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Fernand Braudel, the economic historian, gave a key for reading the power struggles
occurring today between the United States and China. «Just as a country at the center
of a world-economy can hardly be expected to give up its privileges at international
level, how can one hope that the dominant groups who combine capital and state
power, and who are assured of international support, will agree to play the game and
hand over to someone else?» In other words, the ruling circles in the United States,
the hegemonic power of today, want to keep their leadership, China, the rising and
challenging power, would like to replace the USA as the hegemonic country: the trade
war starting in 2018 should be analysed in this context . The paper will deal with the
recent developments of this hegemonic struggle: within the American establishment,
the Pentagon and the US Department of Commerce have regained control over «Wall
Street» which has resulted in an updated version of the US military-industrial complex,
with China replacing the USSR in a new "cold war". Complex strategies are developped
on both sides, involving manufacturing, technology, trade, financial, diplomatic and
military issues. Referring to this geo-economic key for reading, a number of actions
taken by the US government since 2018 aims in particular at checking China’s mount-
ing economic and financial power. For the United States, it is about challenging the
development of China’s influence in the world, in particular along the new maritime
Silk Roads.
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he Belt and Road Initiative, BRI, announced in 2013 by President Xi Jinping,
is at the core of China’s foreign policy strategy. Already, the initiative has cost
more than the post-World War II U.S. Marshall Plan, measured in today’s dol-

lars. Beijing champions the project as a means to spur development, goodwill and
economic integration between China and its neighbours: most notably Central Asia,
the Middle East and Europe.

However the project has proved controversial and several countries expressed sus-

picion about China’s true geopolitical intentions : the U.S. and Japan remain skeptical
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about its stated aims and even more worried about unspoken ones, especially those
hinting at military expansion. The BRI is therefore viewed within the new US Ad-
ministration as part of a Grand Strategy aiming at replacing America as the Global
Superpower...

The trade war starting in 2018 should be analysed in this context. So far, the US
has imposed three rounds of tariffs on Chinese goods, totalling more than $250bn, but
President Trump has threatened tariffs on another $267bn worth of goods - meaning
all Chinese imports could be subject to tariffs. After months of hostilities, a temporary
breakthrough of sorts came in December, both countries agreed to give time for talks.
The paper will deal with what looks more and more like a new «Cold War».

Spykman' vs. New Silk Road

Chinese President Xi Jin Ping announced the concept of the new Silk Roads, in
its land dimension, for the first time in September 2013 during a visit to the Naz-
arbayev University in Kazakhstan, and again one month later before the Indonesian
Parliament. However, this time a maritime and financial dimension was added via
the creation of the Asian Infrastructure Investment Bank (AIIB), designed to finance
infrastructure projects along these new land and sea routes. Officially, its aim was to be
an economic and commercial one, with the goal of increasing China’s presence on the
Eurasian continent. The land route envisions connecting Central Asia and Europe, and
the maritime version connects the ASEAN countries via the South China Sea, to the
Middle East and West Africa via the Indian Ocean, and finally to Europe via the Suez
Canal and the Mediterranean Sea.

This initiative is without precedent. According to some estimates, investments
could reach up to 8 000 billion dollars and commit China through 2049 - the cente-
nary of the People’s Republic of China - in line with the «long-term» concept held by
the economic historian, Fernand Braudel. For Xi Jin Ping, by 2049 China will again
be «rich and powerful», and take a final revenge on the «century of humiliation» that
began in 1840 with the first Opium War.

The latest developments of the Belt and Road Initiative in 2018 showed however
that the Chinese investment around the world fell sharply in 2018. The decline was
most evident later in the year and among state-owned entreprises. These companies
also engaged in fewer power construction projects®. In addition, the number of coun-
tries in the Belt and Road Initiative keeps expanding, but activity levels per countries
are flat.

' Nicholas Spykman’s 1942 Rimland Theory advocated that mobile maritime powers, such as the UK and the U.S., should
aim for strategic offshore balancing. The key was to control the maritime edges of Eurasia - that is, Western Europe, the
Middle East and East Asia — against any possible Eurasia unifier. When you don't need to maintain a large Eurasia land-
based army, you exercise control by dominating trade routes along the Eurasian periphery.

2 Scissors D. 2019. Chinese Investment: State-Owned Enterprises Stop Globalizing, for the moment. AEl Paper & Stud-
ies. January 2019. https://www.questia.com/read/1G1-574566601/chinese-investment-state-owned-enterprises-stop-glo-
balizing (accessed 18.02.2020)
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On the economic plan, the new Silk Roads could in many ways be considered as
a prolongation of the strategy of growth carried out by China over the last 30 years,
centered on exports and structural investments. As far as the infrastructure of the
New Silk Roads, investments financed by Chinese state banks are not located only in
China, but mainly in other countries. The shifting of the Chinese economy towards a
consumer society being slower than originally envisioned, has given them the reason
to find new outlets for the overcapacity of production in domestic markets.

Geostrategic Stakes

This purely economic framework was however displaced by the geostrategic con-
text. In fact, the maritime routes are a major response from China to what it perceives
to be an attempt, both military and economic, by the United States, to impede its rise in
power. On the military side, the Obama Administration began a gradual repositioning
in 2011, calling the US naval and air resources in the Pacific «pivot to Asia». By 2020, it
is anticipated that 60% of all US external intervention capacity will be located around
China. Economically and commercially, excluding China from the Trans-Pacific Part-
nership Agreement negotiations was also part of the same strategy of «containment».

