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Key points 
 

1. China is destined to be the leading power in East Asia. Its economy will soon be at least one-and-a-half times that of 
the U.S. (measured by PPP), it is catching up to the U.S. in technological capabilities, and it has higher levels of 
human capital. 

2. Chinese advantages in East Asia are compounded by geographic proximity and hence deeper economic ties to the 
countries of the region compared to the U.S. 

3. The U.S. can still be more powerful if it acts in accordance with other countries, but most nations have shown a 
preference for accommodation over confrontation. 

4. Though the U.S. cannot prevent China from establishing itself as the dominant power in East Asia, it is not 
threatened by this and should focus on balancing in ways that bring it prosperity via trade and avoid catastrophic 
war. 

 

Long-term implications of the rise of China 
 
Shortly before his first address to Congress on April 28, President Biden told a group of reporters that “they’re going to write 
about this point in history … about whether or not democracy can function in the twenty-first century … can you get 
consensus in a timeframe that can compete with autocracy?”1 National Security Adviser Jake Sullivan informed CNN that 
the administration was “looking out at Xi Jinping’s China, Vladimir Putin’s Russia, and the pitch that they are making more 
overtly now than ever before ... that the autocratic model, the non-democratic model is a better model for actually solving 
problems.” Sullivan then added, “Joe Biden in his bones believes they are wrong.”2 Yet if the Biden administration wants to 
bet the future of democracy on the U.S. maintaining its edge over China, especially in its own backyard, democracy itself 
may be in trouble. It would be better to focus on strengthening American democracy while accepting the rise of China as a 
manageable concern for the United States, as long as Washington adopts a more restrained policy toward the Indo-Pacific. 
 

Population, GDP, and military spending of China and the U.S. 

 
China’s population is about four times as large as the U.S.; its economy already surpasses the U.S. 
measured in PPP; and its military spending is concentrated regionally, whereas the U.S. has global 

commitments. 
 
The U.S. and China are engaged in not only a rivalry, but a power transition. Only a generation ago, China was a poor nation 
of limited geopolitical significance after the collapse of the Soviet Union, and its relations with the U.S. were judged almost 
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exclusively through an economic lens. Free-market reforms ushered in by Deng Xiaoping in the 1980s, and the integration of 
China into the world financial and economic system, resulted in a sustained period of economic growth that has few 
parallels. According to David Mann, the global chief economist at Standard Chartered, “From the end of the 1970s onwards 
we have seen what is easily the most impressive economic miracle of any economy in history.”3 Despite predictions made by 
many analysts, China neither democratized nor collapsed.4 Instead, it rapidly grew, developing an urbanized middle class and 
a technologically sophisticated private sector while maintaining strict top-down political control, violating western ideals of 
democracy and infringing on the civil liberties of its citizens, a combination many American observers assumed was all but 
impossible. In fact, an argument was made that as China developed economically, the country would also liberalize 
politically, a prediction that could not have been more wrong.5 
 
It is not simply that China is now a “peer competitor,” as many admit.6 In terms of absolute power as measured by 
purchasing power parity (PPP), China will be, even by conservative estimates, economically one-and-a-half times larger than 
the U.S. within the next few decades. Even using GDP as measured by market exchange rates (MER), which may exaggerate 
relative American wealth, China will pass the U.S. within the next decade and increase the gap between the two powers into 
the foreseeable future. It is approaching or has surpassed the U.S. in many important metrics for measuring human capital 
and scientific and technological innovation, though this has been aided and accompanied by massive amounts of IP theft 
and a surveillance state that represses individual rights and makes mass opposition to the government unlikely. While the 
U.S. and China are close to peer competitors now, the factors that have propelled the faster growth of the latter remain. 
 
Middle-income countries grow faster than the wealthiest nations. Because Chinese per capita GDP is still low compared to 
the U.S., economic models predict it will continue to rise in terms of relative power. While it is true Chinese growth has 
slowed relative to what it was at its peak, this should not be taken to imply that the two powers are now growing at anywhere 
near the same rate. China is not in the process of simply catching the U.S., but rather surpassing it by a considerable 
measure, in a power shift that has been accelerated by how the two nations have responded to the coronavirus pandemic.7 
The advantages that Beijing has in East Asia are compounded by geography and, relative to the U.S., its narrow international 
focus. 
 
The challenge this power shift poses to the U.S. depends on what it wants in East Asia. If American leaders stick to realistic 
and achievable goals relevant to U.S. security and prosperity, they can be accomplished through a focus on domestic growth 
and relying on the countries of the region to potentially check any Chinese threat. If, in contrast, the U.S. seeks to assume 
the responsibility of defending virtually every country in the Indo-Pacific and maintain the same balance of power that 
existed three decades ago when China was a third-world country, it will fail and increase the possibility of a cataclysmic war. 
 
