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FOR AMERICANS, WEST POINT SPEAKS TO SO MANY OF THE GREAT EVENTS of American
history—from the birth of the Republic, to the horrors of the Civil War, to the roll call of great military
commanders of recent history—Grant, Pershing, Patton, MacArthur, and Eisenhower. For an Australian,
this academy speaks to the ties that bind our two proud, robust, in-your-face democracies and the deep
shared history of our two militaries since we first went into battle, together, on the Western Front 100
years ago on July 4, 1918—and in every major international conflict since.

The world of 1918 was vastly different from that of 2019, although its deep resonances continue to be
felt to this day. After decisively shifting the balance of forces in favor of the Allies in World War I, America
after the Paris Peace Conference withdrew into its strategic shell for a generation. And the world was a
worse place for it. After Pearl Harbor, America was once again fundamental to a final Allied victory. But
this time, rather than retreat, America crafted a postwar international order, reinforced by the power of
its military in all corners of the world, and a doctrine of containment that took it through nearly half a
century of Cold War that eventually saw the collapse of its strategic nemesis, the Soviet Union.

But that was 30 years ago. The central question today in the minds of America’s friends and foes alike
is whether the United States will retain the political resolve and strategic capacity to underpin the global
order of the future. Or will there be an emerging sense of strategic vacuum, within which its adversaries
begin to move and its allies begin to hedge against a different future. Ultimately, this is America’s decision,
and America’s alone. But the consequences are global.

The year 1919 has a different significance in Chinese historiography. Chinese political leaders and
diplomats, following the dispatch of hundreds of thousands of Chinese construction workers to the
Western Front at America’s request to support the Allies, had been assured by President Woodrow Wilson
that following the Paris Peace Conference, Germany’s colonies in China would be returned to Chinese
sovereignty. Indeed, Wilson’s Fourteen Points were heralded as a beacon of hope for the fledgling Chinese
republic as Chinese nationalists, socialists, and communists alike hailed him as a savior of the Chinese
nation following three-quarters of a century of Western colonial occupation. Even a young Mao Zedong
was captured, at least for a moment, by Wilson’s magic. But when Wilson capitulated at the conference,
surrendering Germany’s Chinese territories to Japan instead, America, in the eyes of Chinese political
elites of both the left and right, became responsible for the great betrayal. The peace conference gave rise to
what is called in China the “May Fourth Movement,” when Peking University students took to the streets,
radicalizing China’s politics and entrenching a deep Chinese historical narrative that neither the West nor
the United States could ever be trusted again with China’s future.

The May Fourth Movement, whose centennial will be commemorated next month across the Chinese-
speaking world, also gave rise to the birth of the Chinese Communist Party just two years later. America
and the West have been demonized in Communist Party propaganda ever since, drawing on skillfully
intertwined ideological and nationalist reasons. First, because the United States and the West are bastions of
liberal democracy and capitalism that still stand fundamentally opposed to the Marxist-Leninist orthodoxy
of the Chinese Communist Party. Second, because the West carved up China, and America did little, if
anything, to help. And now, third, because the United States and the West will do everything possible
to contain China’s twenty-first-century rise. These have become the enduring internal narratives on the
Chinese Communist Party.
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Xi Jinping will lead national celebrations for the centennial of the Communist Party in 2021. This will
be a major national event, not least because this anniversary is one of the twin pillars of Xi’s self-proclaimed
“China Dream” of China reclaiming global great-power status; the second pillar is the centennial of the
establishment of the People’s Republic of China in 2049, by which time China’s national transformation
is to be completed. Again, the core political narrative of the Party will be that only through its leadership
has China finally been delivered the national wealth and power dreamed of by previous generations of
reformers, and this has been achieved despite the United States and the West, not because of their help,
support, or engagement.

History matters in the U.S.-China relationship. Both in what actually happened, what it led to, and
the series of causes and effects that followed. But equally important is the perceived historiography of
each side, and their established national narratives of the relationship. Past perceptions, whether they are
factually accurate or not, shape future behaviors.

Trajectories for the Indo-Pacific Region

This conference is not about China’s rise, U.S.-China relations, or China’s future in the global order. I
have been asked to address future strategic trends in the Indo-Pacific region. But the truth is, I find it
impossible to see the region’s future other than through the principal lens of the U.S.-China relationship.
Other dynamics are, of course, at play within the wider region. But how the security and economic
future of the region will be materially changed because of the increasingly competitive and confrontational
relationship between the United States and China, and how third countries begin to perceive, predict, and
then anticipate through their actions the longer-term outcome of this new era of strategic competition,
are overwhelming all other factors.

This matters now not just for the region, but for the world. This is because of the emerging centrality
of the Indo-Pacific to the future of the global economy, trade, investment, capital flows, technology,
innovation, and supply chains. It is also because of the growth of military expenditures by the states of the
Indo-Pacific beyond that of all other regions. Likewise, it is in this region that we see the major drivers
and consequences of climate change at work, with the potential for major population displacements. In
addition, there are the enduring hazards of strategic geography, geopolitics, and energy supply routes,
reinforced by an abundance of unresolved territorial disputes that directly engage the region’s great powers.
However comforting or distressing it may be to our European friends, the reality is that against virtually
all measures, the center of global strategic gravity has now shifted to the Indo-Pacific region. This is
dramatically demonstrated by the following data points.

