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The Great Economic Rivalry: China vs the U.S.

Executive Summary

For the first time since the U.S. overtook Great Britain in the 1870s to
become the leading economy in the world, the U.S. now faces an
economic rival that is as large, and by some measures, larger than it
is.1 This chapter examines China’s record of closing the gap with the
U.S. in most economic races, and even overtaking it in some. Our
analysis focuses on four pillars of economic power: GDP, trade,
business and investment, and finance. GDP creates the substructure of
power in relations among nations. While the race is not always to the
swift, nor the battle to the strong, nations with larger GDPs have
historically exercised greater power in international relations. As
Adam Smith taught us, trade enriches both seller and buyer, creating a
larger pie for everyone. But it also creates webs of asymmetrical
interdependence that advantage some over others. Investments by
businesses in manufacturing reflect their judgments about where they
can produce the best product at the lowest price. While no one denies
that these choices have consequences for the relative manufacturing
strength of one nation over another, that is not the business of

1

GDP (MER) figures in the chart are in constant 2015 USD. GDP and urban population data are through
December 31, 2020. Life expectancy is through December 31, 2019.
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businesses. Financial firms are rewarded for earning the highest returns at
the lowest risk for their clients – without regard to the impact this has on the
growth of some nations’ economies at the expense of others.
Having reviewed the evidence about the relative performance of China
and the U.S. over the past generation, we report eight bottom lines up front:
•

China’s sustained “miracle economic growth” over the
past four decades at an average rate four times that of
the U.S. has redefined the global economic order.

•

When measured by the traditional yardstick – market exchange
rate – since 2000, China’s GDP has soared from $1.2 trillion
to $17.7 trillion. On the current trajectory, it will overtake
the U.S. within a decade. By the yardstick both the CIA and
the IMF judge to be the best metric for comparing national
economies – purchasing power parity – China has already
surpassed the U.S. to become the world’s largest economy.2

2

2

•

China has displaced the U.S. to become the
manufacturing workshop of the world.

•

China has overtaken the U.S. to become the No. 1
trading partner of most nations in the world.

•

China has established itself as the most essential link
in the world’s critical global supply chains.

•

China has replaced the U.S. as the primary engine of global
economic growth. Since the 2008 financial crisis, one-third of all
growth in the world’s GDP has occurred in just one country: China.

•

In 2020, China supplanted the U.S. as the home to the largest
number of the most valuable global companies on Fortune’s
Global 500 for the first time. It has also rivaled the U.S. as
the leading country in attracting foreign investment and is
neck and neck with the U.S. in gross R&D investments.

We recognize that this claim provokes an emotional response from some readers who insist that it simply cannot be
true. For doubters, we suggest they pause for a two-minute fact check by visiting the CIA World Factbook. https://
www.cia.gov/the-world-factbook/field/real-gdp-purchasing-power-parity/country-comparison/
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•

On the other hand, the dollar remains the world’s dominant
reserve currency, accounting for 60% of foreign exchange
reserves. While Beijing’s aspirations and progress deserve
careful attention, America retains its lead in several key arenas:
the dollar remains the preferred currency for cross-border
transactions, U.S. equity markets remain the world’s largest, and
the U.S. retains a significant lead in venture capital investments.
Moreover, as the society that attracts the most talented inventors
and entrepreneurs in the world and gives them the freedom and
opportunity to realize their dreams, the U.S. remains unrivaled.
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I. A Rising China

The dramatic shift in the global balance of power created by the meteoric
rise of China has no precedent in world history. In Singapore’s founder
Lee Kuan Yew’s succinct summary: “It is not possible to pretend that this is
just another big player. This is the biggest player in the history of the world.”3
Two decades ago, members of Congress were debating whether a poor,
“developing country”—as China was classified at the time—should be
allowed to join the World Trade Organization (WTO). China’s GDP was
less than one-tenth of what it is today, and more than 460 million of its
citizens still lived below the abject poverty line of $2 a day.4 Since then,
when measured by the traditional GDP yardstick – market exchange rate
– China’s economy has ascended from 10% of America’s in 2000 to 78% in
2021.5 Indeed, when measured by the yardstick that both the IMF and CIA
judge to be the best metric for comparing national economies – purchasing
power parity – China’s economy is already 15% larger than America’s.6

4

3

Graham Allison, Robert D. Blackwill, and Ali Wyne, Lee Kuan Yew: The Grand Master’s Insights on China, the
United States, and the World (Cambridge, MA: MIT Press, 2013), pp 42.

4

C. Textor, “Number of rural residents living below the poverty line in China from 2000 to 2018 (in millions)*,” Statista,
1/9/2020, https://www.statista.com/statistics/866620/number-of-rural-residents-living-in-poverty-in-china/.

5

“GDP (Current $US) -China, United States” World Bank Group, https://data.worldbank.org/indicator/NY.GDP.
MKTP.CD?locations=US-CN “Gross Domestic Product, Fourth Quarter and Year 2021 (Advance Estimate),” Bureau of
Economic Affairs, January 27, 2022. https://www.bea.gov/news/2022/gross-domestic-product-fourth-quarter-andyear-2021-advance-estimate.

6

World Economic Outlook Database,” International Monetary Fund, April 2021, https://www.imf.org/en/
Publications/WEO/weo-database/2021/April; “Real GDP – Purchasing Power Parity,” CIA World Factbook, January
26, 2022. https://www.cia.gov/the-world-factbook/field/real-gdp-purchasing-power-parity/country-comparison.
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The impact of this rise is being felt in every dimension of every
relationship. Not only has it transformed relations between the U.S.
and China; it has also redefined relations between each of them
and everyone else. Consider trade: when China entered the WTO
in 2001, the number one trading partner for most nations was the
United States. Today, the world’s predominant trading partner is
China. In 2010, China became the number one manufacturing nation.
Today, China accounts for one-third of global manufacturing value
added, while the U.S. share has dropped to under one-fifth.7
Perhaps the most surprising fact for Americans who have not kept track
of recent developments is that China has displaced the U.S. to become
the primary engine of global growth. Since the Great Recession of 2008,
approximately one-third of all growth in the world’s GDP has occurred
in just one country: China.8 Thus when nations around the world assess
their prospective growth in the year ahead, the first economy they think
about is China. In sum, in the past two decades, China has joined the
U.S. and the EU as the third backbone of the global economy.
What this means for global geopolitics is profound. At the end of
World War II and for the decade that followed, the U.S. accounted
for roughly half of global GDP. From this position of dominance, the
U.S. took the lead in creating the IMF, the World Bank, the Bretton
Woods monetary system, the GATT trading system, and the rest of
what became the global economic order. When establishing alliances
like NATO, CENTO, and SEATO, the U.S. could cover the costs
without thinking about burden-sharing. But by the end of the Cold
War in 1991, America’s share of global GDP had shrunk to one-fifth.
Today it stands at one-sixth.9 As the graphic on the following page
illustrates, China’s rise has created a new world economic order.

7

“Country Profile,” UN Statistics Division, December 2019, Accessed Feb 1, 2022, https://unstats.un.org/unsd/
snaama/CountryProfile.

8

Tao Wang, Ning Zhang, William Deng, Jennifer Zhong, Aaron Luo, Katharine Jiang, “China Economic Perspectives:
The Case for China,” UBS, August 31, 2020.

