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US–China relations: How to 

stop the economic damage from 
de-globalisation

Wing Thye Woo

US–China economic decoupling: On course 
for acceleration?
The economic welfare of both the United States and China has been increasingly 
hurt by the continuation of the economic decoupling of the two countries, even 
after Donald Trump was booted out of the White House on 20 January 2022. 
And it seems highly likely that the pace of economic decoupling will quicken in 
the medium term because US–China relations are on course to worsen due to the 
ratcheting up of the geostrategic and technological competition between them.1

In this chapter, we argue that the potential economic damage for these two countries 
and the rest of the world can be prevented if China and the United States share 
a realistic definition of what constitutes national security in a multipolar world. 
Specifically, we can construct institutional arrangements between the United States 
and China that will address their national security concerns without negatively 
impacting their economic interaction so long as: 1) neither country believes its 
national security is guaranteed only when it has military dominance over the other 
country; and 2) each country deems its national security is safeguarded when there 
is only minimal probability that the other side can undertake a successful first attack 
that ensures victory. 

1  The economic reasons for the US–China trade war are examined in Woo (2008), Liu and Woo (2018), and 
Swenson and Woo (2019).
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This chapter is organised as follows. Section two outlines the geostrategic 
competition between the United States and China, while section three outlines 
their technological competition. Section four suggests institutional arrangements 
that can keep geostrategic and technological competition from causing a downward 
spiral in economic ties that ends globalisation. 

As we will show later, these same institutional arrangements that define the three 
types of competition—economic, geostrategic and technological—can become the 
basis of US–China cooperation to coordinate the supply of global public goods to 
ensure common global prosperity in a harmonious world that achieves the United 
Nations’ 17 Sustainable Development Goals (SDGs) of the 2030 Development 
Agenda and the 1.5ºC target of the Paris climate treaty. Our analysis will point out 
that it is wrong to view the quests for national security and technological prowess as 
zero-sum games. They can yield win-win outcomes, as can economic competition, 
when appropriate guardrails are put in place.

The scaling up of geostrategic competition
Geostrategic competition took a violent turn in Europe when Russia invaded Ukraine 
on 24 February 2022. The war began shortly after Russian President Vladimir Putin 
returned from a visit to China, where both nations had declared a friendship with 
‘no limits’ on 4 February 2022. The North Atlantic Treaty Organization (NATO), 
led by the United States, is the biggest supplier of weapons to Ukraine, and China 
is the biggest buyer of the Russian oil that has been sanctioned by the United States 
and its allies. 

The geostrategic competition in East Asia heated up when the Speaker of the US 
House of Representatives and third highest-ranking member of the US Government, 
Nancy Pelosi, landed in Taiwan on 2 August 2022 after the Chinese Ministry of 
Foreign Affairs had warned that the Chinese military would not ‘sit idly by’ if her 
rumoured visit were to occur (Reuters 2022). In a telephone conversation with US 
President Joe Biden on 28 July 2022, Chinese President Xi Jinping had said: ‘Public 
opinion shall not be violated. And if you play with fire, you get burned. [I h]ope the 
US side can see this clearly’ (White House 2022; Al Jazeera 2022).

The outcome was predictable. The Chinese military conducted live-fire exercises 
in six zones around Taiwan immediately after Pelosi’s departure from the island 
(Everington 2022). China sent aircraft and ships past the midway line in the Taiwan 
Strait for the first time and launched missiles over Taipei and into a part of the 
Pacific Ocean that is in the Exclusive Economic Zone of Japan—a close military 
ally of the United States.2 

2  China took non-military action as well, including the suspension of climate talks with the United States and 
the cessation of cooperation in fighting narcotic flows. See Joselow (2022); Lo (2022).
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What deserves immediate attention is that the likelihood of further escalation in 
US–China tensions over Taiwan has since increased. In an interview with Scott 
Pelley on 18 September 2022, President Biden agreed with Pelley’s summary of the 
US position as: ‘US forces, US men and women, would defend Taiwan in the event 
of a Chinese invasion’ (Pelley 2022).