* In 2009, Europe and North America accounted for 45 percent of global gross domestic
product (GDP), while Asia contributed 37 percent. Today the figures are reversed, with
Europe and North America contributing 38 percent and Asia 46 percent. The International
Monetary Fund predicts that this gap will only widen.

¢ In 1990, the share of trade between Western markets was almost 60 percent of total world
trade. Today it is 30 percent. At the same time, trade between emerging markets was a
miserly 6 percent in 1990, while now it stands at almost 30 percent.
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* China is now the second-largest recipient of foreign direct investment behind the United
States. Recent reforms regarding foreign ownership of Chinese banks, brokerages, and
insurance firms are likely to accelerate foreign direct investment over the coming years.

e Patent applications are surging in China. In 2017, they increased 14 percent from the prior
year alone. Regionally, 65 percent of the world’s patents in 2017 were registered in Asia, a 15
percent greater share than 10 years prior.

* In 2000, Asia accounted for 25 percent of the world’s research and development expenditure;
in 2015, it climbed to 40 percent. China alone is responsible for almost one-third of the
global increase in research and development spending.

e This changing economic center of gravity to the Indo-Pacific is also reflected in the generation
of greenhouse gas emissions. In 1990, Asia represented 25 percent of global greenhouse gas
emissions, while now that figure is 49 percent. Today the top three global emitters are China,
the United States, and India, at 28 percent, 15 percent, and 7 percent, respectively.

e Across the Indo-Pacific, military expenditure has not only matched rising economic growth, it
has outstripped it. China’s declared military expenditure has leapt from USD $68 billion in
2007 to $228 billion in 2017. This is about 35 percent of U.S. defense expenditure, measured
at $656 billion in 2017. However, in terms of growth over that span, U.S. military expenditure
grew by 5 percent, while China’s grew 230 percent. India’s expenditure grew 165 percent.

All this has occurred in a region with unresolved territorial conflicts between North and South Korea
and the United States; Japan and Russia over the Northern Territories; Japan and China over the Senkaku/
Diaoyu Islands; China and the United States over Taiwan; multiple states over the South China Sea; the
Sino-Indian border; India and Pakistan over Kashmir; as well as the growing debate over China’s expanding
number of naval bases across the Indian Ocean. It is therefore the great Indo-Pacific paradox—characterized
by rapid economic growth and growing levels of economic integration, despite deep underlying strategic
instability and relatively weak pan-regional institutions, all tempered by the emerging mega-challenge of
climate change.

The China Dynamic

China is the new, great driving dynamic in the wider Indo-Pacific region, where few countries are not
impacted by China’s growing economic and strategic footprint. We see this across all economic indicators
as a natural product of China’s size, its increasingly assertive diplomacy, and its growing naval presence.
Much is made in the international commentary of the ambitions of China’s Belt and Road Initiative (BRI).
But the reality is that the China factor is being felt much more acutely through a multiplicity of separate
bilateral engagements across the region that have largely gone unreported, as regional governments wrestle
with the opportunities and challenges of dealing with a resurgent China.

In part, this reflects China’s continuing grand strategy over several decades. In part, however, it also
reflects the new dynamics of Xi Jinping’s leadership. To recap what I said here last year about Xi Jinping’s
worldview, I define this through seven concentric circles of interests, the core of which is the absolute
centrality of keeping the Party in power. This is followed by:
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* maintaining national unity;
* ensuring sustainable economic growth while preserving environmental sustainability;
e cultivating benign and ultimately compliant relationships with China’s 14 bordering states;

e securing China’s continental periphery by projecting its economic and geostrategic influence
across the Eurasian continent;

* projecting its maritime power across East Asia, the western Pacific, and the Indian Ocean;
avoiding armed conflict with the United States while decoupling, over time, America’s
network of Asian alliances;

* optimizing good relations with the developing world—across Asia, Africa, and Latin
America—thereby enhancing China’s position across the range of global institutions; and

e reforming the institutions of global governance over time, toward aligning their practices,
personnel, and institutional culture more closely to Chinese interests and values.