In 2012, mixing economic, business, and military considerations, President Ba-
rack Obama stated «When it comes to our military and Chinese security, part of the
reason that we were able to pivot to the Asia-Pacific region after having ended the war in
Iraq and transitioning out of Afghanistan, is precisely because this is going to be a mas-
sive growth area in the future. We believe China can be a partner, but we're also sending
a very clear signal that America is a Pacific power, that we are going to have a presence
there. We are working with countries in the region to make sure, for example, that ships
can pass through, that commerce continues...».

Remember that these initiatives by the Obama Administration were made in re-
sponse to Beijing’s territorial ambitions in the South China Sea, which it clearly de-
clared to the United Nations at the beginning of 2009. This assertion of Chinese sover-
eignty over most of the South China Sea was not new, but it could be considered as a
major diplomatic development by Beijing in the backdrop of the weakening of the US
after the financial and economic crisis of 2008. At the time, Chinese leaders saw it as
the opportune moment to cross the diplomatic line Deng Xiao Ping had put in place
in the early 1980s, and for the return of China to the capitalist spheres that advocate
a low profile and the rejection of any notion of leadership. Consequently, the major
diplomatic change that took place in 2009 requires that we reframe our thinking about
China in reference with a global geopolitical framework.

3 Obama-Romney debate, (22 October 2012). https://www.throughlinegroup.com/2012/10/22/obama-vs-romney-de-
bate-scorecard-october-22-2012/ (accessed 18.02.2020)
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Maritime Power vs. Continental Power

Since the work of Admiral Alfred T. Mahan (1840-1914), the United States has
emerged as a maritime power (Mahan 1890). Moreover, its geopolitical vision is in-
spired by the doctrine of the British Sir Halford Mackinder (1861-1947), who advo-
cated for the containment of any continental power likely to dominate Eurasia (Mack-
inder, 1904). For the British, it was Russia, which - in its race towards the warm seas
in the second half of the nineteenth century - directly threatened the «jewel in the
crown» of the British Empire: India. This sparked a major British — Russian geopoliti-
cal confrontation, known at the time as the «Great Game».

Nicholas Spykman (1893-1943), an American academic considered as the father
of geopolitics in the US (Spykman, 1942), merged the ideas of Mahan and Mackinder,
and defined a geopolitical vision that formed the background and the permanence of
American strategies since the end of the Second World War. This approach was largely
echoed by Zbigniew Brzezinski (1928-2017) and, more broadly, by all US administra-
tions since.

What does Spykman tell us? He specifies that essentially: «Who controls the rim-
land rules Eurasia, who rules Eurasia controls the destinies of the world» (Spykman
1942). In the light of this geopolitical line of thought, the hegemonic naval power that
is the United States is therefore opposed to the continental Eurasian powers that are
Russia and China. Consequently, the points of friction lie on the borders of Eurasia: in
Ukraine, the Middle East, the China Seas, Korea, etc. By building ports in Hambantota
in Sri Lanka and Gwadar in Pakistan, settling in Djibouti or Piraeus in Greece, China
is, in fact, advancing all along the borders of the Eurasian continent. In addition, by us-
ing debt as a weapon, China creates situations of dependence, even increasing «vassali-
sation», for the countries that receive its financing; however, these advances, officially
commercial and peaceful, are occurring at the same time as its navy is growing more
powerful, casting doubts on its ultimate objectives.

In the minds of Chinese leaders, the development of New Silk Roads is intended
to strengthen economic, trade, and financial ties on the Eurasian continent, but they
must also significantly increase China's global influence. Their vision is to return to the
great past that was China: the Middle Kingdom, and the most advanced world power
(Shkvarya et al. 2016). Because of their maritime and potentially military components,
in direct opposition to the American geopolitical objective of controlling the borders
of the Eurasian continent, the New Silk Roads are the center of major geostrategic
stakes thereby creating a «Great Game» of the 21st century, whose players this time are
the United States against China.

Wall Street’s Turnaround?

It is appropriate at this stage to question the balance of power within the American
ruling circles vis-a-vis China. Wall Street’s financial circles have long been supportive
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of the development of a relationship between the United States and China that is «sys-
temic» in nature. The term «Wall Street» as used herein encompass the broad financial
sector of the United States, which includes the US Treasury Department, the US Cen-
tral Bank (the «Fed») and, of course, all listed US multinational industrial, service, or
financial companies and stock markets.

Historically, the US Treasury was one of the main beneficiaries of this «systemic»
relationship between the US and China. In fact, the purchasing of US treasury bonds
by the Chinese Central Bank was, to a very significant extent, the main way China «re-
cycled» its trade surpluses. This market had the liquidity and security characteristics
initially desired by the Chinese authorities. The US Treasury was thus able to benefit
from low financing rates, but most importantly, did not have to resort to fiscal austerity
policies (tax increases and / or spending cuts) that would have been necessary without
these contributions.

The US trade deficit has been described as «pain free». The ability of the US to
finance both its trade and budget deficits in its own currency, practically without any
limits, is generally accepted to be one of the exorbitant privileges of the US dollar. By
recycling its trade surpluses, China has contributed significantly to the financing of the
US budget deficit.

The entry of China into the World Trade Organization (WTO) at the end of 2001
in particular resulted in a very strong growth in trade surpluses, particularly with rela-
tion to the United States, China becoming the main source of the US trade deficit.