9

“World Economic Outlook Database,” International Monetary Fund, April 2021, https://www.imf.org/en/
Publications/WEO/weo-database/2021/April.; Graham Allison, “The U.S.-China Strategic Competition:
Clues from History,” Belfer Center, February 2020.https://www.belfercenter.org/publication/us-china-strategiccompetition-clues-history
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Source: World Bank10

Lee Kuan Yew foresaw a 21st century in which the balance of economic
power would be as important as the balance of military power.11
Leaders’ mandates to govern increasingly depend on their ability to
deliver improvements in their citizens’ economic well-being. (Thus
the recurring refrain from U.S. allies and friends who say: do not try
to make us choose between our relationship with the U.S., which is
essential for our security, and our relationship with China, which is
essential for our prosperity.) It is not surprising, therefore, that China has
chosen commerce as its preferred instrument for advancing its interests
in the world. As Robert Blackwill and Jennifer Harris’ War by Other
Means argues persuasively, China is “the world’s leading practitioner
of geoeconomics.”12 It has demonstrated mastery in orchestrating all
instruments of economic power to coerce target states, even when the
international system is on their side. Of course, as Australia’s defiance
in banning Chinese telecommunications giant Huawei from its 5G

6

10

“GDP, PPP (current international),” World Bank. Accessed February 1, 2022. https://data.worldbank.org/indicator/
NY.GDP.MKTP.PP.CD.

11

Graham Allison, Destined for War: Can America and China Escape Thucydides’s Trap?, Houghton Mifflin Harcourt,
2017, 20.

12

Robert Blackwill and Jennifer Harris, War by Other Means: Geoeconomics and Statecraft (Cambridge, MA: Harvard
University Press, 2016), 11.
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network shows, Chinese coercion can be counterproductive.13 Nonetheless,
countries dependent on China’s supply chains for key imports and Chinese
markets to sell their exports are increasingly wary of the risk that when
they say no to China, it can delay the former and block the latter.

13

Australia has faced severe Chinese sanctions for demanding an independent investigation into the origins of the
coronavirus pandemic and for banning Huawei from its 5G network. Despite harsh sanctions, Australia has not
reversed either decision. Kirsty Needham, “Australia cancels Belt and Road deals; China warns of further damage to
ties,” Reuters, April 21, 2021, https://www.reuters.com/world/china/australia-cancels-victoria-states-belt-road-dealswith-china-2021-04-21/
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II. Trendlines in the 21st Century
Gross Domestic Product

Source: The Financial Times, 6/25/2021

The graphic created by the Financial Times above offers a historical
perspective on how China’s economic growth has shifted the global
economic center of gravity. Two millennia ago, Asia was home
to the world’s largest economies. With the industrial revolution,
the economic center of gravity moved to Europe, and then
towards the U.S. Today, it is shifting back to a China-led Asia—
creating a powerful gravitational pull on all other economies.

8
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Market Exchange Rate
Traditionally, economists have used a metric called MER (market exchange
rate) to calculate GDP. In this calculation, the U.S. economy is taken as
the baseline—reflecting America’s dominant role in the global economy
when this method was developed in the years after World War II. For
other nations, this method adds up all goods and services produced by
their economy in their own currency and converts that total into U.S.
dollars at the current “market exchange rate,” thus deriving their GDP.
Using this metric, in what the IMF describes as “the biggest and
longest-run economic boom in history,” China’s economy has grown
ten-fold during the past two decades, from $1.2 trillion in 2000 to
$17.7 trillion in 2021.14 During this period, China has posted real
growth rates at an average of 8.7% a year – 10.3% in the first decade,
and 7.2% in the second.15 As a result, every four years since the
financial crisis of 2008, China has added roughly an economy the
size of India to its GDP. By comparison, U.S. GDP grew from $10.3
trillion in 2000 to $24.0 trillion by 2021, with real GDP growth
averaging just 2% annually during these first two decades.16
As the U.S. ascended after the Civil War to rival and eventually
surpass Great Britain, America’s economic growth rate averaged 4%.
Between 1860 and 1914, the U.S. grew from an economy half that of
Britain’s at mid-century, to equality in the 1870s, to twice Britain’s
size by 1914.17 For the past four decades, China’s economic growth
has averaged nearly 10% a year. According to the Rule of 72, to
calculate how long it takes for an economy to double in size, one only
has to divide 72 by its annual growth rate. For the past four decades,
the Chinese economy has doubled almost every seven years.18
14

Figures are in current USD.

15

For many years, China skeptics have argued that China’s growth numbers cannot be trusted. After considering
the issue, the consensus judgement among the IMF, World Bank, CIA, Federal Reserve, and leading banks and
publications is that China’s growth numbers are sufficiently realistic; “Can China’s reported growth be trusted?”
The Economist, October 17, 2021.

16

“World Economic Outlook Database,” International Monetary Fund, January 2022, https://www.imf.org/en/
Publications/WEO/Issues/2022/01/25/world-economic-outlook-update-january-2022. For constant dollar GDP,
see The World Bank data portal, which lists U.S. GDP growing from $12.62 trillion (constant 2010 US$) in 2000 to
$18.3 trillion by 2019, while Chinese GDP grew from $2.232 trillion to $11.52 trillion during the same time period.
https://data.worldbank.org/indicator/NY.GDP.MKTP.KD?end=2019&locations=CN-US&start=2000.

17

Graham Allison, Destined for War, 7, 213.

18

Graham Allison, Destined for War, 7.
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This growth has also shrunk the gap between America’s and China’s GDP
per capita. At the beginning of the century, Americans’ annual incomes
were 36 times those of Chinese: $36,000 vs $1,000. By 2020, while U.S.
GDP per capita nearly doubled to $63,000, China’s multiplied ten-fold to
$10,000.19 While that leaves it well behind neighbors like South Korea
($31,000) and Japan ($40,000), it is now well ahead of others
including India ($2,000), Indonesia ($4,000), and Vietnam
($3,500).20 Most of this income growth, however, has come
among those who live in China’s coastal cities, while incomes
in rural inland provinces remain closer to those in India.
To meet Xi Jinping’s ambitions of achieving “socialist modernization”
by 2035 and becoming a “fully developed, rich, and powerful nation”
by the 100th birthday of the PRC in 2049, China will have to maintain
high levels of growth for many years to come.21 Its leaders seek to build
on what is already an unprecedented “anti-poverty miracle.” In 1978,
nine out of every ten Chinese struggled to survive on less than $2 per
day – the World Bank’s “extreme poverty line.” Today that number
is approximately zero. Indeed, in 2004 U.S. Trade Representative
Robert Zoellick celebrated China’s contribution to the UN Millennium
Development Goal to reduce by half the number of people living in
extreme poverty. In what he called the “greatest leap to overcome poverty
in history,” he reported that “between 1981 and 2004, China succeeded
in lifting more than half a billion people out of extreme poverty.”22
Four decades of miracle growth may have created a greater increase
in human well-being for more individuals than previously occurred
in the more than 4,000 years of China’s history.23 As of 2019,
more than 400 million Chinese have joined what the World Bank

10

19

It is worth noting that, if measured by PPP (more on this below), China’s GDP per capita is already a quarter of
America’s.

20

For comparison, if measuring by PPP, China’s GDP per capita is $17,200, India’s $6,500, Indonesia’s $12,200,
Japan’s $42,200, South Korea’s $44,600, Vietnam’s $10,900, and America’s, $63,400. “World Economic
Outlook Database,” International Monetary Fund, April 2021, https://www.imf.org/en/Publications/WEO/weodatabase/2021/April.

21

Graham Allison, “What Xi Jinping Wants,” The Atlantic, May 31, 2017, https://www.theatlantic.com/international/
archive/2017/05/what-china-wants/528561/; “CPC sets targets through 2035 to basically achieve China’s socialist
modernization,” Xinhua, December 19, 2020, https://www.macaubusiness.com/cpc-sets-targets-through-2035-tobasically-achieve-chinas-socialist-modernization/

22

Graham Allison, “China’s anti-poverty drive has lessons for all,” China Daily, August 11, 2018, http://www.chinadaily.
com.cn/a/201808/11/WS5b6e33cfa310add14f38532c.html.