China’s Strengths

China’s grand strategy has many strengths, although it also has significant weaknesses that seem to find
much less space in the breathless global commentary we see on China’s inexorable rise. Among China’s
strengths, perhaps the greatest is the consistency of its strategy, since Deng Xiaoping’s return to the leader-
ship of China 40 years ago, to make China wealthy and powerful though domestic market-based reforms
encouraging private incentives, and then unleashing these entrepreneurs on the international market. But
China also carefully tracks changes in the international political and economic environments and makes
tactical adjustments whenever it judges necessary. It did so after the global reaction to Tiananmen in 1989.
It did so again in response to the Asian and later global financial crises. It is doing so again in response
to the recent slowdown in its domestic economic growth rates, as well as some international pushback

against the BRI juggernaut. China’s strategy is constant,

Ch | I’]a’S |eadeI’Sh | p ..U ndel’Sta ndS yet always remains remarkably tactically agile. This is a
that its continuing political &2t stength
|eg|‘t|macy in ‘the eyes Of Second, China’s leadership also understands that

. . its continuing political legitimacy in the eyes of the

the Chinese pPeEOP le rests with Chinese people rests with the economy. China’s leaders
the economy. have always intervened by fiscal, monetary, or admin-

istrative means to sustain growth at around 6 percent

because this is what they have internally judged to be the threshold necessary to sustain social stability.
The Party tracks social discontent by multiple means and responds with a range of carrots and sticks. But
whenever living standards and employment are at risk, the Party actively intervenes. To the great frustra-
tion of China’s hardy team of liberal economic reformers, long-term structural reforms are regularly side-
lined if the country’s macropolitical circumstances warrant it. The Party, after all, is determined to survive.

A third strength of the regime is the formidable resources of China’s internal security apparatus. China’s
domestic security services have more personnel than the entire People’s Liberation Army. Their effectiveness
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has also been turbocharged by the new surveillance technologies they have acquired or developed to keep
the citizenry under control. China is governed not just by a Marxist party; it is also a Leninist party that
understands full well what it means to obtain and sustain political power by all means—including violent
means if necessary. China’s leadership undertook a 10-year-long intensive study of the collapse of the
Soviet Union and has no intention of allowing anything similar in China. As we have seen on a number of
occasions, China has few qualms about deploying force where necessary to guarantee Party control.

Fourth, China has achieved remarkable success in transforming its indigenous culture of technologi-
cal innovation. China’s leadership recognized this as a strategic weakness in 2013. China embarked on a
large-scale national turnaround strategy driven by a combination of state research institutions, some lead-
ing-edge state-owned enterprises (SOEs), and an increas-

ingly rampant Chinese private tech sector. Xi Jinping has China could not believe its luck
recognized the new technology industries as fundamental when it saw the United States

to China’s future global economic and military competi-

tiveness. And in artificial intelligence, he has seen it as a traShlng the TPP, and the
possible means of leapfrogging the United States. .
absence of an American

Finally, China’s additional strength has been the continu- alternative to the BRI. not to

ing absence of an American grand strategy in the post-Soviet

era. China’s leadership has observed over many decades the  [T] ention America’s inabil |ty
passing parade of U.S. presidents but, until recently, has not . . :
detected any fundamental change in American policy toward to hold even its allies in
China. While China was surprised by the U.S-China trade check on JO| nin g the AlIB.
war initiated by President Donald Trump, it is confident it

will soon find a resolution. And while it is vigilant in seeking to identify evidence of deep changes in other
domains of U.S. strategic behaviors toward it, for China, the jury is still well and truly out. Indeed, some-
times I think China is more brutally accurate than its American and international counterparts in its analysis
and understanding of real as opposed to ephemeral change, both here in the United States as well as globally.
Perhaps it is a deep intellectual training in Marxist dialectics that causes China’s leaders to separate what is
in the headlines in the West from what constitutes deep underlying structural trends. China, for example,
despite the trade war, still publicly defines the current period as one of great strategic opportunity for the
country’s continued rise. Furthermore, when the Chinese observe the state of relations between the United
States and its European and select Asian allies—the gradual dismemberment of the European Union, the
growing fragmentation of Western politics, including the growing polarization between the far left and
the far right—its analysis becomes more optimistic again. And on China’s central preoccupation with the
future of its economy, China could not believe its luck when it saw the United States trashing the Trans-Pa-
cific Partnership (TPP), and the absence of an American alternative to the BRI, not to mention America’s
inability to hold even its allies in check on joining the Asian Infrastructure Investment Bank (AIIB). And
now, it seems, America’s allies are not complying with its requested ban on Huawei’s 5G technology in their
domestic communications networks. So, as Beijing sees it, things are not going badly at all.

China’s Challenges

China, however, also has many challenges of its own, many of which are invisible to the Western eye but
remain the daily concerns of its leaders. In many essential respects, these concerns represent the flip side of
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the strengths I enumerated. First, Xi Jinping may have had remarkable success in consolidating his personal
leadership position. Nonetheless, China has a long history of instability at times of leadership transition.
This was most spectacularly evident after the death of Mao. We saw it again in the events of 1987-89. But
there were also significant rumblings in 1992 when Deng intervened to secure the leadership of new Party
Secretary Jiang Zemin. Then, during the most recent leadership transition to Xi Jinping, Bo Xilai was a
contender before being imprisoned for corruption—with political convulsions ensuing across the country,
resulting in the purge of a number of senior Party leaders who had been allies of Bo.