However, since the beginning of 2014, and despite record-breaking Chinese trade
surpluses (Tian 2019), the recycling of these surpluses has no longer been made in US
Treasury bonds. China has reduced its holdings of US Treasury bonds by nearly $150
billion. It held more than $1,300 billion of them in January 2014, but in August 2018,
the amount fell to $1,150 billion. The reasons for this are complex: outflow of capital
from China, downward pressure on the Yuan (the Chinese currency), the Chinese
stock market crisis of 2015 - but the main point here is that the US Treasury has not
any longer the same interest in maintaining a «systemic» relationship with China to-
day than it has had previously. It now even considers itself to be under the potential
threat of a massive sale of treasury bonds by China, which would result in an increase
in US long-term rates and, subsequently, in the costs of financing the budget deficits.

The FED has also long encouraged the development of a systemic relationship
between the United States and China. This relationship contributed to what has been
described by economists as a «Great Moderation» period. In other words, the varia-
tions in inflation and annual growth, economic cycles, were much more moderate be-
tween 1990 and 2007 than in previous decades, which facilitated the Fed in achieving
its objectives.

However, the 2008 crisis showed that this "great moderation” was obtained at the
cost of considerable rise in economic imbalances for the US: a trade deficit, a sharp
rise in external and internal debt, deindustrialization, etc. Since then, the Fed has to
«revise» its analysis grids. Ben Bernanke, Chairman of FED in this respect wrote in
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2009: «In my view, however, it is impossible to understand this crisis without reference to
the global imbalances in trade and capital flows that began in the latter half of the 1990s.
In the simplest terms, these imbalances reflected a chronic lack of saving relative to in-
vestment in the United States and some other industrial countries, combined with an ex-
traordinary increase in saving relative to investment in many emerging market nations»*.

At the end of 2008, the US economy was even on the verge of falling into a de-
flationary spiral. Consequently, the FED decided to launch its «Quantitative Easing»
program, when it was obvious that short-term rates lowered down to zero percent,
would not be sufficient to monitor a recovery of the US economy. On March 18 2009,
the Fed embarked on a monetary policy, which, above all, would enable the US budget
deficit to be directly financed by the central bank, since it partly involved buying treas-
ury bonds issued by the government on the primary market®. The FED bought in this
context more than 3,5 trillion of US bonds between the end of 2008 and 2014. For the
record, this type of policy can be seen as a modern form of printing money.

On a financial point of view, the “quantitative easing” program was aiming at low-
ering the whole yield curve and therefore to ease financial conditions. As Ben Ber-
nanke explained in 2010 (Bernanke 2010): «Easier financial conditions will promote
economic growth. For example: lower mortgage rates will make housing more affordable
and allow more homeowners to refinance. Lower corporate bond rates will encourage
investment. Higher stock prices will boost consumer wealth and help increase confidence,
which can also spur spending. Increased spending will lead to higher incomes and profits
that, in a virtuous circle, will further support economic expansion». This financial strat-
egy aimed at «containing a depression» like the one of the 1930ies and was successful
in preventing such developments.

However, a second reading, a geopolitical one, has to be done regarding the FED
decision of the 18" of March 2009. For the United States, this announcement repre-
sented a unilateral breaking of the rules that, in the past few decades, had held sway in
the international monetary system. This break was in many ways just as radical as the
decision by the Nixon administration in August 1971 to end the US dollar’s convert-
ibility into gold. The shock for the Chinese government was huge since, in essence,
it signaled nothing less than the end of the United States’ financial dependence on
outside creditors -first and foremost China, which was being replaced by an ex-nihilo
financial creation of the Fed’s that, by definition, was potentially unlimited.

As the Chinese government was extremely concerned by the US monetary deci-
sion announced on March 18", five days later, Zhou Xiaochuan, the Chairman of the
PBoC, the Chinese Central Bank, published a paper insisting on the urgent necessity
of a reform of the international monetary system... In other words, he was asking to

4 Bernanke B.S. “Financial Reform to Address Systemic Risk’, speech at the Council on Foreign Relations, Washington, D.C.,
March 10, 20009. https://www.federalreserve.gov/newsevents/speech/bernanke20090310a.htm (accessed 18.02.2020)
> Bernanke B.S. “Financial Reform to Address Systemic Risk’, speech at the Council on Foreign Relations, Washington, D.C.,
March 10, 20009. https://www.federalreserve.gov/newsevents/speech/bernanke20090310a.htm (accessed 18.02.2020)
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put an end to the “exorbitant privilege of the US Dollar™. A decade later, no reform has
been achieved and the Dollar is still the central currency of the system.

Today however, the United States could be obliged to buy the treasury bonds sold
by China if China decides to get more aggressive about it. Such potential actions would
effectively force the FED to increase the size of its balance sheet, even though it has
worked for the exact opposite to normalize its monetary policy (increasing rates, end-
ing liquidity injections and, since 2017, gradually withdrawing liquidity previously «in-
jected» into the US economy). Back to 2005, the FED policy was already constrained
by the US - China «systemic» relationships: Alan Greenspan, Chairman of the FED at
that time, preferred to talk about a «conundrum», when long-term rates fell despite the
fact that the FED had raised short-term rates by 150 basis points. However, this yield
curve’ move was related to clearly identified flows: China was indeed recycling its trade
surpluses into US treasury bonds or Fannie Mae and Freddie Mac bonds, preventing
the FED to cool down the US real estate markets and ultimately contributing to the
2008 financial and economic crisis’.