This report investigates the long-term implications of Chinese regional hegemony. In a world in which the two powers are 
peer competitors, the future is uncertain, and leaders are free to make decisions across a wide range of possibilities likely to 
fundamentally change facts on the ground. When, in a certain region, one nation has an overwhelming preponderance of 
power, we can be more confident it will dominate that area as long as it desires to do so. While we cannot predict much 
about what China will use its power for, at the very least we should expect it to seek to gain more influence in its region at 
the expense of the U.S. and become more likely to succeed in disputes between the two nations in which each side seeks 
out the cooperation of others. China will be able to assert economic and diplomatic dominance over its own region even if 
the U.S. maintains or increases its military presence in nations like Japan and South Korea. 
 
Checking the rise of China through alliances is unlikely, as the countries of East Asia generally do not see it as a threat to the 
same extent the U.S. does; nor do they share concerns about the internal human rights situation of that country or other 
issues, like autonomy for Hong Kong, that American policymakers have prioritized. Moreover, contemporary military 
alliances in East Asia actually give the U.S. little in terms of diplomatic advantage, as disputes over Huawei and other issues 
reveal. Even if other countries become more willing to let the U.S. defend them militarily, American influence can still decline. 
Given these facts, and the greater ability of China to bring about economic and diplomatic pressure on the region due to 
geography, East Asian countries are more likely to accommodate it than the U.S. while avoiding decisively aligning with 
either power. 
 
While American leaders talk about ways to “confront China”—which usually involves some combination of stressing human 
rights, economic decoupling, and expanding military commitments in the Indo-Pacific—none of their suggestions will 
fundamentally alter the power shift currently underway. Given this reality, the U.S. should pursue two goals in the coming 
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decades: (1) increase its prosperity through trade and (2) avoid crises and war. On this last point, that can be done by 
reducing its military footprint; limiting provocative actions, like unnecessary freedom of navigation operations in the South 
China Sea or declaring that U.S. forces will defend Taiwan; and halting even implicit calls for regime change. This would not 
only decrease tensions, but also potentially help the human rights situation in China by reducing perceptions of threat. 
Effectively pursuing long-term American interests in the region must begin with clarity about what the U.S. can realistically 
accomplish given its distance from East Asia and weakening position over time. Those hoping democracy will win out in the 
global marketplace of ideas should focus less of their energy on foreign confrontation and more on reforming domestic 
institutions. 
 
The triumph of economic and geopolitical reality in the Indo-Pacific 
 
International relations theorists often think of power in terms of actual or potential.8 A country like Japan might have little 
actual military strength due to domestic political choices, but it may be called a powerful state because its status as a 
wealthy economy with advanced technology gives it the potential to assert itself more forcefully if it chooses. At the 
opposite end of the spectrum is a nation like North Korea, which is extremely poor but can menace its neighbors due to its 
heavy military investment.9 Despite such real-world anomalies in which there is a wide gap between economic and military 
power, the two usually go together. In the words of Robert Gilpin, to many scholars “the pursuit of wealth and pursuit of 
power are indistinguishable.”10 
 
Regardless, a country like North Korea, because it is poor, has no economic leverage it can use against other states. For 
great powers like China and the U.S., whose military capabilities are supported by successful economies and large 
populations, rather than lopsided investment in that sector, economic and military power will tend to converge, especially 
when they are threatened.11 Through economic forecasting, we can understand how much pressure each state will be able to 
apply in the coming decades and, if necessary, which country will be better positioned to achieve victory in the event of 
armed conflict. Even if the U.S. is militarily stronger today, the extent to which China can hope to pose a challenge to U.S. 
hegemony depends on the future economic prosperity and scientific capabilities of China, both of which will be assessed 
below.12 Countries with more economic power can leverage that through carrots and sticks in their trade relationships and 
invest and develop capabilities in both soft power and various forms of data gathering, including espionage. 
 
Analysts often call China a “peer competitor” or a “near-peer competitor” to the U.S.13 This phrase conjures up an image of 
two countries that are and will remain at a level of parity. Yet calling the U.S. and China peer competitors today is like saying 
the same about Germany and France in 1880. While this was technically true, the former was in the process of surpassing 
the latter and becoming much more economically and militarily formidable.14 Such are the relative positions of the U.S. and 
China today; the countries are peer competitors now, but one is likely to gain a clear advantage over the other in the coming 
decades, at least in its own region. 
 
How can we be confident that China will surpass the U.S. in terms of economic power? The neoclassical growth model is 
one of the most fundamental ideas in economics.15 Technological innovation combined with level of investment help 
determine the rate of growth in a particular country. Poorer countries will save more since they are technologically 
underdeveloped and can expect to see greater return to their investment. As countries get wealthier, however, they are on 
the technological frontier and the marginal return to capital is lower. Thus, rich countries consume more, save less, and 
ultimately experience lower rates of economic growth. 
 
This model has received a high level of empirical support. The figures below show the average GDP growth for high-income 
and upper-middle-income countries for each year between 1961 and 2019, aggregated and relative to the U.S. dollar, and the 
growth rates for China and the U.S. between 1962 and 2020, based on the local currency of each nation.16 
 
From 1961 to 2019, in 49 out of 59 years, the upper-middle-income countries on average outgrew the high-income countries. 
The picture is more lopsided over the last 20 years, with the upper-middle-income countries outgrowing the high-income 
countries in every year since 2000. This is in part because central planning has fallen out of favor with elites in the 
developing world, removing the main obstacle to the growth of poor countries.17 
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Average GDP growth for high-income and upper-middle-income countries 

 
The economies of upper-middle-income countries have historically grown at a higher rate than those of 

high-income countries. 
 