23

Graham Allison, “China’s anti-poverty drive has lessons for all,” China Daily, August 11, 2018, http://www.chinadaily.
com.cn/a/201808/11/WS5b6e33cfa310add14f38532c.html.

The Great Economic Rivalry: China vs the U.S.

classifies as “middle class.”24 Indeed, an extraordinary number
have become millionaires and billionaires. By some counts,
China has now surpassed the United States as the country with
the most billionaires, adding a new billionaire every week.25

Purchasing Power Parity

Source: IMF October 2021 WEO Database

As anyone who has gone to one of the 3,700 McDonalds in China
knows, 6 RMB—which is how much you get if you exchange $1 for
Chinese currency at current rates—buys you much more there than
you get in the U.S.26 To make this point easier to understand, The
Economist Magazine created the “Big Mac Index.”27 As this index
shows, if a consumer takes the $5.65 necessary to buy a Big Mac in the
U.S., exchanges the dollars for RMB at the current exchange rate, and

24

“Forecast 2025: China Adjusts Course,” Macro Polo, October 2020. https://macropolo.org/wp-content/
uploads/2020/10/china2025-final.pdf.

25

In 2020, the Hurun Global Rich List reported China as having more billionaires than the US (1058 vs 696), while
Forbes Billionaire List reported the US as having more billionaires than China (724 vs 626). Yet both Hurun and
Forbes reported that China gained over 230 new billionaires in 2020, an average of 4.4 new billionaires a week.
Giacomo Tognini, “The Countries With The Most Billionaires 2021,” Forbes, April 5, 2021, https://www.forbes.
com/sites/giacomotognini/2021/04/06/the-countries-with-the-most-billionaires-2021/?sh=5a37116379b2; Hurun
Report, “ Hurun Global Rich List,” March 2, 2021, https://www.hurun.net/en-US/Info/Detail?num=LWAS8B997XUP.

26

“Number of McDonald’s restaurants in Asia Pacific and Middle East in 2020, by country,” Statista, February 2021,
https://www.statista.com/statistics/256049/mcdonalds-restaurants-in-the-emea-region/; “Burgernomics: The Big
Mac index,” The Economist, The Economist, January 12, 2022, https://www.economist.com/big-mac-index.

27

“Burgernomics: The Big Mac index,” The Economist, The Economist, January 12, 2022, https://www.economist.
com/big-mac-index.
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goes to a McDonalds in Beijing, she can get not 1 but 1 ½ Big Macs
there. When buying most products, from burgers and smartphones to
missiles and naval bases, the Chinese get more bang for each buck.28
Recognizing this reality, over the past decade, the CIA and the
IMF have concluded that there is a better yardstick than MER for
comparing national economies: purchasing power parity (PPP). PPP
compares national economies in terms of how much each nation can
buy with its own currency at the prices items sell for in its market.
Explaining its decision to switch from MER to PPP in its annual
assessment of national economies, the CIA noted that “GDP at the
official exchange rate substantially understates the actual level of
China’s output vis-a-vis the rest of the world.” Thus, in its view,
PPP “provides the best available starting point for comparisons
of economic strength and wellbeing between economies.”29 The
IMF adds that “market rates are more volatile and using them
can produce quite large swings in aggregate measures of growth
even when growth rates in individual countries are stable.”30
Using PPP, we can compare the relative weight of the American and
Chinese economies as if they were two competitors on opposite ends of
a seesaw. The conclusion is as obvious as it is painful. When measured
by PPP, in 2000, China’s economy was 36% the size of the United States’.
In 2020, the IMF found it was 115% the size of the U.S. economy, or
one-seventh larger.31 While Presidents Obama, Trump, and now Biden
have talked about a historic “pivot” to Asia, the seesaw has shifted to the
point that both of America’s feet are dangling entirely off the ground.

12

28

Graham Allison, “China Is Now the World’s Largest Economy. We Shouldn’t Be Shocked,” The National Interest,
October 15, 2020, https://nationalinterest.org/feature/china-now-world%E2%80%99s-largest-economy-weshouldn%E2%80%99t-be-shocked-170719; “The Big Mac index,” The Economist, January 12, 2021, https://www.
economist.com/big-mac-index.

29

Graham Allison, “China Is Now the World’s Largest Economy. We Shouldn’t Be Shocked,” The National Interest,
October 15, 2020, https://nationalinterest.org/feature/china-now-world%E2%80%99s-largest-economy-weshouldn%E2%80%99t-be-shocked-170719;

30

Tim Callen, “Purchasing Power Parity: Weights Matter,” International Monetary Fund, February 24, 2020, https://
www.imf.org/external/pubs/ft/fandd/basics/ppp.htm.

31

“World Economic Outlook Database,” International Monetary Fund, April 2021, https://www.imf.org/en/
Publications/WEO/weo-database/2021/April.
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Source: IMF, October 2021 WEO Database

If this were simply a contest for bragging rights, picking a measuring
rod that allows Americans to feel better about themselves has a certain
logic. But in the real world, a nation’s GDP is the foundation of its global
power. And while GDP does not translate automatically into economic
or military strength, if history is our guide, nations with larger GDPs
exercise proportionally greater influence in shaping international affairs.
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Trade

Source: WTO Data, Adapted from UBS

Global Trade
When this century began, China was knocking on the door of the WTO
and the U.S. was the leading trading partner of most major economies.
Today, China has overtaken the U.S. to become the largest trading
partner for nearly every major nation.32 Illustrated by the graphic on the
following page, by 2018, 130 countries traded more with China than they
did with the U.S., and more than two-thirds of those countries traded
more than twice as much with China.33 With the launch of the Regional
Comprehensive Economic Partnership (RCEP) in January, China has also
now surpassed the U.S. as the leader of the world’s largest free trade block.
As Xi Jinping explained last April, China’s strategy in thickening trading
relationships is not just to spur its own economic growth. It is to increase
other nations’ reliance on China. China’s goal – in Xi’s words – is to
tighten “international production chains’ dependence on China, forming a
powerful countermeasure and deterrent capability against foreigners who

14

32

While China is the largest trading partner of most nations, major economies continue to export more to the U.S.
than to China and import more from China than the U.S. “Country Snapshots” World Bank, https://wits.worldbank.
org/countrysnapshot/en/.

33

Alyssa Leng, Roland Rajah, “Global trade through a US-China lens,” The Interpreter, December 18, 2019, https://
www.lowyinstitute.org/the-interpreter/chart-week-global-trade-through-us-china-lens.
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would artificially cut off supply to China.”34 Xi’s strategy is working—not
only with others but with the U.S. In 2021, purchases of products from
China accounted for nearly half of America’s $1 trillion trade deficit.35
Today, the U.S. is the world’s largest debtor; China is the largest creditor.36

Source: The Economist, 7/17/2021
34

Xi Jinping, Etcetera Language Group, Inc. (trans.), “Certain Major Issues for Our National Medium- to Long-Term
Economic and Social Development Strategy,” Center for Security and Emerging Technology, November 10, 2020,
https://cset.georgetown.edu/wp-content/uploads/t0235_Qiushi_Xi_economy_EN-1.pdf.