Finally, American multinational corporations have been the largest beneficiaries
of the United States / China systemic relationship. The moving of production to China
since the 1990s to take advantage of its low-cost labor and its massively undervalued
Yuan contributed to the record profits of multinational firms, which were primarily
American. These profits were such that they also largely contributed to the establish-
ment of a global «<norm» of a minimum return of 15% on equity. However, there are
a number of reasons for the turnaround of the heads of a significant number of US
companies:

- mericans estimate that the theft of intellectual property by the Chinese has
amounted to more than $200 billion a year;

- The «Made in China 2025» plan launched by Xi Jinping - intends to compete
with the United States on leading-edge sectors;

— The exclusion of Silicon Valley firms (Google, Amazon, and Facebook), who
have been ousted in favor of the Chinese national champions (Baidou, Alibaba, Ten-
cent);

- 'The limitations of access to the Chinese financial sector;

- The competition from the Chinese steel or aluminum markets and the dump-
ing of surplus on world markets; etc.

For all these reasons, more and more American companies are no longer seeing
Chinese firms as partners or subcontractors, but as direct - and in many cases — unfair
competition.

6 Zhou X. 2009. Reform the International Monetary System. PBoC, March 23. https://www.bis.org/review/r090402c.pdf
(accessed 18.02.2020)

7 Testimony of Chairman Alan Greenspan Federal Reserve Board's semiannual Monetary Policy Report to the Congress
Before the Committee on Banking, Housing, and Urban Affairs, U.S. Senate February 16, 2005 https://www.federalreserve.
gov/Boarddocs/hh/2005/february/testimony.htm (accessed 18.02.2020)

88 MGIMO REVIEW OF INTERNATIONAL RELATIONS - 13(1) - 2020



J1. 3cTawm NCCNEOOBATENIbCKUE CTATbA

However, it does not mean here that all US companies have adopted a negative po-
sition towards China. Indeed, a lot of US companies simply cannot afford it as they de-
pends heavily on China, to name a few: General Motors, Caterpillar, Apple, Wall Mart,
etc. Walmart imports each year almost 50 billion USD of Chinese goods, a survey from
the Economic Policy Institute (Robert E. Scott) estimated that more than 400 000 jobs
were lost in the United-States in relation with these imports between 2001 et 2013°.

The Return of the Military-Industrial Complex

The National Trade Council, created in 2017, now deems China to have been the
main source of the 2008 crisis and the difficulties that followed it. Peter Navarro, a
professor of economics and White House advisor, authored the 2011 book «Death by
China: Confronting the Dragon - A Global Call to Action» (Navarro, Autry 2011) and
asecond book in 2015, «The Crouching Tiger: What Chinese Militarism Means for the
World» (Navarro 2015). The notion that international trade, economy, and defense are
linked is the reason why the Pentagon (the US Department of Defense) is able to once
again prevail in its view, considering that China is the main threat to US national secu-
rity. This position is not new. After the implosion of the USSR, not only the Pentagon
but also the US Department of States (US foreign affairs agency), identified China as
the new rival from the early 2000s. In February 2000, Condoleezza Rice, future adviser
for the National Security advisor and US Secretary of State, wrote: «China is a great
power with unresolved vital interests, particularly concerning Taiwan (...). China resents
the role of the United States in the Asia-Pacific region. (...). This means that China is not
a «status quo» power but one that would like to alter Asia’s balance of power in its own
favor. That alone makes it a strategic competitor, not the «strategic partner» the Clinton
administration once called it (...)». In her opinion, China's rise in the region must be
checked and, as a result», (...). It is essential to adopt a strategy that would prevent
China's rise as regional power(...). In particular, the United States must deepen its coop-
eration with Japan and South Korea and maintain its commitment to a robust military
presence in the region»’.

In other words, as regards to China, the Pentagon and Department of State stood
in opposition to the financial sector for nearly fifteen years without success. Indeed,
the recycling of Chinese trade surpluses, liquidity flows resulting in cheap financing,
low inflation, and record profits for the big American multinational firms, were seen
by American leaders to be evidence of the benefits enjoyed by the US from its “sys-
temic” relationship with China. As a result, the trade deficit was not considered to
be a problem, nor did the deindustrialization of the country, compensated for the US

8 Scott R.E. 2015. A Conservative Estimate of ‘The Wal-Mart Effect’'Wal-Mart’s growing trade deficit with China has dis-
placed more than 400,000 US. jobs. December 9. https://www.epi.org/publication/the-wal-mart-effect/ (accessed
18.02.2020)

? Rice C.2000. Campaign 2000: Promoting the National Interest. Foreign Affairs. January/February https://www.foreignaf-
fairs.com/articles/2000-01-01/campaign-2000-promoting-national-interest (accessed 18.02.2020)
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consumers by the gains in purchasing power generated by the importation of low-cost
products from China.

However, this «purchasing power consumption gains / employment deindustriali-
zation» relationship was significantly called into question during the last US presiden-
tial election. In fact, the “Rust Belt” states, that had seen a decline in industry, caused
a shift in the election in favor of the new administration. A majority of voters in those
states rejected the previous free trade policies and considered them to be responsi-
ble for the deindustrialization of the US, which is why the new National Council for
Trade now has a much larger influence over the US Administration. In this case David
H. Autor et al. shows that the emergence of China as a trade powerhouse rattled the
American economy more violently than economists and policy makers anticipated at
the time China joined the WTO in 2001 and that the U.S. workforce adapted more
slowly than expected... Therefore economists estimate that voting results in the last
presidential election would have been different if some states has not been hit as hard
by rising imports from China'® (Davis 2016).

In summary, the US treasury, the Fed, and a large part of the big American compa-
nies have re-evaluated their positions on China. A systemic relationship with Beijing
is no longer considered to be as beneficial as it had been in the past, and the Pentagon
and the US Department of Commerce have regained control over «Wall Street» which
has resulted in an updated version of the military-industrial complex, with China re-
placing the USSR in a new «cold war».