GDP growth rates for China and U.S. 

 
China’s economy has grown at a higher rate than the U.S. economy for decades, especially after Beijing 

instituted economic reforms beginning in the 1980s. 
 
The probability of China moving back toward a Soviet-style command economy is extremely low, despite the prominent role 
state-owned enterprises still play in its system today.18 And while the U.S. has in recent decades grown at about the same 
rate as other high-income countries, China has been growing much faster than even the middle-income average. This 
suggests China will become richer than the U.S. in the coming decades, as measured by GDP. While some American pundits 
have been predicting that the Chinese system would liberalize, see its growth rate crater, or even collapse, recent history 
indicates that authoritarian capitalism is stable, and today, such predictions are more fanciful than ever.19 Even if there were 
widespread opposition to the Chinese system of government, it is difficult to imagine how a powerful country with high 
levels of state capacity and control can be overthrown from below.20 The only example of a great power collapsing over the 
last two centuries, outside of wartime, has been the Soviet Union, and even in this case it was not the result of protests from 
below or even mutinies within the security establishment, but decisions made by elites who believed the system needed to 
change.21 By all accounts, Chinese elites are growing more confident in their ability to rule as their nation rises. 
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In 2015, Jingyi Jiang and Kei-Mu Yi published a report for the Federal Reserve Bank of Minneapolis calculating what Chinese 
GDP as measured by PPP will be relative to the U.S. in the coming decades.22 Their estimate takes into account the fact that, 
as an upper-middle-income country, China should continue growing faster than the U.S., while also understanding that its 
growth will slow as time goes on. By 2036, they estimate Chinese per capita GDP will be 40 percent that of the U.S. 
Considering population projections, this means China would have an overall GDP that is 1.6 times larger than its main rival. 
By 2050, it could reach half the GDP per capita of the U.S., giving it 1.8 times the economy.23 Using MER does not change the 
aggregate picture much, as China will pass the U.S. on this measure sometime in the next decade.24 Such older estimates 
likely underestimate the extent and rapidity of the power shift, as 2020 saw China as the only major economy to report 
growth, meaning it made up more ground relative to the U.S. in GDP (MER) than in any other year on record, mainly due to 
differences in how the two countries responded to COIVD-19.25 While those who are more skeptical of the rise of China point 
to a population that will eventually decline and economic growth that is slower than what it was a decade ago, current 
projections take such factors into account, and China’s “slow” growth rate of the last few years before 2020 has still hovered 
around 6 percent, compared to around 2 percent for the U.S.26 While PPP is most useful for understanding military power, 
even looking at MER, China will be able to exercise more economic coercion than the U.S. within a decade, at least in theory, 
and also spend more on its military.27 Countries through many parts of the world, but especially East Asia, will come to value 
economic ties with China more than those with the U.S. and therefore be more subject to leverage placed on them by the 
former. 
 
While even a decade ago American analysts could claim China was, despite its economic accomplishments, well behind the 
U.S. in scientific development, the gaps they used to highlight have quickly closed.28 For example, as of 2008, the U.S. 
registered 13,800 patents, compared to 828 for China. As of 2019, the Chinese number had risen to around 5,300, while the 
American number dropped below 13,000.29 In 2008, the U.S. had a level of R&D spending three times that of China, as 
computed by the Organisation for Economic Co-operation and Development (OECD). As of 2018, American total spending 
was only 20 percent higher. Between 2008 and 2018, American R&D spending increased by 21 percent compared to 217 
percent for China.30 In 2020, China passed the U.S. in number of academic papers published in the natural sciences.31 
According to the National Science Foundation, since 2014, China has been spending more than the U.S. on experimental 
development, defined as work “directed toward producing new or improving existing products or processes.”32 
 
Achievement scores for young people today are useful predictors of future scientific, economic, and technological 
accomplishment.33 Luckily, the Programme for International Student Assessment (PISA) gives similar standardized tests to 
15-year-olds in countries across the world and allows for “apples-to-apples” comparisons. As of 2018, China had the highest 
reading, math, and science scores in the world, while the U.S. was in 13th place.34 Chinese scores only came from the four 
major cities of Beijing, Shanghai, Jiangsu, and Zhejiang, so they are not representative of the country. Nonetheless, in 2015, 
the Chinese score in mathematics was higher than that of Massachusetts, which has been shown by domestic assessments 
to be the top performing American state, while science scores were about equal.35 The four Chinese cities represented in 
PISA have a total population of 180 million, compared to fewer than 7 million for Massachusetts, implying that the numbers 
from that state may represent more of an elite fraction of the national population than the Chinese sample. As one analyst 
put it, the math difference between Shanghai and Massachusetts in 2012 was similar to that between Massachusetts and 
Mexico.36 
 
So, while 10 years ago, those who thought American hegemony would last indefinitely into the future could rest easy by 
ignoring GDP trends and looking at scientific innovation or human capital, these same metrics look different today. Of 
course, nothing is set in stone. The analysis above describes the most likely scenario: China will continue to grow like a 
middle-income country and the U.S. will continue to grow like a high-income country. This does not rule out the possibility of 
discontinuities or one or more “Black Swan” events.37 Analysts who predict the collapse of the current system or massive 
unrest within China in effect stake their analysis on the claim that the future will not closely resemble the past. 
 