35

Figure only refers to trade in goods. U.S. trade deficit in goods and services in 2021 was $860 billion. “Trade in
Goods with China,” United States Census Burea. Accssed February 14, 2022. https://www.census.gov/foreigntrade/balance/c5700.html. “U.S. International Trade in Goods and Services (FT900),” United States Census Burea.
Accssed February 14, 2022. https://www.census.gov/foreign-trade/Press-Release/current_press_release/index.
html

36

China and Hong Kong recordered a combined Net International Investment Position (NIIP) of $4.3 trillion in 2021.
In contrast, Japan recordered a NIIP of $3.4 trillion. https://data.imf.org/regular.aspx?key=62805745
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In Lee Kuan Yew’s apt analysis: “China is sucking the Southeast Asian
countries into its economic system because of its vast market and growing
purchasing power. Japan and South Korea will inevitably be sucked in as
well. It just absorbs countries without having to use force…China’s growing
economic sway will be very difficult to fight.” That great sucking dynamic
has now reached most of the major economies in the world. In sum: in
the Chinese version of the Golden Rule, He who has the gold, rules.37

Source: IMF DOTS

In strengthening its hand within the existing world trading system
and creating new agreements and blocs, China has also trumped the U.S.
In the post-World War II world, the U.S. was the leader in promoting
free trade, establishing the GATT, NAFTA, WTO, and more. The
U.S. also took the lead in designing the Trans-Pacific Partnership. But
because of domestic political opposition, it has been unable to join the
37

16

Graham Allison, Robert D. Blackwill, and Ali Wyne, Lee Kuan Yew: The Grand Master’s Insights on China, the
United States, and the World (Cambridge, MA: MIT Press, 2013), 6–7.
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agreement. Japan then picked up the baton, and by 2018 the 11 members
of the Comprehensive and Progressive Agreement for Trans-Pacific
Partnership (CPTPP) established new trade rules. At the same time,
China enlisted most major Asian economies in establishing the Regional
Comprehensive Economic Partnership (RCEP).38 RCEP creates a trading
bloc that includes China, Japan, South Korea, Australia, New Zealand
and the 10 members of ASEAN, covering 2.2 billion people.39 This new
bloc is now the largest in the world. It encompasses nearly one-third of
global GDP and is projected to add $500 billion to world trade by 2030.40
Moreover, while the US remains paralyzed by political divisions that leave
it stuck on the sidelines, China has now applied to join the CPTPP.41
To thicken its relations with the EU, China also took the lead in
negotiating the EU-China Comprehensive Agreement on Investment
to facilitate reciprocal foreign direct investment that was signed
last December.42 If ratified by the European Parliament, China will
have succeeded in establishing a framework of rules-based FDI and
market access that advantage Chinese and Europeans companies
over others.43 In addition, China’s multi-trillion dollar Belt and Road
Initiative is following in the footsteps of the original Silk Road, building
transportation and communication infrastructure across both land
and sea that strengthens its hand across Central Asia and Europe.
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Source: Congressional Research Services44

Geoeconomics requires not only economic heft but also the skill to wield
economic instruments effectively. Here China has developed a unique
mastery of the use of harder edges of “soft power.” When parties are
slow to recognize reality (as China sees it) or determined to resist, China
uses all the instruments of economic power—buying, selling, sanctioning,
investing, bribing, and stealing as needed—until they comply.45 The
textbook case was China’s decision to block vital mineral exports to
Japan. A Chinese fishing boat operating in Japanese waters collided with
two Japanese Coast Guard vessels and Japan detained the boat’s captain.
In response, the Chinese government blocked all exports of rare earth
minerals to Japan, ingredients critical to the manufacturing of hybrid

18

44

Yuka Hayashi, “U.S. on Sidelines as China and Other Asia-Pacific Nations Launch Trade Pact,” Wall Street Journal,
January 1, 2022. https://www.wsj.com/articles/u-s-on-sidelines-as-china-and-other-asia-pacific-nations-launchtrade-pact-11641038401

45

Graham T. Allison, Destined for War, 21.

The Great Economic Rivalry: China vs the U.S.

cars, green energy, missiles, and more.46 At the time, there was nowhere
else to turn: China accounted for 97% of the world’s supply of refined
rare earths. To no one’s surprise, Japan quickly released the captain.
A more recent example involves South Korea, which angered China
in 2016 with its decision to participate in the U.S.-led Terminal High
Altitude Area Defense (THAAD) missile defense program on the Korean
peninsula. China responded by disrupting the Chinese commercial
operations of Lotte, a Korean retail conglomerate – which had donated
land for THAAD’s use – and tourist arrivals from China dropped by 50%
in 2017. South Korea capitulated in October 2017 when it announced
the “three Nos”: no additional THAAD batteries, no participation
in any US regional missile defense system, and no trilateral alliance
with the US and Japan. China restored relations the following day.
Private firms have been even quicker to bend to China’s will. From
suspending broadcasts of NBA games over players’ support of protestors
in Hong Kong, to limiting raw material exports to Lockheed Martin
for supplying missiles to Taiwan, China is swift to punish firms that
cross its red lines. The latest target of Beijing’s censure was Tesla,
whose Shanghai factory produced half of the company’s vehicles last
year – the majority of which were bought by Chinese consumers,
Tesla’s second largest market.47 When Chinese authorities raised
concerns about the possibility of Tesla vehicles sending data on
Chinese citizens back to the U.S., Tesla quickly announced its plan
to build a new data center in China where “all data from the sales
of vehicles in the China market would be stored domestically.”48
As these cases suggest, China has made significant progress in becoming
the “indispensable link” in most firms’ global supply chains. And despite
American political rhetoric about “decoupling” and “reshoring,” while
the COVID-19 pandemic led to a 5% drop in global trade in goods,
46
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China’s share of that trade increased.49 An instructive example that
has largely gone unrecognized was spotlighted by an oped in October
provocatively titled: “Will America’s Green future be Red?”50 As the
U.S. and Europe make further commitments to reduce greenhouse gas
emissions to meet what they identify as an “existential threat” to the
globe, the key initiatives they are taking to meet those commitments
significantly deepen their dependence on China. The brute fact is that
China is the major producer of almost everything green: 80% of the
world’s solar panels, 40% of the world’s wind turbines, and 90% of the
refined rare earths that are essential for the batteries that power EVs.51