«Just as a country at the center of a world-economy can hardly be expected to give
up its privileges at international level, how can one hope that the dominant groups who
combine capital and state power, and who are assured of international support, will agree
to play the game and hand over to someone else?» (Braudel 1992).

Strategy vs. Strategy...

If one believes, as does the economic historian Fernand Braudel, that the hegem-
onic conflicts between major powers are the main factor shaping the structure of
the world economy, then the changeover described among US leadership may lead
to a new interpretation - such as that of Michael Pillsbury (Pillsbury 2015), author
of the book on China, The Hundred Years Marathon published in 2015. Mr. Pills-
bury took a consistently positive view of China’s future and has long held that «We
believed that American aid to a fragile China whose leaders thought like us would
help China become a democratic and peaceful power without ambitions of regional
or even global dominance». He now believes that «the influence of Chinese Hawks»
has been underestimated, which brings him to ask the crucial question: «What if the
Chinese dream is to replace the United States, as the United States replaced the Brit-

10 Autor D.H., Dorn D., Hanson G.H. 2016. The China Shock: learning from Labor-Market Adjustment to Large Changes in Trade.
https://www.ddorn.net/papers/Autor-Dorn-Hanson-ChinaShock.pdf (accessed 18.02.2020)
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ish Empire, without having to fire a single shot?» In other words, the Xi Jinping’
«Chinese dream» would have mainly a geostrategic dimension: to replace the United
States as the hegemonic power. This hypothesis is now echoed at the highest level of
the American leadership.

A Chinese Mercantilist Strategy?

It is therefore appropriate to remember the main characteristics of the «Grand
Strategy» China has followed since the 1980s. The underlying strategy that has elevat-
ed China in power since its return to the capitalistic world arena is classic. It is charac-
terized by the developments that one can consider virtuous:
Domestic manufacturing development

Various Form of Protectionism
MANUFACTURING POWER

<

Export Development
Trade surplus
TRADE POWER

Accumulation of Gold
(FX Reserves today)
FINANCIAL POWER

DIPLOMATIC & MILITARY
POWER

Fig. 1. Chinese «Grand Strategy».
Source: compiled by the author.

This «Grand Strategy», mixing economic, trade, financial, diplomatic and military
actions is behind the rise of China in the last forty years. It consists of a strategy called
«mercantilism» that had been used by England until the mid-19th century, by the
«Colbertist» or Napoleonic France, by the United States from the Lincoln presidency
until the Second World War, and by Bismark in Germany;, etc.

In this context of hegemonic struggles, the economic and financial hegemonic
power would adopt, as a global strategy, free trade, free competition and free inter-
national capital flows. Indeed, the Hegemon’s top manufacturing companies, in-
ternational trade companies, financial institutions being more efficient, are bound
to win the international competition. The interest of the hegemonic center in this
context is to force potential challengers and more generally all countries to open
their borders. Free trade is consequently an economic weapon in the hand of
the Hegemon. On the other hand, potential challengers, if they want to raise
their manufacturing, trade and financial capabilities, have no other choice than
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to protect themselves from the Hegemon by using various forms of protectionist
measures (tariffs, regulations and norms, with the most effective of all being an
undervalued currency...).

In this respect, Braudel wrote about Holland, the trade and financial dominant
centre of Europe at the end of the 17" century: «Holland was only mercantilist at cer-
tain very rare moments - precisely those at which she was aware of an external threat.
As a rule unchallenged, she was able to practice free trade with impunity since it could
only benefit her. When in the eighteen century, England began to move away from strict
mercantilism, was it, as I am inclined to think, proof that the age of Britain’s power and
greatness on a world scale has dawned? A century later (1846) she could embrace free
trade without running any risk at all. (...). There was considerable difference between
modern seventeenth-century Holland and majestic-looking states like France or Spain.
This distance is revealed in the attitudes of governments towards an economic policy
regarded at the time as a panacea and which we now call by a word invented after the
event, mercantilism. When we made up this world, we historians assigned it a variety of
meanings. But if one of these meanings was to be paramount, it would be that which im-
plied a defense against others. For mercantilism was above all a means of self-defense»
(Braudel 1992).

In a general fashion, the success of mercantilism, as an economic, commercial,
financial, diplomatic, and military Grand strategy, depends first and foremost on re-
current international trade surpluses and an accumulation of financial assets. In the
case of China, it must be remembered that the trade surpluses that have occurred
since the beginning of the 2000s translated into a considerable accumulation of foreign
exchange reserves, which reached more than $4,000 billion in 2014. If one applies the
grid of analysis made by Peter Navarro and Michael Pillsbury, the mentality dominant
at the White House, leads us to believe that China has pursued, and continues to pur-
sue, a Grand Strategy of mercantilism, in all the aspects outlined above.

Therefore, it must be reasoned that the priority goal of the United States must be to
reduce Chinese commercial trade surpluses. It also must be noted here that this does
not entail reducing the American trade deficit, even if it seems to be the same goal. In
fact, the reduction of the American trade deficit is in no way desirable for the United
States. In order for the US dollar to remain the central currency of the international
monetary system, as it must remain from an American point of view, it suits that the
rest of the world is fueled with US dollars and a US trade deficit is one of the ways
to achieve it. There is nothing new here. The economist Robert Triffin (1911-1993),
advisor to President Kennedy, perfectly analyzed this issue, as well as the instability
inherent with the Bretton-Woods Gold-Dollar international Monetary System of the
1950ies and 60ies (Triffin 1960).