The problem with this view is those predicting a hard economic fall, or even collapse of China, have been consistently wrong 
for 30 years, as have even the more sober pessimists.38 Moreover, analysts err in assuming that the only possible Black 
Swans are those that benefit the U.S. One can easily imagine scenarios in which the U.S. suffers a cataclysmic event that 
decreases its power, such as a move away from the dollar as the reserve currency of the world—a possibility that would have 
dire economic consequences in the U.S.39 The privilege the dollar enjoys means the U.S. could have more to lose from 
unforeseen events. 
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Differences in how the U.S. and China have handled the COVID-19 pandemic, which has already helped close the GDP gap, 
indicate the latter may have more state capacity to address novel challenges that arise in the future. As of May 2021, China 
had reported fewer than 5,000 deaths from the disease, with a flat curve, compared to at least 580,000 in the U.S., although 
new cases are now plummeting thanks to a successful vaccination effort.40 While one may cast doubt on Chinese numbers, 
Western journalists visiting the country have long reported on life being largely back to normal, with Western businesses 
telling the same story, and nations having lifted travel restrictions on those coming from China, indicating that the statistics 
showing that Beijing got the virus under control early reflect reality.41 In 2020, the Chinese economy grew 2.3 percent despite 
the pandemic, while the U.S. economy shrunk by 3.5 percent.42 Recent history indicates that, if we take into account the 
possibility of Black Swans, we have reason to believe the analysis above underestimates the likelihood of China coming to 
economically dominate East Asia. 
 
Other sources of Chinese power: proximity and priorities 
 
The figure below shows the percentage of global GDP represented by the U.S. and China in 1960 compared to 2020. In 1960, 
the U.S. contribution to global GDP was 40 percent and the Chinese equivalent 4 percent. Since then, the U.S. share has 
shrunk to 25 percent, and China’s has grown to 17 percent. 
 

Share of global GDP (MER) 

 
The U.S. commanded an outsized share of the global economy after World War II, but in recent years, 

China’s rise has moved its economy closer to parity. 
 
China is in the process of economically surpassing the U.S. by all measures. To have as much say in East Asian affairs in the 
coming decades, the U.S. would have to care more about the region than China does. This is completely unrealistic and 
unwise, and contrary to the logic of post-World War II American hegemony, which relies on overwhelming American 
economic and military power to be a major player throughout the world. If Beijing decides to mount a challenge in the South 
China Sea or over Taiwan, it will do so knowing that it is in its own backyard and can bring more resources to bear in the 
case of conflict. 
 
Of course, wars and power projection are not simply about absolute capabilities. They are also about geography and other 
commitments a state may have.43 Both of these considerations further indicate that China will be the dominant power in 
East Asia, even if the U.S. continues to be stronger militarily over the decades.44 Geographic proximity is an advantage 
militarily because, in any potential conflict, a state has to worry less about the costs and risks of equipping and supplying 
personnel and weaponry far from home.45 Countries have greater economic ties with their neighbors than distant countries 
for similar reasons.46 China has deeper trade relations than the U.S. with nearly every country in the Indo-Pacific. 
 
These findings are independent of the strength of bilateral ties or cultural similarity between the U.S. and each individual 
nation. Even for New Zealand and Australia, bilateral trade with China is greater than with the U.S. The same is true for other 
U.S. allies that host large numbers of American personnel, like Japan and South Korea. GDP comparisons alone thus 
underestimate the advantage that China has over the U.S. in exerting economic pressure in East Asia. 
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Net difference in total trade in goods with U.S. vs. China in the Indo-Pacific 
(2019) 

 
In 2019, India was the only country listed above to trade more in goods with the U.S. than with China. 

 
The other advantage China has over the U.S. is its narrow focus on its own backyard. American commitments are global, 
while those of China are regional, an advantage it will lose only if it follows the U.S. model and overextends itself. The U.S. 
overseas footprint includes hundreds of foreign bases in dozens of countries, and it is obliged to defend countries that 
collectively represent around 25 percent of humanity and 75 percent of global GDP.47 The U.S. is committed to not only 
balancing against China in East Asia, but also deterring Russia in Eastern Europe and defending its unofficial allies in the 
Middle East. These commitments have in recent years led to bloody, multi-decade wars in Afghanistan and Iraq, in addition 
to more limited interventions in countries such as Libya, Syria, Somalia, and Yemen, which have weakened the U.S. 
 