As this was the fourth time President Biden had said his country would defend 
Taiwan against China, it is clear the United States has abandoned its policy of 
‘strategic ambiguity’ and embraced one of ‘strategic clarity’ as the more effective way 
to deter a Chinese invasion.

Furthermore, this interview was notable in that President Biden, unlike previous 
US presidents, did not oppose a formal declaration of independence by Taiwan:

Scott Pelley [interviewer]: What should Chinese President Xi know about 
your commitment to Taiwan?

President Biden: We agree with what we signed on to a long time ago. And 
that [is that] there’s [the] One-China Policy, and Taiwan makes their own 
judgments about their independence. We are not … encouraging their being 
independent … [T]hat’s their decision. (Pelly 2022) 

While it is possible President Biden misspoke on the matter of Taiwan’s independence 
(it was the first time he had expressed this opinion in public, unlike the four 
times in which he committed US troops to defend Taiwan), it seems too much 
of a coincidence that Pelosi had expressed a similar opinion on 21 July 2022 that 
the United States supported the right of Taiwan to decide on its independence: 
‘It’s important for us to show support for Taiwan. I also think that none of us has 
ever said we’re for independence when it comes to Taiwan. That’s up to Taiwan to 
decide’ (Sprunt and Feng 2022). 

In addition to this inflaming of the perennially contentious issue of Taiwan, US–
China disagreement on the legitimacy of China’s claim of sovereignty over the large 
portion of the South China Sea bounded by China’s Nine-Dash Line has translated 
into military action. The Quadrilateral Security Dialogue (Quad) of four big 
democracies—India, Australia, Japan and the United States—which was initiated 
in May 2007 in response to China’s increased naval activities in the South China 
Sea and became dormant in January 2008 after Australia changed its mind about 
the matter, was revived by President Trump in 2017 (Buchan and Rimland 2020; 
Marlow 2022). 
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And, on 15 September 2021, Australia, the United Kingdom and the United States 
formed the AUKUS alliance to transfer nuclear submarine technology to Australia 
to render it a more muscular ‘deputy sheriff ’ in patrolling the South Pacific.3 

Cold War 2.0 is here. This development is well captured by the fact that NATO 
identified China as a systemic threat for the first time in 2022 (Kyodo News Agency 
2022). NATO (2022) lumped Russia and China together and described China’s 
behaviour as a threat to global law and order:

The People’s Republic of China’s (PRC) stated ambitions and coercive policies 
challenge our interests, security and values … The PRC’s malicious hybrid 
and cyber operations and its confrontational rhetoric and disinformation 
target Allies and harm Alliance security. The PRC seeks to control key 
technological and industrial sectors, critical infrastructure, and strategic 
materials and supply chains. It uses its economic leverage to create strategic 
dependencies and enhance its influence. It strives to subvert the rules-based 
international order, including in the space, cyber and maritime domains. The 
deepening strategic partnership between the People’s Republic of China and 
the Russian Federation and their mutually reinforcing attempts to undercut 
the rules-based international order run counter to our values and interests …

We will work together responsibly, as Allies, to address the systemic challenges 
posed by the PRC to Euro-Atlantic security … We will boost our shared 
awareness, enhance our resilience and preparedness, and protect against the 
PRC’s coercive tactics and efforts to divide the Alliance. We will stand up for 
our shared values and the rules-based international order, including freedom 
of navigation. (NATO 2022)

The atmosphere is presently thick with mutual suspicions about the intentions of 
the other side. On 22 April 2022, US National Security Council Coordinator for 
the Indo-Pacific Kurt Campbell arrived helter-skelter in Honiara, the capital of 
Solomon Islands, in the wake of that country signing a security pact with China. 
Honiara is 9,843 kilometres (or 16 flying hours) from Los Angeles, yet the increased 
potential presence of China there was seen as an immediate threat to the national 
security of the United States, in the same way that the potential NATO membership 
of Ukraine was seen as a grave threat to the national security of Russia.4 

The dogs of war, having driven the doves of peace from the fields of Ukraine, were 
now swimming in the stretch of water between Taiwan and Solomon Islands. 