Regarding the mercantilist strategy of China, Paul Krugman, Nobel Prize in Eco-
nomics in 2008, wrote in 2009 and 2010: «China has become a major financial and
trade power. However, it does not act like other big economies. Instead, it follows a mer-
cantilist policy, keeping its trade surplus artificially high. And in today’s depressed world,
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that policy is, to put it bluntly, predatory»''. «This is the most distortionary exchange rate
policy any major nation has ever followed.(...) Most of the world’s large economies are
stuck in a liquidity trap — deeply depressed, but unable to generate a recovery by cutting
interest rates because the relevant rates are already near zero. China, by engineering an
unwarranted trade surplus, is in effect imposing an anti-stimulus on these economies,
which they cannot offset»"2.

Assuming that the overriding US objective is now to reduce Chinese trade sur-
pluses, then it appears that many of the economic, commercial, and financial actions
undertaken by the US government in 2018, present a consistency that must be care-
fully evaluated. These actions bring focus to a set of strategic goals aimed at reducing
or even eliminating Chinese trade surpluses and thus drying up the primary source of
China’ rise in power.

Strategic Targets of the United States

For Washington, the first strategic target is that of Chinese exports to the Unit-
ed States. On March 23, 2018, President Trump announced a first wave of tariffs on
$50 billion worth of products imported from China. In September 2018, an addition-
al $200 billion was subject to tariffs, which was initially to be increased from 10% to
25% on 1 January 2019. The US President justified his decisions by stating that Chi-
nese business practices constitute a serious threat to the health and prosperity of the
US economy long term. A third wave of tariffs was also expected, this time bringing
in $267 billion worth of additional merchandise, with President Trump stating, «If
China takes retaliatory measures against our farmers or other industries, we will acti-
vate phase 3, with tariffs on 267 billion additional imports». If this last phase were in fact
implemented, the entire amount of Chinese imports to the United States — more than
$500 billion worth of goods — would be hit by tariffs. However, after months of hostilities,
a breakthrough of sorts came in December, both countries agreed to give time for talks at
the G20 meetings in Buenos Aires... A deadline was announced for the 1* of March 2019,
but at that date no agreement has been reached by American and Chinese negotiators.

This set of measures, which are essentially protectionist, are a complete challenge
to the free-trade ideology that has prevailed in the United States in recent years. In
this respect, as a campaign advisor to President Obama and a principal trade negotia-
tor for Reagan, Clyde Prestowitz has repeatedly warned against disregarding foreign
competition as the U.S. suffers a rapid erosion of its productive base, he wrote: «So to
paraphrase Abraham Lincoln, the world in which we live is half free trade and half mer-
cantilist. Half of more of the countries have a clearly defined national economic interest,
an economic strategy focused on export-led growth, and a series of industrial policies to
fulfill the strategy» (Prestowitz 2010).

™ Krugman P. Chinese New Year. New York Times. December 31, 2009. (accessed 18.02.2020)
2 Krugman P. Taking on China. New York Times. March 14, 2010. (accessed 18.02.2020)
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However, by raising tariffs, it is only the nature of the actions of the United States
in the field of international trade that has changed and by no means its final objective.
Indeed, the exclusion of China from the Trans-Pacific Partnership Agreement that had
been finalized by the Obama Administration was undoubtedly founded on the same
reasoning of the containment of China. It was an indirect strategy, aiming at fixing the
norms and standards of future international trade and consequently with medium and
long-term effects expected. The president Obama clarified the US position in a speech
held in 2015: « When more than 95% of our potential customers live outside our borders,
we can't let countries like China write the rules of the global economy. We should write
those rules, opening new markets to American products while setting high standards for
protecting workers and preserving our environment. That's what the agreement reached
today in Atlanta will do»".

However, the new American administration had the perception that the threat
from China has risen a notch and consequently that more direct actions with immedi-
ate impacts had to be considered. In this context, both free trade agreements and pro-
tectionist measures are to be looked at as economic weapons' that are at the disposal
of the dominant power and could be triggered in a pragmatic way upon circumstances.

The introduction of tariffs by the new US Administration was a surprise even
more to the Chinese leaders, because the rhetoric of the candidate Trump during his
presidential campaign - which was quite virulent towards China - had not shown
any concrete signs of manifestation during the 15 months following the presidential
election. This period corresponds to the time granted by the Americans to trade ne-
gotiations with China, though it proved unsuccessful®, but was also equal to the time
necessary for the changeover in the American ruling circles mentioned above.

However following the announcement of tariffs by the US aiming at Chinese im-
ports, the Chinese Yuan went immediately down, the parity USD/CNY going from 6,25
in April 2018 to 6,85 at the beginning of August , corresponding to a depreciation of
nearly 10% of the CNY in 4 months. This was happening in a context of Chinese trade
surplus, that in theory should translate into a higher CNY and of a very significant un-
dervaluation of the CNY in terms of purchasing power parity. In other words, to a trade
war, US tariffs raised, China retaliated with a currency war, depreciation of its currency.