China, in contrast, has shown no interest in establishing a substantial military presence far from its borders. It has small 
bases in Djibouti, Myanmar, and Tajikistan, but none of them include the capacity for a substantial permanent troop 
presence, and each is connected to a narrow mission.48 Over the next several decades, absent a shift toward a more 
restrained posture, the U.S. will be expected to spend diplomatic and political capital, and perhaps commit troops, to deal 
with major conflicts that might emerge throughout Latin America, Europe, the Middle East, and Africa. China will not and 
thus be able to narrowly focus on its regional goals. 
 

The likely future 
 
Given that, for the foreseeable future, China will be the most powerful country in the Indo-Pacific and have closer economic 
ties to its neighbors than the U.S., what can we forecast about the future of the region? The most obvious point of 
disagreement between the two nations is the status of Taiwan. The U.S. may continue to support Taipei while raising the 
costs of China starting a war. Yet even without an invasion, China will be able to bring economic pressure on other nations to 
take its side in disputes over the status of the island. Combined with economic pressure it can exert on Taiwan itself, one 
can imagine a scenario in which the island nation experiences “Finlandization.” Such a state of affairs can coexist with the 
U.S. continuing to provide military aid to that country. 
 
While no one can predict what disputes the U.S. and China will have in the future on issues other than Taiwan, we can be 
relatively certain Beijing will become more likely to get its way as time goes on due to its greater ability to exercise economic 
and, in extreme cases, military coercion. Dartmouth College professors Stephen Brooks and William Wohlforth argue that 
countries cannot easily translate higher GDP into equivalently high levels of military capabilities, and the U.S. has the 
advantage of decades of investment in its defense sector.49 Even if true, such disadvantages may be overcome with time by 
a country that is wealthy and technologically advanced. Regardless, American deterrence capabilities may simply work to 
raise the costs of Chinese territorial aggression, while otherwise doing little to maintain American influence in the region. 
Recent decades have shown that there are limits on the ability of the U.S. to achieve foreign policy goals when they conflict 
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with Chinese interests. Consider the dispute over the telecom giant Huawei and whether it should have a role to play in 
building the 5G infrastructures of various nations. Perhaps in response to a strong American pressure campaign, Australia, 
Japan, and Taiwan have enacted Huawei 5G bans. At the same time, countries like South Korea, Cambodia, and the 
Philippines make use of the technology.50 Note that the American troop presence in East Asia has not been decisive in how 
nations have thought about whether to welcome Huawei. Japan and South Korea, the two countries of the region that host 
the largest number of American troops, came down on opposite sides of the issue. 
 
Also consider the situation in Hong Kong. In response to protests, China introduced a new National Security Law in the 
summer of 2020, clamping down on pro-democracy activism and other forms of dissent.51 The U.S. has been unable to form 
a united front against China, even rhetorically. Japan, which is more hawkish toward Beijing, would not join an American 
statement condemning the new law, although it did later join a G7 statement.52 India only condemned Chinese actions after 
a border clash that left dozens dead, indicating little actual interest in the underlying issue.53 South Korea and the nations of 
Southeast Asia have not taken a strong position on Hong Kong.54 Only Canada, Australia, New Zealand, and most European 
countries have joined the U.S. in consistently condemning Beijing.55 Whatever differences they have with China, there is 
clearly no appetite for most of the nations of the Indo-Pacific to challenge it over democracy or human rights issues. As 
American influence in East Asia recedes, we will see even fewer efforts from countries in the region toward confronting 
China over issues peripheral to their core interests. 
 
Countries not only do not view China as a major threat in the way that the U.S. does, but they also continue to pursue 
economic integration. In the future, it is possible the continued rise of China will result in it becoming more of a potential 
threat. In response, its neighbors may take a different perspective. Yet while an even stronger China is more threatening, it is 
also a more powerful nation and one that will have more leverage over other states. Thus, although the pressures to balance 
against China may grow for security reasons, so can the pressures for accommodation for economic reasons. The rise of 
China has been foreseeable for at least two decades now and over the whole course of its growth, we have seen more 
accommodation than confrontation. It is difficult to see what threshold China would have to cross for this trend to be 
reversed, short of territorial aggression that it shows little sign of undertaking (excluding perhaps the notable exception of 
Taiwan). Countries of the region have either not seen China as a threat, or, if they do, the threat has been insufficient to 
compel them to sacrifice economic growth or other political objectives to do much about it. 
 
In the future, new points of disagreement between the U.S. and China will emerge. Some of them will resemble the Huawei 
issue and relate to technologies that potentially have national security significance. Others will involve human rights, like the 
situations in Xinjiang and Hong Kong, or will be new issues. What is clear, however, is that the American ability to use its 
diplomatic and military power to get its way is limited and diminishing. While today, when the U.S. makes convincing other 
countries to ban Huawei a priority, it is met with mixed results, a similar situation in 20 years may see nearly all countries of 
the region take the side of Beijing if the U.S. even tries such a diplomatic initiative in the first place. 
 