3  There is debate about the origin of the use of ‘Deputy Sheriff ’ to describe Australia’s relationship with the 
United States. According to the BBC (2003), Australian Prime Minister John Howard used this term in a 1999 
interview with The Bulletin magazine to characterise Australia’s role. Esther Pan (2006), however, says it was a term 
The Bulletin coined to depict Howard’s attitude. 
4  US Secretary of State Antony Blinken announced an aid package of US$810 million for Pacific Island nations 
on 29 September 2022. See Magnier (2022). For the US view on islands in the Indo-Pacific, see Campbell (2022).
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The intensification of technological competition
Despite China’s much-lauded rapid economic growth since 1978, in 2021, it is still 
technologically far behind the United States. China’s GDP per capita is 18.1 per 
cent or 27.9 per cent of that of the United States depending on whether the market 
exchange rate or the purchasing power parity (PPP) exchange rate is used.

It has therefore been natural for China to actively seek to upgrade its technological 
capacity in addition to continuing the process begun in 1978 of economic reform 
and opening. The latter was confirmed by the 2013 decision of Xi Jinping’s new 
administration to restructure the economic system ‘to allow the market [forces] to 
play a “decisive role” in the allocation of resources’ (Huang 2023). 

A significant step forward in technological upgrading occurred with the launch of 
the Made in China 2025 (MIC 2025) program in 2015 to undergird the Thirteenth 
(2016–20) and Fourteenth (2021–25) Five-Year plans. The MIC 2025 policy:

calls for breakthroughs in 10 sectors and supports a range of sector-specific 
plans … 

MIC 2025 sets goals for each sector to increase the share of production by 
Chinese firms … China seeks to lead at each point in the value chain. In 
semiconductors, for example, China seeks to build a globally competitive 
industry in design, operating systems, manufacturing, packaging, testing, 
equipment and materials. (Congressional Research Service 2020)

China committed about US$300 billion in 2018 to support MIC 2025 (Wikipedia 
2022). In the subsequent Covid-19 stimulus package in 2020, it allocated 
US$1.4  trillion to be spent on new infrastructure by 2025 to further deepen 
‘integration of the Internet of Things and the real economy’ (Trivedi 2020).

Inevitably, many analysts have seen a contradiction between the 2013 policy pledge 
to give the market a ‘decisive role’ in resource allocation and the 2015 policy of 
direct government support to induce the emergence of the 10 high-tech industries 
in Figure 14.1 (for example, aerospace, high-end computerised machines and 
robots and energy equipment). This contradiction between stated policy principle 
and subsequent policy action is particularly severe because the targeted amount of 
local content in most of these high-tech products is very high. Figure 14.2 reports 
that local content will be more than 90 per cent in agricultural machinery and 
80 per cent in high-performance computers, high-tech maritime vessels and electric 
vehicles, batteries and engines. 
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Figure 14.1 China’s industrial priorities, 2015–25
Source: Congressional Research Service (2020).
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Figure 14.2 Selected MIC 2025 domestic content goals
Source: Congressional Research Service (2020).
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The contradiction is deepened given state funding is usually given to state-owned 
enterprises to deliver advanced technology. As Feigenbaum (2018) notes:

If Beijing is serious about making the market ‘decisive,’ then, by definition, 
the state must retreat. But in the five years since the plenum, the reverse seems 
to have happened in many areas. Above all, state-owned enterprises (SOEs) 
have been consolidated and strengthened. And Party committees within these 
firms have been strengthened too.