There are also divided views within China on the wisdom of Xi Jinping having abolished term limits
at the 19th Party Congress for the position of president. It had been generally assumed that if Xi Jinping
wanted to remain in active office by the time of the 20th Party Congress in 2023, he would be allowed to do
so, although possibly in a position other than president. However Xi’s decision to change the constitutional
limits on high office, as well as his high-profile initiatives on island reclamation in the South China Sea, on
the 2025 industry strategy championing China’s high tech future, and on the Belt and Road, have caused
some of his critics within the Party to accuse him of having gone too far. These critics further argue that
this “overreach” has unnecessarily and prematurely provoked reactions from the United States and others
across the West. This has not been a critique of Xi Jinping’s grand strategy to make China wealthy and
powerful and to reclaim its position as a global great power. Rather, it is a critique that by abandoning
Deng Xiaoping’s policy of “hide your strength, bide your time, never take the lead,” Xi Jinping has made a
significant tactical error by attracting international opposition much earlier than necessary.

On the economy, Xi also faces a number of deep challenges. These have been caused in large part by
his own deep convictions about the future role of the Party in the economy. By instinct and ideological
conviction, Xi is a Party loyalist. For those reasons, when he became Party general secretary in 2012, he
concluded that he needed to act decisively to prevent the continuing decline of the Party as the country’s
core institution of political power. He initiated the anticorruption campaign. He strengthened the Party’s
hold over ideological rectitude across the country. He cracked down on political, academic, and religious
dissent. And he has reasserted the role of the Party in the operations of the Chinese private sector.

This, however, has resulted in a negative reaction from China’s rising entrepreneurial class. During the
course of 2018, the Chinese private sector began an investment strike because of increasing objections to
many tenets of the government’s financial and economic policy. These objections focused on Xi Jinping’s
support for SOEs over private firms; his reported concern about private firms becoming too big, or at
least bigger than the Party; his imposition of strict foreign exchange controls, constricting the ability of
private firms to operate comfortably internationally; the skewing of the tightening of monetary policy,
causing banks to withdraw lines of credit from a number of private sector firms while favoring SOEs in the
rationing of credit; as well as Party secretaries in private firms having an increasingly substantive role in the
company’s operations, in contrast to their somewhat nominal position in the past.

The net result of all of the above, well before the impact of the U.S.-China trade war was felt, was
a slowing of Chinese economic growth throughout 2018, until policy leaders in Beijing began to react
decisively in the last quarter. Fiscal and monetary policy loosening followed, together with a number of
policy statements by Xi and others aimed at rebuilding private sector confidence in the future. Nonetheless,
with the private economy now representing 60 percent of Chinese GDP, Xi Jinping faces a continuing
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structural challenge to balance his natural instincts favoring Party control, with an increasingly restive
private sector that increasingly resents its economic future being muzzled by the reimposition of Party
orthodoxies from the past.

A third problem presenting itself to China’s leadership is the emergence of a structural current account
deficit. China’s current account surplus only a decade ago stood at 10 percent of GDP. It now stands at
0.4 percent of GDP. The decline in China’s traditional surplus has been generated by increased Chinese
imports, the declining international competitiveness of certain Chinese exports (because of improving
wage rates within the country), together with Chinese consumers having finally decided that high savings
rates are not the only way to plan for the future and that foreign goods and services have their own intrin-
sic attractions. China having to fund a current account deficit for the first time represents the under-

months, has embraced a series of policy changes liberal- With the pr Ivate econo my now
izing its financial services industry. China has indicated @ presen tin g 60 perce nt of Chinese

that there will be new openings for foreign capital in

Chinese equity markets, bond markets, as well as the GDP; XI Jlnplng faces d Contl nl’”ng
development of its futures market. Announcements gtryctural challen ge to balance

have also been made allowing more than 51 percent

foreign equity in Chinese banks, insurance companies, his natural instincts favori ng Pa rty
and brokerage firms. These are large changes. They are ControL with an increasi ng|y restive

not driven by a desire to appease foreigners. They are

driven by the growing need to attract foreign capital in priVate sector that increasi n8|y
order to rebalance the current account. Of course, once rese ntS |tS econom iC futu re be| ng

this opening to international capital markets occurs, it

will be very difficult to close the window. Indeed, if muzzled by the reimpOSition of
China does become structurally dependent on the net Pa rty orthodoxies from the past.

inflow of foreign capital, then it follows that foreign
capital can also choose to leave the country if and when investors begin to doubt the fundamental market
orientation of Chinese economic policy. In other words, if the Party turns further “left” on economic policy

lying reason why Beijing, in the course of the last 12

in the future, there could be a flight of foreign capital, under which circumstances China could conceivably
face a current account crisis. This represents a significant long-term challenge for Chinese leaders secking
to balance the competing political and economic imperatives.

A fturther challenge for Xi Jinping lies on the economic front, in China’s double deficit dilemma.
Public sector indebtedness has been fueled by local government debt over more than a decade. Indeed,
when aggregated, China’s national debt (albeit primarily domestically denominated) now runs at some 280
percent of GDP. China’s monetary policy authorities have taken some corrective action on this score, and
the numbers have started to slowly come down. But there is still a long way to go. However, it is China’s
budget deficit that arguably represents the larger long-term challenge for the authorities. China’s budget
dilemma is also worsened each time the Chinese leadership reaches for the fiscal lever to stimulate their
economy to keep growth levels up. Furthermore, demographic change in China is seeing the rapid aging
of the population, which the abolition of the one-child policy has failed to turn around. All this means that
China faces a deep budgetary challenge in dealing with growing health, elderly care, and social security
costs for its population. Proper public provision in these domains will be essential for the preservation
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of long-term stability. But the more that domestic budget pressures are felt in these areas, the more that
constraints will emerge for the Chinese government in making large-scale expenditure decisions in other
areas, including on the military.