See Footnote
for sources52
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Highlighting his administration’s climate agenda at the Ford Rouge
Electric Vehicle Center in Michigan, President Joe Biden declared: “The
future of the auto industry is electric. There’s no turning back.”53 Ford
has pledged to convert nearly half its fleet into EVs over the next 10 years,
while GM has announced that it will only sell zero-emissions
vehicles by 2035.54 Nonetheless, as Biden went on to acknowledge:
“right now, China is leading in this race.”55 And while North
American automakers are projected to build 1.4 million EVs
annually by 2028, China produced and consumed 3.3 million EVs
last year and is projected to produce over 8 million by 2028.56
China also controls the majority of raw materials for batteries, the heart of
electric vehicles.57 EVs are essentially a battery wrapped in a metal body.
China accounts for 50% of global production of chemical lithium, 60%
of polysilicon, 70% of rare earth metals, 80% of cobalt refining, and 90%
of rare earths refining—all central to battery production.58 Some in the
U.S. have recognized this dependence and are now calling for America
to develop alternative supply chains. 59 But finding additional deposits
of minerals, opening new mines, and building refineries to meet U.S.
and EU demands will simply not happen in what the US and European
53
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governments have called the “decisive decade.” Indeed, where it will be
possible to create alternative supplies that meet U.S. standards for “green”
remains uncertain. In sum, the faster the U.S., EU, and other advanced
economies actually take steps to power cars, factories, and homes without
burning hydrocarbons, the more they will increase their dependence on
China for critical supply chains. The greater their dependence on goods
that China can unilaterally cut off, the greater China’s leverage.60
At the same time, it is important to note that China also depends on
foreign supply chains for essential items. China is the world’s largest
importer of food and energy, and its exports to the U.S. and other
high-income countries play a central role in its economy.61 Together
these advanced economies account for a larger share of world trade than
China. Thus, as Martin Wolf of the Financial Times has argued, if the
U.S. and its G7 partners were able to act in concert, they could insist on
rules for trade and finance to establish a level playing field that China
would have to accept. Had previous American administrations joined
the Trans-Pacific Partnership and EU-focused Transatlantic Trade and
Investment Partnership (TTIP), for example, the U.S. would have been
the architect of an economic coalition with nearly 60% of world GDP
sitting on its side of the seesaw, lifting a China with 16% off the ground.62
Wolf’s chart below underscores the point that if large democracies acted in
unison, their combined economic weight would allow the U.S. to negotiate
from a position of strength. But though a short word, “if” is a big idea.
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Global Manufacturing
China has created a manufacturing ecosystem that allows it to
dominate the production of almost everything. Initially a low-cost
producer of inexpensive consumer goods, China became the world’s
largest manufacturer in 2010 and accounted for 29% of global
manufacturing value added in 2019 – a 20-point increase over 2000.
During that time, the U.S. share dropped from 26% to 18%.63
R&D-intensive industry output tells a similar story. In medium-high
R&D intensive industries, China has overtaken the U.S., its share of
global value-added output increasing from 7% in 2003 to 26% by 2018,
while the U.S. share dropped from 25% to 22%.64 The U.S. National
Science Foundation further found that, over that same period, in high
R&D intensive industries China’s share of global value-added increase
from 6% to 21%, while America’s share declined from 38% to 32%.65
China’s rise in manufacturing has substantially increased its economic
competitiveness. According to the most recent Competitive Industrial
Performance Index, which “benchmarks the ability of countries to
produce and export manufactured goods competitively,” the U.S.
dropped from number 1 in 2000 to number 4, while China rose from
23rd to 2nd, just behind Germany.66 Nonetheless, in overall economic
competitiveness, defined by the World Economic Forum as “the set of
institutions, policies and factors that determine the level of productivity
of a country,” the U.S. ranked 2nd in 2019 while China was 28th.67
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Business & Investment
Global Corporations
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In an eye-grabbing headline, Fortune announced last year that
the “Global 500 is now more Chinese than American.”68 For
the first time since the magazine began listing its Global 500
rankings, China topped the list with 124 companies—ahead of the
U.S.’s 121.69 Twenty years ago, this list included only ten Chinese
companies (today, China and the U.S. each account for almost as
many companies as the total number for Japan, Britain, France, and
Germany combined.70) The big takeaway, as Fortune put it, is that “the
‘American Century’…has at last given way to a new reality.”71
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The corporate race, however, is certainly not over. On Fortune’s Global
500, U.S. companies lead by revenue – U.S. companies’ revenue
topped nearly $10 trillion in 2020, compared to Chinese companies’
reported $8.3 trillion.72 American brands also continue to outshine
Chinese ones. According to Brand Finance, the aggregate value of U.S.
companies’ brands was more than twice that of Chinese brands ($3.2
trillion to China’s $1.3 trillion).73 And the U.S. still boasts the largest
number of ‘unicorns’—startups valued at more than $1 billion.74
The companies in Fortune’s 500 also differ significantly in their corporate
structure and focus. Three quarters of China’s companies on the Fortune
list are State Owned Enterprises, and over half are related to the finance,
energy, and materials sectors, which partially explains why top Chinese
companies underperform relative to American firms in terms of profit
margins.75 Still, though private firms make up a smaller portion of China’s
major companies, they have been the driving force in China’s economic
miracle. Together, private firms account for 60% of China’s GDP growth,
70% of innovation, 80% of urban employment, and 90% of job growth.76
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Over the past 20 years, China has grown to rival the U.S. as the preferred
destination for FDI and became the largest FDI recipient in the world
in 2020 amidst the coronavirus pandemic.77 From 2000-2020, inflow of
FDI into China grew four-fold, from $41 billion in 2000 to $163 billion
in 2020.78 By contract, U.S. FDI inflows have fluctuated over the past two
decades and saw a net decline of $180 billion from 2000-2020.79 In terms
of the total cumulative level of FDI, however, the U.S. remains substantially
ahead, with five times the value of FDI inward stock as of 2019.80
Over the next decade, as China continues to open its markets to
foreigners (China’s ranking in the World Bank 2020 Doing Business
report jumped from 46th to 31st from 2019), China’s market are
expected to continue to grow in attractiveness to investors.81 Wall
Street’s increasing interest in Chinese markets supports the bet
made by China’s leaders that the gravitational pull of their economy
77

In 2021, America reclaimed its spot as the top FDI recipient in the world. Paul Hannon, Eun-Young Jeong, “China
Overtakes U.S. as World’s Leading Destination for Foreign Direct Investment,” Wall Street Journal, January
24, 2021, https://www.wsj.com/articles/china-overtakes-u-s-as-worlds-leading-destination-for-foreign-directinvestment-11611511200?mod=searchresults_pos5&page=1.

78

“Annex table 01. FDI inflows, by region and economy, 1990-2019,” UNCTAD, June 16, 2020, https://unctad.org/
topic/investment/world-investment-report.

79

“Annex table 01. FDI inflows, by region and economy, 1990-2019,” UNCTAD, June 16, 2020, https://unctad.org/
topic/investment/world-investment-report; Reuters Staff, “China was largest recipient of FDI in 2020,” Reuters,
January 24, 2021, https://www.reuters.com/article/us-china-economy-fdi/china-was-largest-recipient-of-fdi-in2020-report-idUSKBN29T0TC.

80

“World Investment Report 2020,” UNCTAD, 2020, https://unctad.org/en/PublicationsLibrary/wir2020_en.pdf.

81

“Foreign direct investment (FDI) in China,” Nordea.

Belfer Center for Science and International Affairs | Harvard Kennedy School

27

will prove irresistible to key companies and countries.82 Indeed,
despite recent market volatility from China’s crackdown on its
domestic tech firms, in 2021, BlackRock, Goldman Sachs, JP
Morgan, and Invesco have taken steps to establish joint or wholly
owned mutual fund products in China.83 Even at the height of the Trump
Administration’s trade war in 2019, U.S. FDI into China increased.84

Research & Development

Source : OECD, 2021

In its landmark 2020 report, “The Perils of Complacency,” the American
Academy of Arts and Sciences sounded an alarm. Documenting China’s
rapidly increasing R&D expenditures that are slated to soon overtake
the U.S., it warns that “the future of the nation depends on taking
action to assure a vibrant and productive R&D enterprise.”85
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The U.S. and China have been neck and neck in R&D spending
since 2017, together accounting for nearly half of global R&D
expenditure.86 Measured by PPP in 2010 dollars, between 2000
and 2019, U.S. R&D expenditure almost doubled, growing from
$360 billion to $610 billion. Chinese R&D investments, meanwhile,
grew by a factor of 13, from $40 billion to $515 billion.87
America’s decline in innovation is also chronicled by the Bloomberg
Innovation Index, which began tracking top innovating countries in
2013. While the U.S. began as number 1, it had fallen out of the top 10
by 2020.88 And although China still lags behind the U.S. (at number
16 compared to U.S. number 11), it is catching up. As our earlier report
on the “Great Tech Rivalry” noted, China’s laser-like focus on frontier
technologies has positioned it to dominate races like 5G and AI in
the future.89 Moreover, in former Deputy Secretary of Defense Robert
Work’s apt summary, “A lot of people still believe that all China does is
steal technology and copy it. They still do that, and they’re quite good
at it. But also their technological ecosystem and their innovation
ecosystem is really, really good. And it’s getting better all the time.”90
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Finance
Dollar Dominance
The U.S. remains the uncontested leader of the global financial system.
Central banks around the world continue to hold most of their reserves
in U.S. dollars. The dollar accounts for 60% of total foreign exchange
reserves, down from 70% at the beginning of the century. While the IMF
added China’s RMB to the Special Drawing Rights valuation basket in
2016, it has barely cracked 2% in holdings.91 Similarly, U.S. dollar centrality
persists in terms of share of forex trading, global payments, and trade.92
Currency