However, Feigenbaum (2018) then astutely points out that the 2013 pledge and the 
2015 action are contradictory only when seen from the interests of foreign firms and 
not those of domestic firms:

The fact is, China could very well increase domestic competition while 
retaining high walls, strong barriers, and non-tariff protectionist obstacles 
to foreign competition … In many sectors, … Beijing will try to hold off 
opening its markets until domestic competitors have been so strengthened 
that they can dominate foreign rivals in the Chinese market, even without the 
same levels of government support …

[W]e sometimes put this point pretty bluntly when kicking it around in our 
office chatter: Deng Xiaoping’s policy was ‘reform and opening up’ (gaige 
kaifang); by contrast, Xi’s policy aims to decouple reform from opening up.

Here, we recognise that there is a clash in China’s technological modernisation 
project between the interests of the foreign high-tech entrepreneurs who want China 
to be the market for their products and the interests of Chinese entrepreneurs who 
desire higher future profits by moving up the value-added ladder. There is no clash 
between the interests of the foreign and domestic entrepreneurs, and when China’s 
economic welfare is lowered, only if the infant industry assumption turns out to 
be untrue in most cases in China. While the development experiences of China’s 
immediate neighbours, Japan and South Korea, would support the case for infant 
industry protection, the uniform experience in Latin America and South-East Asia 
has been that their infant industries seldom matured and then entrenched these 
countries in the middle-income trap. 

Foreign concerns about future income losses from China’s industrial policy were 
further heightened in 2018 when China announced that it would begin drawing 
up the ‘China Standards 2035’ plan to enable Chinese firms to set global standards 
on emerging technologies like quantum computing, artificial intelligence (AI), the 
Internet of Things and green technology. The official rationale for this new state 
initiative is often given in the dictum ‘third-tier companies make products [三流企
做品]; second-tier companies make technology [二流企 做技]; first-tier companies 
make standards [一流企做准]’ (Morgan Stanley Research 2021: 5).
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According to this line of thinking, China is currently home to mostly third-
tier companies—those that produce designs originally created abroad. Made 
in China 2025, a key industrial policy for the development of tech in China, 
seeks to foster second-tier companies that are leaders in design and innovation.

As such, the China Standards 2035 project endorses and builds upon Made 
in China 2025. In effect, the goal of the latter—to transform China into 
a leading tech innovator and producer—is a stepping-stone in achieving 
the former … 

A major benefit of leading standards is being able to influence them in a way 
that benefits one’s own strengths and ambitions. In this way, if China were to 
lead standard setting, they may be used to privilege domestic companies, such 
as the telecommunications giant Huawei.

Besides influencing the direction of standards, however, is the more basic issue 
of licensing fees. Because most proprietary standards in the tech industry are 
created by foreign companies, China is the world’s second largest payer of 
licensing fees in the world. China Standards 2035, then, seeks to reverse this 
relationship and make China a net recipient of licensing fees. (Koty 2020)

In short, MIC 2025 and China Standards 2035 will together temporarily decouple 
China’s high-tech firms from the global marketplace, fund them generously to 
learn from the rest of the world and to become better than their teachers, and then 
release them to dominate global markets. It was inevitable that China’s technological 
strategy would be perceived as predatory by many foreign observers and would 
excite newspaper headlines like ‘China’s “Standards 2035” Project Could Result in 
a Technological Cold War’ (Gargeyas 2021). 

The outcome is that US firms and US society at large have now become concerned 
about the implications of China’s technology strategy for future US economic 
prosperity, technological innovation and national security. The validity of these 
concerns was boosted by three aspects of China’s growth that marked it as different 
from that of other large developing economies. 