The current situation in the South China Sea shows how the future course of events may unfold. The U.S. rejects expansive 
Chinese claims in the region and occasionally sends ships through the area in freedom of navigation operations (FONOPs) 
to demonstrate that it considers it part of international waters.56 Yet occasional shows of force do not change the facts on 
the ground. China continues to build up its military capabilities in the area, including seven artificial islands that serve as 
bases.57 In the coming decades, the U.S. will have to escalate its dispute with China to have any hope of reversing its control 
over the disputed waters by finding a way to hinder or roll back infrastructure gains. Simply sending naval ships through the 
area will not prevent Beijing from building up its military capabilities or exploiting contested resources. Just as American 
troops in South Korea did not prevent that nation from welcoming Huawei and accepting economic integration with China, 
U.S. willingness to commit military resources far from home may come to matter less and less for its ability to exercise 
power in the Far East. 
 
Acknowledging the inevitable and avoiding catastrophe 
 
The U.S. will not be able to contain China on its own. The only possible way to balance China is by working with allies. If the 
U.S. combined its power with that of countries like India and Japan, in addition to other states in the region, it may be able to 
surpass China in both military and economic resources. Since these other countries have more to fear from China than the 
U.S.—given the greater proximity and, potentially, wealth of the former—an argument can be made they may come together 
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with the U.S. to form a balancing coalition against the potential regional hegemon.58 In recent years, American leaders have 
therefore called for an “alliance of democracies” to counter the rise of China.59 
 
What would such an alliance look like? It would at the very least call for countries in the region to take a more assertive 
security posture. This would likely include more military investments and deepening security ties with the U.S. It would also 
require an economic component, with the countries of the region becoming less integrated with and economically dependent 
on China, thereby checking its rise and decreasing the potential for Beijing to exert diplomatic and financial pressure. This 
was the justification used to argue for the Trans-Pacific Partnership put forth during the Obama administration.60 
 
The type of balancing coalition desired by many in Washington requires other countries to perceive Beijing in the same way 
that America does, as an aggressive power whose rise is itself a major problem worth sacrificing trade relationships and 
risking war to confront.61 Yet there is little evidence that this is the case. To understand how we know this, it is important to 
distinguish between stated preferences, what people say they want, and revealed preferences, what they actually do.62 In 
this case in particular, stated preferences are particularly unreliable since countries have an incentive to free-ride off of 
American defense commitments. Even if countries feel no threat at all from China, an American troop presence can be a 
boon for the economy of the host nation, or for at least some narrow constituency.63 Moreover, it is possible some leaders 
speak out strongly against China for reasons of domestic politics, while taking no hostile action toward it, or actually seeking 
further integration. 
 
Revealed preferences indicate most of the countries of East Asia are not inclined to join the U.S. in a balancing coalition that 
involves either decoupling or large military investments. Examining trends in military spending and international trade 
demonstrates this fact. On the first of these, most countries in the region are not significantly increasing their military 
budgets as a percentage of GDP. Some have declined. 
 

Change in military spending as a percentage of GDP (2000–2020) 

 
As a share of each country’s GDP, annual defense spending has decreased for several Asian countries in 

the last two decades, including Taiwan and India. 
 
One may object that countries like Japan and South Korea are happy to free-ride off of American defense commitments, so 
have no incentive to spend their own money. Yet there is little indication most countries that do not have defense treaties 
with the U.S. or host American personnel are taking the “threat” from China any more seriously than those that do. India, for 
example, has seen a decrease in its military spending as a percentage of GDP over the last two decades. 
 
The second set of revealed preferences we can examine is trade relations with China. For a country that truly fears the rise 
of China, there are two disadvantages to increasing trade relations. First, it makes China wealthier, and thus potentially more 
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powerful. Second, and more importantly, it gives China more leverage over the country with which it trades. Despite these 
facts, all countries in the region have seen their total trade with China increase significantly over the past two decades. 
 

Total annual trade in goods with China 

 
Each major economy in the Indo-Pacific region has seen its trade with China increase substantially. 

 
If Indo-Pacific countries saw China as a threat, they would be calling for more of an American defense commitment. In 2019, 
reporting on Secretary of Defense Mark Esper’s trip to East Asia, The Wall Street Journal published the headline “The U.S.’s 
Quest for Military Unity on China Comes Up Short in Asia”64 with a story about how the countries of the region were 
uninterested in joining Washington in staking out a confrontational approach. The rise of China is foreseeable, and if 
countries are not willing to confront Beijing today, there is reason to doubt they will begin to do so once they are more 
economically integrated with an even more powerful neighbor.65 
 
The Belt and Road Initiative (BRI), a global infrastructure investment strategy announced by the Chinese government in 
2013, can be seen from this perspective. In 2015, the Chinese Development Bank announced it had built a database of $800 
billion worth of projects in 64 countries related to the BRI, with $168 billion in infrastructure projects already in planning or 
under construction.66 Morgan Stanley in 2018 forecasted that total Chinese spending on its BRI would reach as much as 
$1.3 trillion by 2027.67 This may have been an overestimate, as spending has declined precipitously over the last few years.68 
Nonetheless, some Americans claim that accepting aid and loans from China can lead to it exerting undue influence on its 
partners, even trapping them in “debt slavery.”69 Yet many of the countries involved do not see it this way, accepting BRI 
investments as in their interest.70 They may be mistaken, and American critics warning about the long-term impact of the 
BRI may be correct, but the countries accepting BRI funding disagree. History provides many examples of states “under 
balancing” in the face of a rising threat due to domestic political reasons; that may be happening here.71 It is easier to 
believe, however, that the U.S. does not better understand what is in the long-term interest of these countries than they 
themselves do, and that Washington is therefore engaging in threat inflation. Regardless, we should not expect nations to 
adopt a different perspective once they are more economically linked with a China that has only grown in stature. 
 