Transfer of Technology and Theft of Intellectual Property

The second US strategic target refers to technology transfer and intellectual prop-
erty theft. The Commission on the Theft of Intellectual Property (IP Commission)

3 Barack Obama. Statement by the President on the Trans-Pacific Partnership. October 05, 2015. https://obamawhite-
house.archives.gov/the-press-office/2015/10/05/statement-president-trans-pacific-partnership (accessed 18.02.2020)

* Address by Secretary of Defense Ashton B. Carter in Arizona State University in Tempe. April 2015. https://www.mccain-
institute.org/events/a-conversation-with-secretary-of-defense-ashton-b-carter/ (accessed 18.02.2020)

> China's Xi to meet Trump in Mar-a-Lago on April 6-7 https://pressfrom.info/us/news/world/-36361-chinas-xi-to-meet-
trump-in-mar-a-lago-on-april-6-7.html (accessed 18.02.2020)
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estimated in march 2018 that the annual cost of counterfeiting, software piracy, and
theft of trade secrets to the American economy is more than $225 billion a year, and
could even be as high as $600 billion, and that China is the main source of offenders.
The American objective is therefore here to reduce the chances of success of the Plan
«Made in China 2025» that aims to give to China a dominant position in many ad-
vanced sectors.

The Commission - headed by Admiral Dennis Blair, former director of national
intelligence in the Obama administration between 2009 and 2010, and Craig Barret,
previously CEO of Intel Corporation - suggested in March 2018 that «dialogue» was
being engaged, mainly between the United States, the European Union, and Japan, on
the dual problem of intellectual property thefts and technology transfer.

A broad consensus has been reached by the United States on these two points.
Indeed, during a visit to the Chinese number two, Li Keqlang Mr. Jean-Claude Junker,
President of the European Commission, declared: «We share many of the concerns of
Messrs. Trump and Lighthizer', about the Chinese State Capitalism. We do not neces-
sarily like Mr. Trump's methods, but that doesn’t mean he’s invented it all». At the same
time, the European Commissioner Trade, Cecila Malmstrom, clearly confirmed the
European position in this matter. «Theres no secret that we think China is a big sinner
here»".

In other words, it is on these two crucial points that the new American admin-
istration has arrived at its decision to isolate China in line with its strategy of con-
tainment of the Middle Kingdom (Mitchell 2018). Indeed, by reducing the transfer of
technology to China and fighting against the theft of intellectual property by Chinese
entities, it reduces the chances of success of the «Made in China 2025» plan.

Oil and Chinese Energy Independence

The third US strategic target is the import of oil and Chinese energy dependence.
The New Silk Roads aimed at strengthening the economic trade and financial links
within the Euro-Asian continent. More specifically, they must also allow - and they
already allow - a diversification of China's sources of oil and gas energy supplies via
pipelines from Central Asia and Siberia, for the most part. China seeks to circumvent
shipping lines and more particularly to avoid, as much as possible, the strong depend-
ence on the Strait of Malacca, between the Malay Peninsula and the Indonesian island
of Sumatra, which is under the control of the US Navy. For the record, China's net
oil imports rose from 3.3 million barrels a day in 2007 to 8.4 million barrels in 2017.
China's energy dependence has therefore increased sharply over the last decade, and
consequently is now one of the most significant points of fragility likely to slow down
its rise in power.

6 Robert Lighthizer Is the US State Trade Representative since 2017.
7 Mitchell T. 2018. Trade Wars: China Fears an Emerging United Front. Financial Times. 11 September.
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It is in this context that we must understand the collateral effects on China result-
ing from American sanctions against Iran and Venezuela, both of whom are privileged
«partners» of China. In fact, following the introduction of these sanctions, there were
more than two million fewer barrels/day available on the world market. American
foreign policy towards these two producing countries has thus contributed to a strong
rise in oil prices, reinforcing the agreements between Saudi Arabia and Russia, and
indirectly, favoring US oil and shale gas producers. China appears to be one of the
indirect victims of these latest developments. In fact, because the price of oil rose from
$45/barrel in of June 2017 to $85/barrel in October 2018, China’s oil bill increased by
nearly $100 billion a year, which reduced its trade surpluses and, consequently, its ac-
cumulations of financial assets.

Such a «weapon» is however difficult to use. Indeed a rise of the oil price is not
without consequence for the US economy. Though it will boost the activities of domes-
tic shale oil and gas producers, it has also unwanted consequences, pushing inflation
expectations up and raising the probability of rates hikes by the FED. Such development
could then trigger a sharp correction down in the stock market and put an end to current
growth cycle. In this context, the President Trump asked the King Salman of Saudi Ara-
bia to act to counter the rise of the oil price. A few weeks later: «Russia and Saudi Arabia
struck a private deal in September to raise oil output to cool rising prices and informed the
United States before a meeting in Algiers with other producers».'® After a fall at the end of
2018, the oil price hovered again around 70 Dollars a barrel of Brent in March 2019.

«Who controls the rimland rules Eurasia, who rules Eurasia controls the destinies
of the world». (Spykman 1942) This key sentence from Nicholas Spykman places the
rivalry between the United States and China in its relevant context. The United States,
the established hegemonic power of today, want to keep their leadership, China, the
rising and challenging power, would like to replace the USA as the hegemonic country.

When Beijing claimed territorial ambitions in the South China Sea, the US answer
was to begin a gradual repositioning of naval and air resources around China, the so-
called «pivot to Asia». When China announced the Belt and Road Initiative, the previ-
ous Obama Administration answered with an attempt to isolate China with free trade
partnerships including every major developed country except China.

In a more direct and frontal strategy, many of the actions taken since April 2018
by the new US government aimed clearly at curbing the economic and financial rise
of China. The main objective is to reduce the Chinese trade surpluses and therefore
drying up the major source of accumulation of financial assets. In the end, the ultimate
goal for the United States is to counter the development of China’s influence in the
world, especially along the new maritime Silk Roads, the «borders» of the Euro-Asian
continent, as well as its concurrent rise in military and naval power.