The first aspect is the exceptional speed with which China is closing the development 
gap with the United States. Table 14.1 reports that China’s development gap was 
reduced by 16.8 percentage points to 23.8 percentage points in the 1990–21 period 
compared with a reduction of 1.7 percentage points to 5.6 percentage points for 
India and –4.8 to –0.1 percentage points for Brazil. The standards of living in both 
Brazil and India were higher than in China in 1990 but China was substantially 
richer than both in 2021.5 

5  China’s GDP per capita went from about 82 per cent to 86 per cent of India’s to 264–551 per cent, and from 
12 per cent to 15 per cent of Brazil’s to 120–167 per cent.
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Table 14.1 Growth and trade performance of China in comparative perspective

Part A: Growth in standard of living
Current US$ using market exchange rate Current international $ using 

PPP exchange rate
US China India Brazil China India Brazil

A.1: GDP per capita (amount)
1990 23,888.6 317.9 367.6 2,622.3 981.4 1,200.3 6,693.6
2021 69,287.5 12,556.3 2,277.4 7,518.8 19,338.2 7,333.5 16,056.0
A.2: GDP per capita as percentage of US
1990 1.3 1.5 11.0 4.1 5.0 28.0
2021 18.1 3.3 10.9 27.9 10.6 23.2
A.3: Development Gap with the US reduced in 1990–2021*  (percentage points)

16.8 1.7 –0.1 23.8 5.6 –4.8
Part B: Transformation in world trade (% of world exports)
Year US China Hong 

Kong
India Brazil

1990 22.47 1.18 2.15 0.52 0.40
2020 13.50 10.01 3.42 1.72 0.91

* The development gap is obtained from Section A.2 by deducting the value in 1990 from the 
value in 2021. 
Sources: Part A data from World Bank Open Data (available from: data.worldbank.org/); Part B 
data from World Integrated Trade Solution (available from: wits.worldbank.org/CountryProfile/
en/Country/WLD/Year/1990/TradeFlow/Export).

The second noteworthy aspect about China’s fast growth is that it now makes the 
largest footprint on the world economy. In terms of foreign economic interaction, 
Part B of Table 1 shows that China’s share of global exports had increased from 
1.18 per cent in 1991 to 10.01 per cent in 2021 while the US share had declined 
from 22.47 per cent to 13.50 per cent.  Furthermore, China’s GDP measured in 
PPP$ has been larger than US GDP since 2016. 

The point from our comparison of US and Chinese data on exports and GDP is 
that today’s world is a bipolar world, and that it runs the risk of bipolar disorder if 
any one of the two countries defines its national security as military dominance over 
the other country.

The third distinctive aspect about China’s growth is that China has world-class capacity 
in an unusually large range of high-tech products. Huawei is still the world’s leading 
5G company despite strong US efforts to cripple it since 2017 when Trump took 
office. And, of the 277,500 international patents filed in 2021, China topped the list 
with 69,540 Patent Cooperation Treaty (PCT) filings, followed by the United States 
(59,570), Japan (50,260), South Korea (20,678) and Germany (17,322):6 

6  China has been the top filer since 2019, when it overtook the United States. International patents fall into 
several categories, the main category of which are Patent Cooperation Treaty (PCT) filings.

http://data.worldbank.org/
http://wits.worldbank.org/CountryProfile/en/Country/WLD/Year/1990/TradeFlow/Export
http://wits.worldbank.org/CountryProfile/en/Country/WLD/Year/1990/TradeFlow/Export
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[For] the fifth consecutive year, China-based telecoms giant Huawei 
Technologies topped the global ranking, with 6,952 PCT applications … 
followed by US firm Qualcomm at 3,931; South Korea’s Samsung Electronics 
at 3,041 and LG Electronics at 2,855; and Mitsubishi Electric Corp of Japan 
at 2,673. (AFP 2022)

Chinese firms have filed approximately 75 per cent of global artificial 
intelligence patents in the past decade and 40 per cent of all 6G patents, 
while the United States accounted for only 35 per cent of the latter. (Sworn 
and Harjani 2022)