Share of
Forex Trading (%)

Share of Official
Forex Reserves (%)

Share of Cross-Border
Payments (%)

U.S. Dollar

88.3

59

38.3

Renminbi

4.3

2.3

2.4

Euro

32.3

21.2

36.6

Yen

16.8

6

3.6

Pound

12.8

4.7

6.8

Source : IMF, Bloomberg, BIS93

The dollar’s share of SWIFT-mediated cross-border payments rose
10 percentage points from 2012-2019. As The Economist has noted:
the dollar “underpins four-fifths of global supply chains and around
two-thirds of securities issuance.”94 In trade, “the dollar’s share of
invoicing was 4.7 times larger than America’s share of the value of
imports, and triple its share of world exports.”95 Thus at the same
time the U.S. share of overall trade has declined, the dollar’s role in
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trade remains strong. And other nation’s dependence on the U.S. and
the dollar in SWIFT, CHIPS, and the Federal Reserve credit swap
lines provide leverage the U.S. can use in dealing with others.96
While recent U.S. policy has “weaponized” the dollar in sanctioning
North Korea, Iran, and Russia, whether this tool could be used to
influence China is a subject of debate. U.S.-China economic relations
have become so interdependent that they create an analogue of MAD
that has been labeled MAED: mutual assured economic disruption.97
If the U.S. tried to exclude China from the U.S.-centered financial
system, and China responded by stopping the shipment of goods to
the U.S., leaving the shelves in Walmarts, Home Depots, and Targets
empty, both economies and societies would be deeply disrupted. A
competition to see who could suffer more and for longer has been,
at least so far, a game of chicken neither has been willing to play.
We must also remember that America’s dollar dominance is not a
fact of nature. As the IMF noted in 2018: “the international monetary
system’s transition from a bi-polar system—in which two currency blocs
dominate, i.e., the dollar and euro—to a tri-polar one—which includes
the renminbi bloc—is well underway… [with] the economic size of the
RMB bloc…at this stage geographically constrained” mainly around
BRICS countries.98 A recent UBS survey of central banks and sovereign
wealth funds highlighted this trend: 40% of respondents expect the
RMB to become a leading reserve currency, a peer to the dollar and
euro, over the next 25 years.99 Morgan Stanley anticipates that the
RMB will be the third-largest reserve currency by 2030.100 Similarly,
Bridgewater Associates founder Ray Dalio’s provocative analysis of the
rise and decline of financial empires foresees China’s currency and capital
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markets becoming real competitors to America’s in the near future. On
the other hand, as long as the RMB is not freely convertible and China
keeps its capital account closed, holdings of RMBs will be slow to rise.
China’s success in advancing fintech adds another level of complexity to
this picture. While American policy makers have only begun debating
the introduction of a digital dollar, China is leading a national campaign
to digitalize its entire economy. China is in the process of developing its
own digital currency, the eCNY, which will lead to faster, cheaper, and
more secure financial transactions for its citizens. The national effort is
complemented by private sector endeavors, with dozens of Chinese tech
and financial firms designing new applications to support the government’s
eCNY architecture.101 China’s early start in developing digital currencies
threatens American dominance in international finance. A digital yuan
could offer traders an easy way to reroute transactions and bypass the
dollar-based system. China could also see its technologies adopted
internationally and dictate the rules of digital financial practices around
the world. While there remain great uncertainties about the impact of
central bank digital currencies, the U.S. is not confident about its position
in the digital race. As Federal Reserve Governor Lael Brainard put it: “If
you have other major jurisdictions in the world with a digital currency,
and the U.S. doesn’t have one, I just can’t wrap my head around that.”102

Equity Markets and Banking
While American stock markets still account for more than half
the world’s equity markets, China’s domestic markets have grown
over 2,500% since the beginning of the century, from little more
than $500 billion in market capitalization in 2003 to $14 trillion
by the end of 2021. Nonetheless, Chinese markets remains a
distant second to the U.S. stock market value of $53 trillion.103
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China’s rise in the banking industry is more striking. In 2000, China
had no entries in the top 10 global banks. Today the four largest banks
are Chinese (with assets valued at a combined total of $17.3 trillion as
of December 2020).104 U.S. banks hold only the sixth and ninth spots
in this top 10 rankings, for a combined total of $6.2 trillion in assets.105
By market capitalization, however, Americans maintain the lead,
with American banks ranking first, second, fifth, and seventh. As The
Economist illustrates below, with a combined value of $1.1 trillion, U.S.
banks continue to be valued more highly than their Chinese competitors,
whose combined market capitalization stands at $972 billion.106

Source : The Economist107

Of particular importance to China’s global banking influence is the fact
that Chinese banks now offer more cross-border credit, “the bread and
butter of international banks,” than U.S. and European counterparts, with
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loans largely concentrated in emerging markets.108 Indeed, China has
become the number one creditor to the world, exceeding the totals of
the World Bank, IMF, or all OECD creditor governments combined.109
But in the “third great institution of modern capitalism” – venture capital
– Chinese firms are still far behind their American counterparts in their
ability to attract new investors and capital. In 2020, Chinese start-ups
only received half the total venture-capital deal value of American
firms. And as the graph below illustrates, Xi’s economic crackdown in
2021 further depressed that ratio to one-third. In its ability to unleash
human potential and innovation, the United States is still unmatched.

Source : WSJ110
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Finally, China struggles to attract tech superstars from around
the world. The total number of naturalized Chinese citizens
remains under 2,000.111 In contrast, America has naturalized
almost 15 million citizens in the past two decades.112
Immigrants have fueled U.S. leadership in technology, from the
co-founders of American tech giants, including Google and Intel, to
the founders and chief executives of the firms that brought us vaccines
against COVID-19, Pfizer and Moderna. Of all the billion-dollar
startups in the U.S. in the past 20 years, how many have been founded
or cofounded by individuals born abroad or their children? More
than half. As the society that attracts the most talented inventors
and entrepreneurs in the world and gives them the freedom and
opportunity to realize their dreams, the U.S. remains unrivaled.
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III. What about the Future?
Looking ahead, what does the future hold? Everyone agrees that, over the
decade ahead, China will grow more slowly than it has in the past four. But
since the focus of this report is the rivalry between the U.S. and China, the
central issue is whether China’s economy will continue growing at twice
or more the rate of the U.S.? As the warning on the standard investment
prospectus cautions: past performance is no guarantee of future results.
Five years ago as President Trump was taking office, I addressed this
question. To quote Destined For War: Can America and China Escape
Thucydides’s Trap: “As I write this, the favorite story line in the Western
press about the Chinese economy is ‘slowdown’. A word-cloud search
of reports on the Chinese economy from 2013 to 2016 in the elite press
finds that this is the most frequently used word to describe what is
happening there.113 The question few pause to ask is slowing compared
to whom? Over the same period, the American press’s favorite adjective
to describe American economic performance has been ‘recovering.’”114
Five years on we can now see how China’s “slowdown” compared to the
America’s “recovery.” China’s annual growth averaged 6%; the U.S., 2%.
Looking in cloudy crystal balls today, the future appears even more
uncertain than it did then. Will Xi Jinping’s current campaign to
reign in excesses of the private sector and extend the Party more
deeply into the economy succeed? As Lee Kuan Yew told Xi candidly,
China’s existing 20th century operating system is not fit for service
in the 21st century. How long will the current CCP regime sustain
its “mandate from heaven” to govern? If it proves no more successful
than previous dynasties that have ruled China over the past several
thousand years, since it came to power in 1949, it is already past its

36

113

The word “cloud” was generated on the Factiva database, using all headlines from the New York Times, Wall
Street Journal, and Financial Times from October 25, 2013, through October 25, 2016, featuring the words “China”
and “growth,” or “GDP,” or “economy.”