On the international front, China has also encountered resistance to the rollout of major policies such
as the BRI. The election of Mahathir Mohamad as prime minister of Malaysia provides a case in point.
There has been resistance in Sri Lanka, too, witnessed by their public reaction to handing over to China
a port facility built with Chinese capital after Sri Lanka could no longer service the debt on the Chinese
government loan. Even among loyal allies such as Pakistan, there has been local political reaction to Chi-

nese-funded infrastructure projects through the BRI.

China havi ng to fund a current Furthermore, given the potentially enormous financial

accou nt def|C|t for the ﬂrst t| me dimensions of the BRI, Chinese financial institutions

have quietly indicated to the Party that they them-

rep resents the und el’|yi NE rEasOl  selves have limitations in terms of how much they can

Why Be|J|n g in the course of fund of infrastructure projects across the more than

60 countries that have expressed interest in the BRI

the last 12 months ) has in some form. This is particularly the case when many
embraced a series of p0| |Cy of these projects are unlikely to generate a financial or

even economic rate of return for a very long time, if at

Cha ngeS | | bel’a | |Z| ng |tS f| Nna I’]Ci a | all. As further evidence of its tactical agility, China has

services ind ustry now c.lecided .that .the best way forward is to il?creas—

ingly internationalize the BRI in order to diversify the

sources of investment. It may also seek to scale back its scope. China has recently gone into global listening

mode on the future of the BRI. The initiative will continue, but its operationalization may be tempered
into the future.

Finally, on the domestic front, a number of local aspirations and tensions remain, each capable of boiling
over in the future. Environmental concerns lead the way. While significant improvements have been made
in reducing air pollution in China’s major cities, this is not uniformly the case across the country. And
the impact of urban air pollution has already begun to have an effect on respiratory diseases, cancer rates,
and urban life expectancy. The inadequacy of China’s health care facilities for the general public is also a
source of continuing social and political tension across the country. Just as we also find that the Party’s
reaction to rising religious sentiment (including Protestant Christianity, Buddhism, and Islam in the case
of Xinjiang) is generating ground-level dissatisfaction across the country. China remains officially Marxist
and atheist. Xi Jinping has repeatedly emphasized this fact throughout his term. Crackdowns against
Islam in Xinjiang, and in many Chinese provinces against unauthorized church construction and religious
activity, reflect the Party’s concern about different sources of ideational authority emerging across the
country. For these reasons, domestic political criticism arising from grassroots social concerns represents a
continuing challenge to the Party’s long-term hold on power.

Relations with Russia

Nonetheless, when China contemplates its aggregate national balance sheet of assets and liabilities, what
Beijing still sees, with some justification, is a cup half full. One additional geopolitical trend that has
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been working in China’s favor for some decades now is the normalization of Sino-Russian relations. The
depth of the Sino-Soviet conflict of the 1960s, 1970s, and 1980s cannot be underestimated. However,
the resolution of the Sino-Soviet border in 1989 between Deng Xiaoping and Mikhail Gorbachev and the
subsequent collapse of the Soviet Union brought about a fundamental change in China’s strategic posture
toward its Russian neighbor. Not only did Sino-Russian relations begin normalizing in the 1990s, but once
Vladimir Putin returned to the Russian presidency in 2000, the pace of engagement between Russia and
China began to intensify further. This accelerated again under Xi Jinping. Indeed, the intensity and the
intimacy of the relationship between Putin and Xi should not be underestimated. The evidence suggests

that we are beginning to see the emergence of a de .
facto military alliance between China and the Russian The evi dence SuggeStS th at we
Federation, despite official denials to the contrary. are be g| nnin g to see the

Beijing and Moscow have virtually identical posi- emergence of a de facto milita ry
tions on all major global political issues. Their foreign  g||igance between China and

policies are well coordinated at the United Nations

Security Council. There is an effectively agreed-upon the Russian Federation, deSplte
protocol between them that Russia will follow China’s OfﬂClal den | a |S to the contra ry

lead on the Asia-Pacific, whereas China will follow

Russias lead in the Euro-Atlantic region and the Middle East. Furthermore, the intensity of military
exercises between the two countries has increased. Combined naval exercises as far away as the Mediterra-
nean and the Baltic suggest that something of structural significance is unfolding in the relationship. Of
course, there have been frustrations, not least over China’s failure to meet deep Russian expectations to
fill the financial gap left by the imposition of Western financial sanctions following the Russian invasion
of Ukraine in 2014. Nonetheless, the conclusion in Moscow has been that China represents Russia’s
only alternative. It would be profoundly wrong for Western analysts to conclude this deep shift in the
Moscow-Beijing relationship is only temporary. It is beginning to evidence all of the characteristics of a
mutually convenient, long-term arrangement.

