leaders
hoping to invest in his country, “The past belongs to Europe,
the present belongs to the United States and the future belongs
to Asia.” And there was no doubt, he added, about the cheer-
leader of this trend: “China’s economic miracle of the last 20
years is a beacon for all developing countries like Pakistan.”>

INDIA AND JAPAN

The first move on the global chessboard should be to encour-
age a deeper U.S.-India relationship while remaining sensitive
to India’s reluctance to enter a formal alliance with the United
States.” As discussed in Chapter 1, while China remains India’s
largest trading partner after the European Union, in recent
years the growing rivalry between India and China has en-
couraged Delhi to be more receptive to Washington’s over-
tures. China and India are rivals in space, where a month after
Chinese astronauts walked in space in September 2008, India
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sent an unmanned mission into orbit. The two countries are
competing to invest in Afghanistan; India pledged $1.2 billion
in August 2009 just as China invested $3.5 billion in an oil-
field project. In the Indian Ocean, a face-off between Chinese
warships and an Indian submarine nearly erupted in violence
in February 2009. Meanwhile, China has developed deepwater
facilities for its nuclear submarine fleet in Gwadar, Pakistan,
Sri Lanka, and Bangladesh. India has responded to China’s
string-of-pearls strategy by establishing naval facilities in the
Maldives and enhancing bases in the Andaman Islands. And
in Africa, China’s two-way trade has increased by a factor of
ten since 2000, reaching $107 billion in 2008 while India’s trade
with Africa reached $30 billion that same year.

In the fali of 2009, China-Indian tensions reached a high
point with Chinese claims to the northeast Indian state of
Arunachal Pradesh on the basis that China does not recognize
the McMahon line agreed by Britain and Tibet at the 1913~
1914 Simla Accords. In March 2009, Beijing attempted to block
a $2.9 billion Asian Development Bank infrastructure loan,
part of which was earmarked for Arunachal Pradesh, insisted
that Indian Prime Minister Singh not campaign in Arunachal
Pradesh during the 2009 state elections (which he did), and is-
sued a formal demarche objecting to the Dalai Lama’s visit to
the region in November of that year (both the Indian govern-
ment and the Dalai Lama ignored the demarche).

Just for once, the Obama administration is able to build
on positive groundwork laid down by the previous adminis-
tration. In 2008, the Bush White House finalized a nuclear deal
with New Delhi that marked a new chapter in the two coun-
tries’ relations, which had remained tense for much of the Cold
War. The new agreement removed a thirty-year American
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freeze on nuclear trading with India, providing nuclear fuel
and technology for India’s civilian nuclear energy program. It
was the beginning of something that should be continued to
confirm a vital strategic shift in America’s favor. It could serve
to allay concerns across the subcontinent about Chinese power;
it could also provide the cornerstone for a cross-regional con-
tact group that included the Japanese, in ways that unleashed
countervailing pressures on Beijing.®!

Russia

By a similar logic, Washington must also meet the China chal-
lenge by looking toward Moscow. Russian expert and president
of the Nixon Center, Dimitri Simes, explains that Washington
has, up unul now, pursued the error of treating post-Soviet
Russia as a defeated enemy. Victory for one side, he warns,
does not necessarily mean defeat for the other. U.S.-Russia re-
lations have subsequently deteriorated, to no small extent be-
cause of arrogant American posturing linked to expectations
that post-Soviet leaders join the U.S. side in the post-Soviet
order.®? This expectation ignores a basic problem: Just like
Washington and Beijing, Washington and Moscow have dif-
ferent interests on various fundamental issues, such as sover-
eignty and spheres of influence not only in Europe but also in

" Central Asia. These differences were clear for all to see as the

United States antagonized Russia in the second Bush term by
formally recognizing Kosovo as “a sovereign and independent
state” in a traditional Slavic sphere of Russian influence, along-
side designs to extend NATO borders east and locating an-
timissile systems in Poland and the Czech Republic.

As the sinologist David Shambaugh contends, the United
States must learn to find ways of breaking the Beijing-Moscow
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duopoly that often splits the UN Security Council and other
groupings against American preferences.® This requires a new
approach. The Obama administration famously pledged to
press the reset button with Moscow immediately after taking
office. But simply offering a return to the kind of convivial di-
alogue that typified U.S.-Russia relations in the 1990s is already
outdated. Moscow’s current leaders view the supposedly warm
decade of relations with Washington after 1990 as a shameful
period of Russian weakness and Western exploitation.®
E. Wayne Merry, a former State Department official, explains
that we need a whole “change of operating system,” more than
merely pressing reset.