Of course, all this can change if China becomes aggressive and shows an inclination to conquer other nations or threaten 
their sovereignty. Balancing coalitions are common in international politics, but they require perceptions of aggressive 
intent; as the modern Indo-Pacific shows, a potential threat is not enough.72 China is bordered by four nuclear powers—India, 
Pakistan, Russia, and North Korea—and next to Japan, a country with the third largest economy in the world and the 
potential to go nuclear on short notice. It is wrong to make policy based on the belief that a U.S. role is indispensable for 
there to be a check on potential Chinese aggression. 
 
No one can be sure of Chinese intentions decades from now. Thus, even if there may be little evidence of aggressive plans 
being made today, there is no guarantee the government will not eventually seek to economically dominate or even conquer 
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its neighbors.73 Nonetheless, nuclear weapons will remain a dominant factor in international politics, and China’s neighbors 
have the wealth to deter and defend themselves from potential aggression. 
 
Economic coercion in the region by China is more likely, but given its rise, there is little the U.S. would be able to do to stop it. 
There is nothing the U.S.—from across the ocean—can offer the countries of the Indo-Pacific to stop them from trading with 
a country of 1.4 billion people and the largest economy in the world, located in their backyard. Any form of economic 
decoupling for these states would be extremely painful and therefore require a compelling reason. 
 
The main point is that geopolitical and economic realities, not American grand strategy, will determine the future of East 
Asia. It is the height of hubris for Washington to believe it has more at stake or is better equipped than the countries of the 
region to deal with any challenges resulting from the rise of China. Thus far, accommodation has been the preferred 
response to new realities. If, at some indefinite point in the future, that changes, it will not be because Washington “showed 
leadership” or rallied the nations of the region, but because of Chinese behavior. 
 
A better way forward 
 
Today—after its “century of humiliation” (1839–1949) and the disaster of Maoism—China is emerging to reclaim its historical 
role as the dominant power in East Asia. While complaints are made about how the U.S. abetted this rise through welcoming 
it into the WTO, this likely only accelerated the process. The most important factor in the rise of China has been the move 
away from economic central planning in a politically stable environment. Given its effective governance, high human capital, 
and large population, once Beijing decided to liberalize its economy, the rise of China was all but inevitable.74 Luckily, the 
nuclear status of its neighbors, and the potential to go nuclear in the case of Japan, make it unlikely Chinese growth will lead 
to war in East Asia, much less Beijing conquering its neighbors. 
 
There is little the U.S. can do to stop the rise of China, and more ambitious balancing coalitions will emerge only in response 
to aggressive acts. Washington cannot keep China poor, nor force states in the region to form a balancing coalition they 
would otherwise avoid. What it can do, unfortunately, is make major mistakes in the hopes of thwarting the inevitable or 
going beyond what American security interests require in ways that lead to strained relations or even war. Understanding 
this leads to the following three policy suggestions. 
 
1. Avoid war, which could go nuclear 
 
The balance of power in East Asia is ultimately mostly not under the control of the U.S., so what can and should American 
leaders do about the coming state of affairs? First, the U.S. should forego provocative policies or military actions that may 
make war more likely for no discernable gain. As mentioned above, sending ships through the South China Sea will not do 
anything to prevent Beijing from dominating the region militarily or exploiting its resources. American FONOPs have not 
prevented China from building artificial islands in the South China Sea, and its military continues to work on building the 
infrastructure necessary to militarily dominate the area. If the U.S. deemed it vital to conquer Cuba, there would be nothing a 
superpower on the other side of the world could do to stop it short of going to war. This should be our understanding with 
regard to China and Taiwan. 
 