Regional Responses

When we look beyond China to the wider Indo-Pacific region, from Beijing’s perspective, we also see a
series of relatively benign responses to China’s rise in general, as well as to the particular dynamics of the
unfolding strategic competition emerging between China and the United States.

On the Korean Peninsula, China is now in a stronger position than it was with both the Koreas only
a year or so ago. The tumultuous year following President Trump’s decision to directly engage Kim Jong-
un has also had a profound effect on China-North Korea relations. Trump’s North Korean diplomacy
has resulted in the unfreezing of Beijing-Pyongyang relations, which had been in deep freeze for over
five years. Prior to Trump’s new diplomacy toward Kim Jong-un, Xi Jinping’s attitude toward “Kim the
Younger” bordered on absolute contempt. But if it was good enough for Trump to meet with Kim without
conditions attached, it was also good enough for Xi. And so began a much deeper reconciliation between
China and North Korea than has so far occurred with the United States. China will never compromise its
strategic relationship with the North by forcing the North to denuclearize. That is because abiding Chinese
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strategic doctrine is predicated on maintaining a benign strategic buffer between China and South Korea,
Japan, and the American forces based there.

As for South Korea, the danger of President Trump’s North Korea policy is that it has created political
expectations in the South for some sort of accommodation with the North, even if the North refuses to
denuclearize. While refusal to denuclearize is anathema to U.S. policy, that is not necessarily the case
in the South under the current center-left government in Seoul. Indeed, given that the North is highly
unlikely to denuclearize, it is possible to see a scenario unfolding in which the South begins to drift away
from America’s strategic orbit as Seoul looks for its own accommodation with the North, assisted by

China seeks to bring about
benign relations with both North
and South Korea as both become
progressively more dependent on

the Chinese economy and

the South is steadily coaxed
away from the United States....it
has long been China’s declared
strategy to see an end to all

China. China does not want to see a united Korea on
its doorstep, let alone one that is firmly in America’s
embrace. We should not forget that this was what
caused China to enter the Korean War in 1950. And
now, through its own diplomacy nearly three-quarters
of a century later, China seeks to bring about benign
relations with both North and South Korea as both
become progressively more dependent on the Chinese
economy and the South is steadily coaxed away from
the United States. This should not come as a surprise,
given that it has long been China’s declared strategy to
see an end to all U.S. alliances in Asia. The unknown
political variable in all this is what will happen with
center-right political sentiment in South Korea, once
it finally reorganizes after a long series of corruption

J.S. alliances in Asia. scandals, and whether it will fundamentally oppose
any significant distancing of the South from America.
The bottom line is that President Trump’s North Korean diplomacy has unleashed new dynamics in the
triangular relationship between Beijing, Pyongyang, and Seoul, which not only have an uncertain trajectory

but may also have a landing point inimical to long-term American and allied interests.

As for Japan, Prime Minister Shinzo Abe continues to defy the history books on the political durability
of his Liberal Democratic Party (LDP) administration. The center-left opposition remains in disarray.
Japan remains one of the strongest pillars of American allied interests in Asia. That is likely to continue
under any successor to Abe in the LDP leadership. Japanese foreign and defense policy has also become
more activist and assertive under Abe’s leadership. Japan led the rehabilitation of the TPP following the
Trump administration’s decision to leave by holding together the “TPP 11” states in an ambitious regional
free trade agreement while still excluding China. Abe has also concluded a major free trade agreement
with the European Union as many European states have been under pressure from the BRI and other
Chinese trade and investment initiatives. Japan has also led the establishment of a USD $200 billion
Partnership for Quality Infrastructure, in cooperation with the Asian Development Bank, which to date
represents the only sizeable alternative to the BRI for the countries of Southeast and South Asia. And in
2017, Japan joined with India in promoting the Asia-Africa Growth Corridor in direct response to China’s
Maritime Silk Road Initiative. As for defense policy, Abe has led successful efforts to reinterpret Article
9 of Japan’s postwar pacifist constitution to enable the Japanese Self-Defense Forces (SDF) to operate in
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more expansive military exercises and operations in the future—both independently and with the U.S.
and other allies.

Nonetheless, it would be naive to conclude that Japan has placed all its eggs in a single strategic basket.
Abe’s important visit to Beijing in October 2018, after a seven-year effective freeze in the Japan-China
relationship triggered by Japan’s decision in 2011 to “nationalize” Senkaku/Diaoyu, indicates that Tokyo
has also begun to hedge its future strategic bets. Chinese military activity around the disputed islands has
significantly reduced, as have Japanese SDF deployments in response. Abe also opened the door to future
Japanese collaboration on BRI projects by signaling

the possibility of joining China’s AIIB if Japanese Southeast Asia has become the
environmental and transparency concerns could be new “great ga me” in Strategic

addressed. Furthermore, Japan appears to be mindful

of the limitations facing the future of the Quadrilateral  COIT] pet|t| on between China and
Security Dialogue (the Quad) with the U.S., Indian, the U N |ted StateS 3 nd ItS al | ieS

and Australian navies given India’s on-again, off-again

approach to full participation. Japan would therefore seem to be weighing its own strategic future as
it assesses the long-term trajectory of U.S. policy under Trump and his successors on the strength and
reliability of America’s future security commitments to its allies.