We must learn to minimize deliberate challenges to Russian
interests and recognize that where we push—as with NATO
expansion and sponsoring Georgian sovereignty over the dis-
puted regions of Abkhazia and South Ossetia—they will al-
most certainly push back. We must also accept the end of the
neoliberal dream for post-Soviet Russia; it’s gone. Just as we
won’t be housebreaking China, nor will we be doing anything
similar in Russia. Last, we must recognize that it’s quid pro
quo or nothing on issues like cooperation in Afghanistan and
Russian hegemony in Central Asia.s

U.S.-Russian relations cannot exist on two parallel tracks,
says Simes, “one in which we demand the Kremlin’s cooper-
ation on such things as non-proliferation and terrorism, and
another in which Russian perspectives are contemptuously dis-
missed.”* It’s obvious which track must be followed for Amer-
ican interests. Then and only then, we might reasonably hope
to gain more traction in Moscow vis-i-vis our policies toward
Beijing.
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SYSTEM REFORM

Another priority at the structural level of international rela-
tions, say Emmott and other experts like Fareed Zakaria and
Minxin Pei, is institutional reform and the need for Washington
to lead the process.

Washington must urgently take the lead in reforming the
architecture of the international community as it once did in
1945, except this time, the priority lies in remaking what is
woefully out of date. The Security Council is dominated, as
Zakaria points out, by the victors of a war that ended sixty
years ago; the G8 excludes the three fastest-growing large
economies in the world; the IMF is always run by a European;
the World Bank is always run by an American.*’

Washington must make the case that India, Brazil, Japan,
and Russia are all very important to the United States—just as
important as China. Several organizations, inter alia the G8,
the UN Development Program, and the Conference on Trade
and Development, should be “scrapped or reformed.”®® This
would help to remove some of the bile among non-Western
governments that view Washington as the stubborn incumbent
in chief of an outmoded Western superiority complex. Rather
than responding to calls for reform, American politicians
should lead them. The G8 can simply go. The permanent seats
at the UN Security Council should be expanded to reflect the
changing status of emerging global power. India and Brazil
should be included, along with Japan, Germany, and, perbaps,
South Africa. In these initiatives, Washington has an opportu-
nity to articulate empathy with developing markets and to be
seen to lead the discourse on structural reform, rather than re-

sponding to it.
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Americans authored the first chapter on globalization. In
the next, they will have to work to uphold their status as an
indispensible part of the story. As Nye reminds us, the very
nature of power has changed in the information age; success
1s not merely about whose army wins, but also about whose
story wins.®®

CHINA'S GREATEST FEAR: AMERICAN IDEAS

The issue of competing stories in an information age delivers
us back to the anecdote that started this book, and the con-
tention of China’s public information chief, Li Chang-Chun,
that the global information space of the twenty-first century
has become a crucial strategic battleground for ideas and in-
fluence. As I have argued throughout, this is the area where
China poses its most serious strategic challenge to Pax Amer-
icana. But it is also the area where America poses the greatest
challenge to China.

On June 4, 2009, President Obama delivered an important
speech in Cairo, satisfying a promise made during his campaign
to deliver a major address to the Muslim world. His address
would reintroduce America to the one-fifth of humankind that
are now deeply alienated from the United States and from the
rest of the West. It was also a distillation, lightly tempered with
some post-Bush circumspection, of the basic principles that
underlie the civic bargain and secular beliefs of the Western
model for society.

America does not presume to know what is best for
everyone . .. but I do have an unyielding belief that all
people yearn for certain things: the ability to speak your
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mind and have a say in how you are governed; confi-
dence in the rule of law and the equal administration
of justice; government that is transparent and doesn’t
steal from the people; the freedom to live as you
choose. . .. There is no straight line to realize this prom-
1se. But this much is clear: governments that protect
these rights are ultimately more stable, successful and
secure. Suppressing ideas never succeeds in making
them go away.”