114

Graham Allison, Destined for War, 12.

The Great Economic Rivalry: China vs the U.S.

expiration date (given their average life span of 70 years).115 Facing
all these unknowns, one is tempted to quote Yogi Berra’s caution
against making predictions “especially about the future”—and punt.
Nonetheless, in the real world, many actors have to make their bets.
Investment firms seeking to earn the highest risk-adjusted returns
for their investors can invest more of their portfolios in China—or
less. Global corporations seeking to manufacture the highest quality
products at the lowest cost can expand production in China—or build
factories elsewhere. Retailer can build additional outlets in Chinese
cities—or focus on other markets. Political leaders making choices
about their economic relations with both China and the U.S. can
hedge, but often have to choose. Thus, this chapter concludes with a
summary of key considerations emphasized by those who are grappling
with these difficult choices but coming to competing conclusions.
The watchword for the Chinese government on the road to this
November’s Party Congress at which plans call for Xi to become
the new “emperor” for life has been: “stability.”116 The categorical
imperative has been: don’t rock the boat. Thus, the array of major
initiatives the Chinese government has taken recently to shift the
balance of power between the private sector and the government
has taken observers by surprise. Reigning in visible high-flying
entrepreneurs, regulating its “platform monopolies,” attempting to
lance its real estate bubble, and other interventions summarized in the
chart below have caused turbulence that will predictably slow economic
growth. Nonetheless, as Xi has repeatedly insisted: The Party rules the
economy, the Party rules the society, the Party rules everything.
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Xi’s Economic Crackdown
Event

Date

Rationale

Description

Ant Group IPO
suspended

11/20/20

Financial stability

Chinese fintech company Ant Group’s IPO was halted
by the regulator one day before the intended IPO date.

Draft rules for
anti-competition in
Internet sector

11/20/20

Anti-monopoly

The State Administration for Market Regulation
(SAMR) issued draft rules to stop anti-competitive
practices in the internet sector.

Anti-trust investigation
of Alibaba

12/20/20

Anti-monopoly

SAMR opened an investigation into
Alibaba over monopolistic practices.

Alibaba is fined $2.8B

4/21/21

Anti-monopoly

Chinese regulators fined Alibaba $2.8B as
part of the anti-monopoly investigation citing
Alibaba’s abuse of its market dominance.

Anti-trust investigation
of Meituan

4/21/21

Anti-monopoly

SAMR opens second ever anti-trust investigation
into food delivery company Meituan.

Crackdown on
foreign automakers

5/26/21

National data security

Regulators passed provisions requiring data from
foreign automakers to be stored in China. In response
to new regulation, Tesla opened data center in China.

Didi Global crackdown

7/21/21

Anti-monopoly

An anti-trust probe into Didi started late June. A full
crackdown ensued after the company listed on the
NASDAQ despite pushback from Chinese regulators.

Cybersecurity Probe

7/21/21

National data security

After Didi, China launches cybersecurity probe into
more US-listed firms. This extends to an announcement
that platforms with more than a million users to submit
to cybersecurity reviews before overseas IPOs.

Increased scrutiny
of foreign listings

7/21/21

National data security

The VIE structure is called into question with
companies now officially required to seek
permission prior to listing overseas.

Education crackdown

7/21/21

Common prosperity

China banned after-school education institutions
that teach core school subjects from making
profits, raising capital, or going public.

Tencent Music fine

7/21/21

Anti-monopoly

SAMR fined the company and said it would
not be permitted to enter into exclusive music
copyright agreements in China anymore.

Regulation of the
food delivery sector

7/21/21

Common prosperity

Guidelines outlining various rules companies had to
follow to improve workers’ wellbeing were released.

Online gaming
restriction

8/21/21

Common prosperity

Under 18s limited to an hour of play on
Friday, weekends and public holidays

Personal Information
Protection Law
(the “PIPL”)

8/21/21

National data security

PIPL lays out a comprehensive set of rules
around data collection for Chinese tech
firms, like those of Europe’s GDPR

Breakup of Alipay

9/17/21

Anti-monopoly

Chinese regulators announced plans to separate Alipay,
an online loan app owned by Jack Ma’s Ant Group,
from its parent company to create separate app.

Tightening on
casino regulations

9/21/21

Common Prosperity

Tightening of restrictions on operators, including
appointing government representatives to “supervise”
companies in the world’s biggest gaming hub

Meituan fined $530mn

10/8/21

Anti-monopoly

Chinese regulators fined Meituan 3.44
billion yuan ($534 million) for violating the
country’s anti-monopoly regulation.

Creation of new
stock exchange

11/15/21

Financial stability

New stock exchange established in Beijing
to encourage citizens to funnel savings
into investment in local companies.

Establishment of
Anti-Monopoly Bureau

11/18/21

Anti-monopoly

China launches new Anti-Monopoly bureau
in Beijing to “further crackdown on market
monopolies which stifle free competition.”

Limiting central bank
independence

12/8/21

Financial stability

Chinese regulators forced the People’s Bank of
China (PBOC) to ease bank’s reserve requirements
to make more cash available for lending.

Increased scrutiny
of foreign listings

12/27/21

National data security

Regulators announced that Chinese domestic
companies must gain approval before
listing overseas if they operate in sectors
deemed “off limits” to foreign investor.

National data security
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The ferocity of this campaign has provided red meat for China bears
predicting the end of Beijing’s years of meteoric growth. And, of course,
they may be right. As Stein’s law states: a trend that cannot continue
forever won’t. Nonetheless, those who have followed this debate
will remember how often the impending crash of China’s economic
miracle has been predicted over the past three decades. After the brutal
crackdown on protestors in Tiananmen Square in 1989, The Economist
informed its readers that the end was nigh: “the bell tolls for Deng.”117
In 2003, a celebrated book by Gordon Chang entitled The Coming
Collapse of China forecasted that the “People’s Republic of China would
fall” by 2011.118 And China scholar David Shambaugh has earned
the nickname “Dr. Doom” for his forecast of an imminent “Chinese
crackup” —a claim he has repeated annually for almost two decades.119
Many observers, especially those quoted most frequently in the elite
American press, believe that the end of China’s economic miracle
growth has finally arrived. They are thus betting against China’s
growing at twice the rate of the U.S. in the decade ahead. In explaining
their judgment, most begin by highlighting new risks caused by the
government’s recent overreach into the private sector. Autocratic
paranoia risks strangling the golden geese that have long fueled economic
growth.120 Xi’s crackdown on entrepreneurs like Jack Ma of Alibaba
or Zhang Yiming of ByteDance (the parent company of TikTok) and
tightening of oversight of web-based services like Ant and Didi have
dampened the “animal spirits” of entrepreneurs and innovators that
Keynes identified as a major driver of growth. The campaign against
big tech erased more than $1.5 trillion from the value of Chinese
stocks in the past year and spurred backdoor capital flight.121
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The “no” sayers also emphasize the three structural Ds at the top
of Vice Premier Liu He’s list of “17 insurmountable challenges:”
demographics, debt, and serious damage to the environment. With a
population that is peaking and aging, as the cliche goes: China could
grow old before it gets rich. On current trends, its workforce could
shrink by 200 million by 2035.122 Over the decade and a half since the
great financial crisis, China’s total debt (both government and private)
has doubled from 140% of GDP to 280%.123 The ongoing collapse of
Evergrande is just the tip of the iceberg of a property bubble. And
China’s single-minded focus on economic growth without much
attention to externalities has left deep scars on the environment.
In addition to this canonical list, China’s economy faces additional
potential headwinds from growing hostility from the U.S. and other
countries that could impact their willingness to depend on China
for products or to invest in its future growth. According to the chief
China economist at the world’s largest wealth manager—UBS—the
“biggest risk to China’s outlook in the next few years” comes from
“rising geopolitical tensions, especially the worsening U.S.-China
relationship.” Trade wars could result in selective decoupling from
China, reducing opportunities for technology transfer, limiting
Chinese firms’ investment options, and slowing the flow of capital
into China. UBS estimates that decoupling in the technology sector
alone could lower Chinese growth by as much as 0.5% per year.124
In sum: there are many sound reasons for concluding that China’s
economy will not grow over the next decade at a rate twice that of the U.S.
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On the other hand, the majority of those who cannot avoid making bets
about China’s economic future are still answering “yes” to our question.
They expect that over the 2020s, China will continue growing at more
than twice the rate of the U.S. The first factor they point to is that to win
this bet, China only has to run twice as fast as the U.S. No one expects the
U.S. economy to grow at more than 2% annually (once the 3.5% decline
caused by the COVID pandemic in 2020 and subsequent recovery in
2021 and 2022 are taken into account). The Congressional Budget Office
projects U.S. GDP to grow at an average of 1.8% per year from 2021-2031,
while the IMF expects U.S. GDP to grow at no more than 1.7% per year
after 2023.125 In contrast, the IMF, CEBR, and other economic forecasters
expect China to average 4.5–5% growth between now and 2030.126
Second, while China faces daunting challenges today, it faced daunting
challenges a decade ago, and a decade before that. Its track record in
“surmounting the insurmountable,” as some Chinese put it, is hard to
deny. Moreover, the team that China’s government has addressing these
challenges has analyzed them in greater detail and with more insight
than any Western expert we have read. While China’s “zero tolerance”
strategy for containing the COVID pandemic is a favorite target amongst
Western commentators, the Chinese remind critics that only one major
economy in the world escaped this plague without a single year of
negative economic growth. Who managed the coronavirus pandemic
in 2020 with positive GDP growth and a per capita death rate 1/800th
that of the of the U.S., as the rest of the world’s major economies fell into
recessions, they ask.127 The competence of Xi’s team, on the one hand,
and the instruments their authoritarian government has available for
addressing them, on the other, gives China more degrees of freedom to
meet challenges than most other governments.128 For example, when the
air in Beijing became a serious health risk, the Chinese government simply
125