I have written elsewhere that Southeast Asia has become the new “great game” in strategic competition
between China and the United States and its allies. China’s overwhelming economic presence in these
smaller economies has created a series of political and foreign policy opportunities for China from the
Philippines to Brunei to Myanmar. China has also succeeded in quarantining the management of its
territorial claims and land reclamation efforts in the South China Sea to a regional diplomatic process. This
is designed to negotiate, over time, a “code of conduct” to manage conflicting interests in the region. Even
states with a traditionally more skeptical approach to China, such as Singapore, Vietnam, and Indonesia,
appear to be hedging their bets on the future as well, seeking to balance their relations between Beijing
and Washington. There is also a growing political perception across ASEAN that President Trump does not
recognize the strategic importance of the region, irrespective of what other branches of his administration
may be doing, particularly through the State Department, the Pentagon, and the Indo-Pacific Command.

That does not mean the region has become plain sailing for China. As I mentioned earlier, the election
of Malaysian Prime Minister Mahathir last year, in a campaign warning against the dangers of his country
and others falling into a long-term Chinese debt trap, has sent ripples across the wider region. There are
also significant infrastructure projects, including, most recently, sensitive port infrastructure in Indonesia,
that have been awarded by Jakarta to Indian and Japanese bids over the Chinese. Furthermore, ugly racial
reactions against the growing presence of ethnic Chinese in Southeast Asia is once again stirring ancient
prejudices. Nonetheless, my overall argument is that Southeast Asia remains very much in play in this new
“great game,” although the United States must recognize that the sheer weight of the Chinese economic
footprint, in the absence of an effective American alternative, would tend to favor Beijing as the winner
over the medium to long term.

India is in the middle of national elections, where polling indicates a relatively close outcome. Prime
Minister Narendra Modi’s Hindu nationalist party over the last five years has moved India toward a closer
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strategic relationship with the United States than any of Modi’s predecessors. In the perhaps unlikely event
that the opposition Congress Party and its coalition partners win the election, it is an open question how
much a new Prime Minister Gandhi would seek to unravel what Modi has achieved in the U.S. relation-
ship. The 2018 bilateral agreement on enhanced military, intelligence, and defense acquisition cooperation

represents a major milestone in the security relationship. Bilateral military exercises with the United States,

as well as trilateral exercises with the United States and Japan, have increased in frequency, although India
has repeatedly balked at these expanding further to include Australia through the Quad. The strengthen-
ing of the U.S.-India relationship has been driven by a rising China; repeated major incidents along the

Southeast Asia remains very
much in play in this new “great
game,” although the United
States must recognize that the
sheer weight of the Chinese
economic footprint, in the

absence of an effective American

alternative, would tend to favor
Beijing as the winner over the
medium to long term.

disputed Sino-Indian border; a continuing toxic rela-
tionship with Pakistan, which has long been supported
by China; as well as the construction of Chinese naval
and civilian port facilities across the Indian Ocean
from Bangladesh to Sri Lanka, to Pakistan through to
Tanzania, Sudan, and Djibouti.

India is nonetheless dissatisfied with its economic
relationship with the United States, given the Trump
administration’s decision to strip India of its pref-
erential tariff status in selling Indian goods into the
American market. Furthermore, India’s determination
to continue to source various defense purchases from
Russia creates a further obstacle in the evolution of the
overall strategic relationship with the United States,
particularly as these can trigger automatic sanctions
under U.S. legislation. Finally, it is important to note

that as with Japans Abe, Modi has also sought to hedge his ultimate strategic bets with the United States
and China through his own far-reaching bilateral summit with Xi Jinping in Wuhan in April 2018 and the
“strategic guidance” both sides then issued to their militaries to better manage tensions along the border.
Xi and Modi have met on four occasions since then and have publicly reported that there continues to
be improvement in the bilateral relationship based on their rolling review of the framework agreed to at

Wuhan. Once again, India is being cautious about its strategic future, including long-term U.S. policies,

posture, and capabilities in the Indian Ocean.