By militarily investing in the Indo-Pacific region and taking provocative actions, like sending ships through the Taiwan Strait, 
the U.S. increases the probability of a great power war at great cost and for little benefit. The worst-case scenario in the case 
of America pulling back from the region in the short term would be a takeover of Taiwan. Yet even if China does take that 
step, this would likely not be seen as evidence of future aggressive intentions by the countries of the region, as they do not 
even recognize the independent status of the island. If China goes beyond Taiwan and seeks territory elsewhere, it risks 
provoking the balancing coalition among its neighbors that the U.S. has thus far been unable to build. Given the 
accommodationist strategy most Asian nations have adopted, it would not be in the interest of Beijing to make new claims 
on its neighbors beyond what it seeks to control in the South China Sea. Encouraging American allies to build up their own 
defensive capabilities can increase the costs of Chinese aggression in the region and effectively deter potential territorial 
threats.75 
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American policy has been moving in the opposite direction. After much lobbying by the Department of Defense, its next 
budget is poised to increase funding for the U.S. Indo-Pacific Command.76 The U.S. conducted more FONOPs in the South 
China Sea in 2019 than in any other year.77 The total number was nine, which risks escalation but does nothing to change 
the balance of power in the region. Should war actually break out between China and the Philippines, for example, the 
closest land-based U.S. forces are 1,000 miles away.78 This fact is understood by everyone in the region, and American 
attempts to assert credibility by sailing through contested waters do not change the facts on the ground. 
 
2. More forward-looking balancing 
 
Collectively, the countries of the Indo-Pacific have enough resources and power to defend against China. Rather than 
expecting the U.S. to use its military as the primary force defending East Asia, American leaders should pull back and thus 
encourage states in the region to protect their own territory. This would involve encouraging them to invest in A2/AD 
technology and training, which seeks to prevent a foreign country from being able to conquer and occupy territory rather 
than pursuing a more offensive strategy. Unfortunately, American policy in East Asia has often taken a different approach, 
adopting an “offensive defense” strategy that seeks complete military supremacy over China and hold its entire territory at 
risk.79 As argued above, this is unsustainable under the likely GDP trajectories. Defense is cheaper and less risky than 
offense, even without thousands of miles of ocean between nations. American leaders should accept there will be less 
balancing against China if it is not seen as aggressive by its neighbors. The fact that the U.S. provides defense in the region 
encourages other countries to underinvest in their own militaries or, it may be more accurate to say, they would not invest 
more than they do already even if the U.S. left because the military threat is not what Washington perceives. 
 
Regardless of which is true, balancing must be based on realistic assessments of the power of China, the ability of the U.S. 
to operate thousands of miles away from home, and the perceptions and interests of other nations in the Indo-Pacific. The 
perspectives of these nations—shaped by Chinese behavior, not the prerogatives of Washington—will largely dictate the 
extent to which any balancing coalition forms. A blue water navy, not committed to defending any particular nation but 
sufficient to defend the global commons, is enough to guarantee American safety and prosperity in the case of Chinese 
aggression. 
 
3. Focus on U.S. prosperity, not Chinese internal politics 
 
The final thing the U.S. should do is stop signaling its hopes of fundamentally changing who holds power in Beijing and 
instead focus on its own affairs. In July 2020, Secretary of State Mike Pompeo gave a speech on China that some hawks 
interpreted as calling for a policy of regime change.80 Critics of Beijing regularly argue that the Chinese take too dogmatic an 
approach to issues of national sovereignty, all but admitting that mutual hostility between the powers is rooted in the desire 
of many in the U.S. to overthrow the government of Xi Jinping and end CCP rule, if not militarily than by encouraging internal 
discord.81 Of course, the U.S. has no ability to overthrow, at acceptable cost, the Chinese government or fundamentally 
change its political culture. Setting such goals makes cooperation in areas like disease prevention and climate change more 
difficult. 
 
Throughout history, countries have exercised power abroad due to economic success, the factor on which great power 
influence rests. For the U.S. to compete with China, it should invest internally: infrastructure improvements, GDP growth, 
improved educational outcomes, and other measures to increase innovation and wealth creation. While such goals are 
difficult to achieve, it is easy to see that increasing spending on a military competition with China in its own backyard is not 
helpful. 
 
U.S. influence in East Asia is destined to diminish, but that does not make America less safe. Those most fearful of China 
who call for more military spending, overextension, and a commitment to marshalling allies do not present any policy ideas 
that can reverse underlying trends, even if adopted. Throughout the Indo-Pacific, China has the advantages of geography and 
a relatively passive attitude toward the affairs of the rest of the world. While those advantages will continue, it is in the 
process of approaching and surpassing the U.S. in all measures of economic power, and to a great extent in technological 
and scientific achievement, all of which can be converted into superior military strength if there is a will to do so. That reality 
is an argument to strengthen the U.S. internally to prepare for long-term competition, if necessary. Old habits of thinking, 
overly optimistic analyses assuming Chinese decline or collapse, and ignoring the basic principle of compound growth have 
prevented the U.S. from grappling with the speed and magnitude of the shifting balance of power we are experiencing. 
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Washington is left with the choice of either adjusting to the new reality or risking catastrophe to try and stop what is 
inevitable. 
 
President Biden’s vision of competition with China requires the U.S. to look inward. As he correctly recognizes, a country that 
cannot solve problems at home will be in no position to preserve its influence abroad. However, if the U.S. is to ensure 
democracy wins the war of ideas, the world’s most important democracy cannot set standards that are impossible to meet. 
Making America a model for the rest of the world is achievable, while maintaining itself as the dominant power in East Asia 
in the face of a rising China is not. All policies related to great power competition should proceed with that understanding in 
mind. 
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