8 Russia and Saudi Arabia struck a private deal in September to raise oil output to cool rising prices and informed the
United States before a meeting in Algiers with other producers https://www.reuters.com/article/us-russia-saudi-oil-ex-
clusive/exclusive-saudi-arabia-russia-agreed-in-september-to-lift-oil-output (accessed 18.02.2020)
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Fig. 2. US strategic target: contain the rise of China.
Source: compiled by the author.

The geostrategic struggles between the United States and China inserts into what
Fernand Braudel called the history of the longue durée (English: the long term). This
expression comes from the French Annales School to designate their approach to the
study of history that gives priority to long-term historical structures over «events»
history. In this context, the current hegemonic struggles cannot be limited to ongoing
trade negotiations, whatever their short-term outcomes. Referring to Braudel, it can-
not be expected that the United States, country at the center of the world-economy,
would give up their privileges at international level and that US dominant groups will
agree to play the game and hand over to someone else?

The outcome of this hegemonic struggle may however depends more on China
than on the United States. Indeed, three Damocles swords hang over the future course
of the Chinese economy and threaten to slow the rise of China:

- A growing energy dependence from oil and gas imports from abroad

- An unprecedented rise of debts that contributes to growing potential financial
vulnerabilities that could threaten the long-term health of the Chinese economy, par-
ticularly in relation with the corporate sector debt.

- In addition, last but not least, a major demographic issue: how the Chinese
economies will cope with and adapt to low birth rates, an aging population and little to
no growth in the working age population.

A slowing population growth could make the other headwinds facing China hard-
er to manage, energy dependence and debt trap. In other words, the Chinese eco-
nomic growth is going to slow down in the 2020ies, with high risks of mounting social
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tensions when one billion people are still queuing up with the hope of joining the
middle-class. In this context, the US trade war may take its toll. Indeed, it could prove
to be a determining external shock, because it hits an already weakened economic and
financial structure. Today’s US Administration is bound to have contemplated such a

hypothesis.
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BusHec-wkona KEDGE, ®paHuus

AHHoTaumA: ®epHaH Bpogenb, NCTOPVK SKOHOMUKH, Ja KoY K NMOHMMaHWIo 60pb6bl 3a
BnacTb, nponcxopsalen cerogHa mexay CLUA n Kntaem: «ToyHO Tak ke, Kak CTpaHa, Haxo-
AAWAACA B LLEHTPe MMPOBO SKOHOMUKM, BPAL SN MOXET OTKa3aTbCA OT CBOVX MPUBUIIETNIA
Ha MeXxyHapOAHOM YPOBHE, Kak MOXXHO HaleATbCA, YTO AOMUHMPYIOLLME rPyMnbl, KOTOpble
00beAVHAIOT KanuTan U rocyAapCTBEHHYIO BMACTb U KOTOPbIE YBEPEHbI B MEXAYHAaPOAHON
nopaepKe, COrMacATCA UrpaTb B 3Ty Urpy U nepefagyT e€ Komy-To agpyromy?» [Jpyrumm
cnosamu, npassAwme Kpyrn B CoeiHEHHbIX LLITaTax, rereMOHNCTCKanA cuna CerofHs, XoTaT
COXpaHUTb CBOE NMAepcTBO. KnTal, pacTylasn n CnoxHaa gep)kasa, XxoTes Obl 3aMeHuTb
CLUA B KauyecTBe CTpaHbl-rereMoHa: B 3TOM KOHTEKCTE AOJIKHa ObiTb NpOoaHann3MpoBaHa
TOprosas BOWHa, HavyaBwasAca B 2018 r. B ctaTbe 6yayT paccMOTpeHbl MoceAHne cobbITUA
3TOW rereMOHNCTCKOW 60PbObI: B paMKax aMmeprKaHCKOro nctebnuiwmeHTa MeHtaroH u Mu-
HucTepcTto Toproenu CLLIA BocCTaHOBMAM KOHTPONb Haf «YOmnI-CTPUT», YTO MPUBENO K CO3-
AaHVI0 0GHOBNIEHHOW BEPCMU BOEHHO-MPOMbILIeHHOro Komnnekca CLUA, a Kutaii 3ameHun
CCCP B HoBoI x0noaHo BoliHe. C 06enx CTOPOH pa3pabaTbiBalOTCA KOMMIEKCHbIe cTpaTe-
rm, BKNoYaloLLme Npov3BOACTBEHHbIE, TEXHONOTMYeCKe, TOProBble, PUHAHCOBbIE, ANMIO-
MaTuyecKme 1 BOeHHble BOMpochl. CCbIafACh Ha 3TOT FTe0O3KOHOMUYECKMI KoY ANA YTEHNSA,
pAA OeACTBUN, NpeAnpUHATbIX npaBuTenbctBom CLUIA ¢ 2018 r., HanpaBeH, B YaCTHOCTH, Ha

MGIMO REVIEW OF INTERNATIONAL RELATIONS - 13(1) - 2020



J1. 3cTawm NCCNEOOBATENIbCKUE CTATbA

NPOBePKy pacTyLyerl SKOHOMUYeCKon 1 rHaHcoBom mowm Kutasa. Ana CoeanHEHHbIX LLiTa-
TOB peyb UAET 0 TOM, YTOObI 6POCUTL BbIZOB Pa3BUTUIO BAINAHUA KnTasa B MUpe, B YaCTHOCTW
BAOJIb HOBbIX MOPCKMX LLIEnKoBbIX [Ny Ten.

KnioueBble cnoBa: reononntunka, MexayHapo[HaA TOproenda, UHMymaTBa «OfuH noAc n oanH nyTb».
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