This brings us finally to the Gulf. China’s core interest in the Gulf is to secure its long-term energy
supplies of oil and gas. More recently, however, China has initiated joint investments between Chinese

sovereign funds together with their Saudi and Emirati counterparts in third-country projects in which
China wants to mitigate its own financial risk. China would like Saudi Arabia, in particular, to participate
in BRI projects, perhaps even turning Saudi Arabia into the BRI gateway to Africa. The visit of Crown
Prince Mohammed bin Salman (MBS) to China in February 2019 was an important turning point in
the relationship, given Saudi Arabia’s increasing international isolation following the Jamal Khashoggi
assassination. China’s official media waxed lyrical following the MBS visit, not only on the significance of

the Kingdom’s new “look east” policy and its implications for the BRI, but also in providing Saudi Arabia

with fresh opportunities to diversify its future strategic relationships beyond an unreliable America.
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Once again, however, one swallow doth not a summer make. Both Saudi Arabia and the United
Arab Emirates remain deeply skeptical concerning Beijing’s much older and closer economic and military
relationship with Iran, which Riyadh and Abu Dhabi have long identified as their fundamental strategic
threat in the Gulf. This skepticism is compounded by China’s close strategic relationship with Russia, which
has stood opposed to Saudi interests in the resolution

of the Syrian conflict. To this should be added American p0||t|Ca| leaders...seem

growing concerns in the wider Muslim world over tO have Ovel’|OO ked the faCt

Chinese policies toward their own Muslim minority

in Xinjiang. Nonetheless, the Gulf, for the first time, that as they have celebrated
also now appears to be in play for China in a way that the end of American energy

would have been unimaginable only a decade ago.

Gulf governments, like governments across the region, de pen dence on the Gulf throu g h

are increasingly torn between the economic potential the development of the US.

of their burgeoning relationship with China and the

security dilemmas this creates for their relationships domestic fracki ng ind UStry, it has

with Washington and Tehran. Importantly, American been China that has filled the

political leaders also seem to have overlooked the fact

that as they have celebrated the end of American energy demand gap in takin g Gulf

dependence on the Gulf through the development of i
the U.S. domestic fracking industry, it has been China Oll a nd natu ral gas Contra CtS

that has filled the demand gap in taking Gulf oil and natural gas contracts. China has now become the
Gulf states’ largest energy market. And the pan-regional reality is that economic interests, over time, have
a significant impact on political and foreign policy considerations, and security policy decision-making as
well. Of this, Chinese decision makers are acutely aware.

Conclusion

Nothing is ever predetermined in national or international politics. Political agency means that, ultimately,
governments decide on what futures they want for their countries. They then prosecute strategies, successful
or otherwise, to give their aspirations practical effect. There are, however, deep structural forces also at
work in international relations that over time begin to set the parameters for the freedom to maneuver
for any individual state. History informs us that the most powerful of these parameters is economic. And
it is here that we begin to contemplate the unfolding asymmetry of the U.S.-China relationship, both
regionally and globally.

Across the coming decade, most analysts conclude that China is likely to become a larger economy
than the United States using either purchasing parity pricing or market exchange rates. At the same time,
the United States is likely to remain the dominant global and regional military power through until
mid-century and possibly beyond. Ultimately, however, the history of national militaries is that they
eventually yield to national economic realities. The current gravitational pull of the Chinese economy is
unprecedented in modern economic history. We have seen this for some years in trade flows where China
has already been the world’s largest trading power for the last few years. We are beginning to see a similar
trend in foreign direct investment flows around the world. Capital flows, innovation, and technology
potentially stand poised to complete the picture.
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The success or failure of Xi Jinping’s dream, both at home and abroad, ultimately rests on the economy.

As the preceding analysis has suggested, there are many things that can still go wrong with China’s funda-
mental economic policy settings and associated environmental constraints. Of these, arguably the most sig-
nificant is the as yet unresolved question within China

The success or failure of Xi on the long-term trajectory of its domestic political
Jlnplng’S dream both at home economy. The essence being, will the Chinese Com-

munist Party continue to tolerate the next generation

and abroad, U|t|mate|y restS  of market reforms for its economy, thereby enabling

China to burst through the middle-income trap in

on the economy. order to realize Xi Jinping’s dream? Or will the Party

balk at this challenge because it fears that by doing so, it creates an increasingly dominant private sector,

outcompeting China’s state-owned enterprises, and thereby creating a powerful private entrepreneurial
class whose policy influence ultimately renders the Party politically redundant?

In many respects, we had a trial run on this question after the 2015 Communist Party Plenum, as
the Party progressively abandoned its 2013 economic reform blueprint in the name of economic, social,
and political stability. Although in recent months, slowing growth, combined with other structural forces
at play within the Chinese economy, may have caused a policy rethink at the highest level of the Party
and state. Reform of China’s financial markets seems to point in that direction. But as for the rest of the
economic reform agenda, the picture remains unclear.

As for the United States, I have not been asked to address U.S. strategy or its operational policy in the
Indo-Pacific region. Therefore, I do not intend to comment further, other than to observe that if China
has developed a consistent grand strategy over several decades, it is important that the United States starts
to think and act in similar terms. I have read carefully the U.S. National Security Strategy of December
2017 and the National Defense Strategy of January 2018. I also understand that further work is currently
under way in the U.S. interagency process. But I have yet to see substantive evidence of a whole-of-
administration, let alone a whole-of-economy or whole-of-nation strategy to deal with the challenges of
the future. Some argue that this is not possible in elected democracies. It is certainly true that democracies
are less tidy than authoritarian states. But this does not of itself preclude the possibility of a fully integrated
national strategy, with sufficient bipartisan buy-in, that would command American policy and action into
the future.