“CBO Releases New 10-Year Economic Projections,” February 2, 2021. Committee for a Responsible Budget.
https://www.crfb.org/blogs/cbo-releases-new-10-year-economic-projections

126

Chosun Ilbo, “China’s Economy Could Overtake US Economy by 2030.” Center for Economics and Business
Research, January 5, 2022. https://cebr.com/reports/chosun-ilbo-chinas-economy-could-overtake-u-s-economyby-2030/

127

Gavin Yamey, “U.S. Resposne to COVID-19 is worse than China’s. 100 times worse.” Times, June 10, 2020.
https://time.com/5850680/u-s-response-covid-19-worse-than-chinas/. While China has officially reported fewer
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banned burning coal in factories and homes in the Beijing district. As
viewers of the February Beijing Winter Olympics saw, the sky over Beijing
was blue. To address a worker shortage caused by its earlier one-China
policy, the government is likely to extend its retirement age from 60 to 65.
Third, optimists about China’s future economic prospects point to
China’s success in strengthening its position as the most critical link
in vital global supply chains. Despite the rhetoric about decoupling,
foreign economies have become more dependent on China during the
coronavirus pandemic, not less. China’s trade surplus with the world
hit a record $675 billion in 2021, a 60% increase from pre-pandemic
levels in 2019.129 As discussed above, China is now the world’s largest
manufacturer and exporter of scores of essential goods, including
90% of refined rare earth minerals, 80% of solar panels, 50% of
computers, and 45% of electric vehicles.130 Despite China’s worsening
geopolitical relations with other major nations, fear of economic
consequences will, they believe, deter most companies and countries
from joining any serious effort to constrain China’s economy.
Finally, those betting “yes” say: follow the “smart money.” Over the past
several years, including 2021, the world’s most successful technology,
manufacturing, and investment firms have doubled down on their
bets on China—despite worsening U.S.–China geopolitical relations.
China’s middle class currently numbers 400 million and is expected to
grow by an additional 400 million by 2035.131 This will unleash a wave
of consumer spending that will make China not only most companies’
preferred location for production, but also their largest consumers’
market. In 2021, nearly half of the one million EVs produced by Tesla
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were made in its Shanghai factory and sold to Chinese buyers.132 In
Elon Musk’s words: “China in the long term will be our biggest market,
both where we make the most number of vehicles and where we have
the most number of customers.” 133 This view is shared by the CEO of
the world’s most valuable company by market share, who says directly:
“We are investing in China not just for next quarter or the quarter
after, but for the decades ahead…China will be Apple’s top market in
the world.”134 The world’s largest coffee chain—Starbucks—is now
opening a new store in China every twelve hours.135 And the world’s
largest asset manager with $10 trillion of assets under management
(BlackRock), the largest hedge fund in the world (Bridgewater), and
leading international banks including Goldman Sachs and JPMorgan have
all also increased their stake in China throughout the last two years.
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AMERICA’S TOP CEOS ARE ALL BETTING ON CHINA
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CEO

Company

Views on China

Elon Musk

Tesla

“China in the long term will be Tesla’s
biggest market, both where we make the
most number of vehicles and where we
have the most number of customers.”

Tim Cook

Apple

“We are investing in China not just for next
quarter or the quarter after, but for the
decades ahead…Our view is that China will
be Apple’s top market in the world.

Larry Fink

BlackRock

“China will be one of the biggest
opportunities for BlackRock over the long
term, both for asset managers and investors,
despite the uncertainty and decoupling
of global systems we’re seeing today.”

Ray Dalio

Bridgewater “Our objective is to be in China both
economically and investment-wise. It’s a part of
the world that one can’t neglect and not only
because of the opportunities it provides but
you lose the excitement if you’re not there.”

Jamie
Dimon

J.P. Morgan

China is “a critical market for many of
our domestic and global clients. We will
continue to invest in and fully support
our business in the country.”

Howard
Schultz
(former
CEO)

Starbucks

“Starbucks and myself remain very bullish
on the Chinese economy, and specifically the
buying power of the Chinese consumer…I
wouldn’t be surprised if one day we have
more stores in China than we do in the U.S.”

Doug
McMillan

Walmart

“China remains a strategic market for our
future… It’s already a priority market for
us. This country has so much potential.”

Robert
Scaringe

Rivian

“We wouldn’t be serious about building a
car company if we weren’t thinking about
China as an important market long term.”

Christiano
Amon

Qualcomm

“We will go big in China.”

Jensen
Huang

Nvidia

“There is nothing that is slowing down China’s
development of technology. Nothing. They don’t
need any more inspirations… China is full-steam
ahead and we all have to be full-steam ahead.”
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In sum, the consensus among major forecasters is that after the 3.4%
decline caused by the pandemic in 2020 and recovery to 5.7% in 2021
and 3.9% in 2022, U.S. economic growth will average less than 2%
thereafter.136 In comparison, Chinese growth will decline from the
8.1% it saw in 2021 to 5.0% in 2022 and 4.5% for the remainder of
the decade. If these forecasts prove to be correct, by the end of the
decade, even when measured by the traditional market exchange
rate, press headlines will be forced to declare: China is No 1.137
Readers can consider the evidence and make their own bets. For
the past six decades, the world’s most successful investor has made
fortunes for his shareholders on the basis of “Buffet’s bet.” As Warren
Buffett told his Berkshire Hathaway shareholders in a 2021 letter:
“In its brief 232 years of existence…there has been no incubator
for unleashing human potential like America. Despite some severe
interruptions, our country’s economic progress has been breathtaking…
Our unwavering conclusion: Never bet against America.”138
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