In these brief words, Obama codified the principles that
have largely guided America’s global rise over the past century.
They represent a basic agreement, resting on the consent of
the governed and committing government to ensure the rights
of speech, belief, assembly, and political expression, provided
it is peaceful, tolerant, and guided by compromise. They also
represent a kind of political hammer, which is America’s to use
and China’s to fear in equal measure. '

The violence that followed Iran’s presidential election was
an example of both. The initial unrest saw a week of deliber-
ation in the Obama White House before the president departed
from more measured tones to use the word justice in a quota-
tion from Martin Luther King, Jr.: “The arc of the moral uni-
verse,” he retorted, “is long but it bends toward justice.””!
While protesters on the streets of Tehran drew inspiration, the
leaders in Beijing drew sharp breath and cringed. President
Mahmoud Ahmadinejad, they announced, should be supported
as the “choice of the Iranian people.””> Beyond economic
shocks, which they have learned to handle, and bellicose rhetoric
over the Taiwan Straits, which they are learning to retire in part-
nership with their counterparts in Taipei, these ideas are what
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Chinese leaders fear the most. They are also America’s product.
What remains is to make it attractive to those nations transi-

tioning from the “Third World.”

CONFUCIUS VERSUS JEFFERSON: A FINAL THOUGHT

Building on the Asian model pioneered by the Japanese in
Manchuko in the 1930s and refined in Korea, Japan, and Sin-
gapore, China embraces principles of governance that challenge
the social contract found at the center of these ideas. The CCP
has also embraced a format that is deeply rooted in China’s
own Confucian culture and has been thought, over the gener-
ations, to reflect the natural order of society. This often escapes
Western analysts. Many in Washington have sought a platform
in Chinese thought to introduce the Western notions of civil
rights, “the loyal opposition,” and the freedoms of belief, ex-
pression, and assembly. I believe identifying such a point of
entry will be difficult.

Whereas the Western ruler has a responsibility to insure
the people have the right of political expression, assembly, and
debate in the public square and the people have a duty to ex-
ercise those rights, the exact opposite is true in Confucian so-
cieties. There the ruler has a responsibility to protect and
support while the people have a duty to obey.”

We see two modern political systems, therefore, that are
enormously influential in global affairs, together providing the
foundation for global economic growth, but with profoundly
different values and priorities, each projecting its values into
the various domains of world affairs— the UN, the IMF, the
developing world —and each attempting to “make its story
win,” as Nye would say. The popular caricature of eventual
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military conflagration or a dramatic economic showdown be-
tween two clashing systems is not the longer-term danger;
rather, the structures and ideas that have characterized West-
ern preeminence since 1945 face the less spectacular threat of
simply and quietly losing their relevance. Perhaps even worse,
the principle weapons of America’s enemies in this regard are
of its own making —capitalism and the global marketplace.

There’s been a new joke in London since the recent crisis
on Wall Street: Capitalism saved China in 1989; China saved
capitalism in 2009. As these pages have argued, the intervening
period has seen China grow to pose a serious challenge to the
United States, not by virtue of its military power or its accu-
mulation of U.S. dollar reserves, but as the catalyst for a global
shift in development economics, away from the market-
democratic model and toward a new type of capitalism, which
can flourish without the values and norms of Western liberal-
ism. There is no grand strategy for responding to this kind of
predicament. Washington must disaggregate the challenges. At
one level, only through power coalitions and associations of
key states can we hope to influence China’s behavior. Qur
leverage with the CCP comes in our collective ability to exploit
its fear of criticism and its ingrained aversion to exclusion from
international clubs. Both depend on our ability to build multi-
lateral partnerships.

The United States continues to be number one by tradi-
tional measurements of comparative military and economic
size, but from here on, as Joseph Nye says, being number one
just “ain’t gonna be what it used to be.””*

This is particularly true if we accept the conventional wis-
dom that the China relationship is on track. It is not. With
global developments pitting democratic pluralism against various
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forms of authoritarian government, one asks why the Obama
administration scems blind to the appeal and strategic impli-
cations of the China model. Managing a commercial and mil-
itary balance with China in the near term has simply obscured
the oncoming battle of ideas in the middle term. The expanding
appeal of China’s governing model is shrinking the West—
making our notions of society and government less relevant —
and will do more to alter the quality of life for Americans and
the West in the twenty-first century than any other develop-
ment. When Brent Scowcroft says the world may no longer
be susceptible to Washington’s domination, but without its
leadership, “nothing much is achieved,” this is not a palliative.
It must be seen as a clarion call to this administration and those
that follow, that America is engaged in a global struggle to as-
sert and sustain the primacy of Western values.
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