Some observers, like Sworn and Harjani (2022), do not regard the possibility that 
China is producing more knowledge than the United States as indicative of China 
winning the technological race. They deem US innovation to be of much higher 
quality than Chinese innovation and will hence continue to earn a larger total 
amount of technological rents. Sworn and Harjani (2022) regard Huawei as an 
outlier in a Chinese ‘corporate environment lacking high-quality IP filings’ and they 
characterise most of the state-favoured technology companies as ‘being inefficient 
and debt-laden’.7

Mainstream thinking in the United States does not share this sceptical attitude about 
China’s technological prowess. For example, a recent report by the US National 
Security Commission on Artificial Intelligence (NSCAI 2021) warned:

America is not prepared to defend or compete in the AI era … AI is an 
inspiring technology. It will be the most powerful tool in generations for 
benefiting humanity. Scientists have already made astonishing progress 
in fields ranging from biology and medicine to astrophysics by leveraging 
AI … (p. 1)

We should embrace the AI competition … [W]e must win the AI competition 
that is intensifying strategic competition with China. China’s plans, resources, 
and progress should concern all Americans. It is an AI peer in many areas and 
an AI leader in some applications. We take seriously China’s ambition to 
surpass the United States as the world’s AI leader within a decade.

The AI competition is also a values competition. China’s domestic use of 
AI is a chilling precedent for anyone around the world who cherishes individual 
liberty. Its employment of AI as a tool of repression and surveillance—at home 
and, increasingly, abroad—is a powerful counterpoint to how we believe 
AI  should be used. The AI future can be democratic, but we have learned 
enough about the power of technology to strengthen authoritarianism abroad 
and fuel extremism at home to know that we must not take for granted that 
future technology trends will reinforce rather than erode democracy … (p. 2)

7  For example, the case of Tsingha Unigroup. See Zhang et al. (2021).
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China possesses the might, talent, and ambition to surpass the United 
States as the world’s leader in AI in the next decade if current trends do not 
change … (p. 7) 

China is organized, resourced, and determined to win this contest. (p. 11)

The above report was chaired by Eric Schmidt, a co-founder of Google, who funded a 
follow-up report that called China a ‘technology peer’ and made an even more urgent 
call to the US Government to respond forcefully to China’s effort to win the AI race:

At stake is the future of free societies, open markets, democratic government, 
and a world rooted in freedom not coercion … China uses its techno-
economic advantage for political leverage. Nations—including U.S. allies—
reliant on China’s tech swing into the PRC’s political orbit … Authoritarian 
regimes sell the case that they are masters of the modern world … An open 
internet is compromised … The U.S. military’s technological edge erodes. 
The PRC annexes Taiwan … The PRC cuts off the supply of microelectronics 
and other critical technology inputs. (SCSP 2022: 9, 16, 17, 18)

The thrust of the above report goes beyond calling for state intervention to ensure 
that the United States wins the AI race to recommending large-scale state funding 
for a comprehensive industrial policy to support public–private partnerships in 
technological innovations to counter China’s industrial policies. 

Given the clamour for retaliatory action against unfair Chinese trade practices from 
some of America’s biggest internet companies, such as Google, Facebook, Twitter 
and WhatsApp, and against Chinese militarisation of the South China Sea from 
traditional US allies, the Obama administration reacted to the former with tariffs 
on selected products (for example, tyres and solar panels) and to the latter with its 
‘Pivot to Asia’ policy in 2011.

The Trump administration launched a trade war against China in 2018, a blockade of 
Huawei8 and a vigorous counterintelligence campaign against Chinese spying on US 
industries. In the words of Christopher Wray (2022), Chinese espionage is the greatest 
threat to the economic vitality of the United States and is so pervasive that the Federal 
Bureau of Investigation (FBI) has been finding two cases of it every day.9 A common 
target of FBI investigations are ethnic Chinese working in US research universities.10

8  A Trump rule came into effect in September 2020 that blocked ‘companies around the world from using 
American-made machinery and software to design or produce chips for Huawei or its entities’ (Swanson 2020).
9  ‘The greatest long-term threat to our nation’s information and intellectual property, and to our economic 
vitality, is the counterintelligence and economic espionage threat from China … It’s the people of the United States 
who are the victims of what amounts to Chinese theft on a scale so massive that it represents one of the largest 
transfers of wealth in human history … We’ve now reached the point where the FBI is opening a new China-related 
counterintelligence case about every 10 hours. Of the nearly 5,000 active FBI counterintelligence cases currently 
under way across the country, almost half are related to China’ (Wray 2020).
10  The enthusiasm of the FBI in its duties has unfortunately resulted in many miscarriages of justice. See Apuzzo 
(2017); Barry and Benner (2022); Benner (2021); Lewis-Kraus (2022). 
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US–China technological competition has continued to intensify under the 
Biden administration. On 9 August 2022, President Biden signed the bipartisan 
CHIPS [Creating Helpful Incentives to Produce Semiconductors] and Science Act 
2022, which provides, among many commitments: 1) US$54.7 billion for US 
semiconductor research, development, manufacturing and workforce development 
and the promotion and deployment of wireless technologies; and 2) a 25 per cent 
investment tax credit for capital expenses for manufacturing semiconductors and 
related equipment.

And on 31 August 2022, Biden restricted US sales of sophisticated microchips to 
China and Russia: 

Limits were placed on high-end GPUs [graphic processing units] that power 
supercomputers and artificial intelligence, said Nvidia and AMD, two Silicon 
Valley chip makers … [The] scope of the U.S. government’s actions appears 
to go beyond Nvidia and AMD. Other companies that make tool[s] or design 
software have received similar letters in recent weeks informing them that the 
high-end technologies they export to China have been restricted. (Clark and 
Swanson 2022) 

Additional trade and investment regulations were being drawn up in October 2022 
to ‘block any firm that uses America-made technologies … from selling to Chinese 
entities [such as firms and universities] that are targeted’ by the US Government, to 
broaden the range of microchips that cannot be sold to China, to restrict the ‘sale of 
cutting-edge U.S.–made tools to China’s domestic semiconductor industry’ and to 
‘scrutinize the investments that U.S. companies made abroad for national security 
risks’ (Mozur et al. 2022). These new rules are expected to hit the fast-growing 
Chinese market for supercomputers and data centres very hard. 

Reversing the downward spiral in US–China 
relations
The tensions in US–China relations have been increasing because of a vicious 
cycle created by the interaction of disagreements over three types of competition: 
economic, technological and geostrategic. A self-reinforcing process of escalation 
can occur when a conflict in the geostrategic sphere spills over into the economic 
sphere in the form of trade barriers—for example: China refuses to buy seafood 
from the ‘offending’ party, Country A, and Country A retaliates in the technological 
sphere such as by reducing academic research collaboration with China. Country B, 
a strategic ally of Country A, then offers to arm Country A with a powerful game-
changing weapon, exacerbating the tensions between China and Country A in the 
geostrategic sphere and making the tit-for-tat process an explosive one, ricocheting 
from one type of competition into another. 
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With a few more rounds of ‘righteous’ actions by each side, the multilateral free-
trade system would be shredded and global supply chains reconfigured to reduce 
reliance on the other, ‘clearly hostile’ side. The result would be a lower level of 
economic welfare on both sides of the dispute, with questionable improvements 
in the national security of either one. This final suboptimal outcome is most likely 
unintended and unexpected by any side at the outset.

How can we stop this vicious cycle in US–China relations from unravelling 
economic globalisation and undermining the cooperation needed to fight future 
pandemics and climate change? Our answer to this question is that the three types 
of competition—economic, technological and geostrategic—must be segmented to 
stop spillovers from one sphere into the other two. 

Specifically, the instruments that are used in each type of competition should be 
kept distinct. For example, when Geely overtakes Tesla in producing electric cars, 
the United States should not blockade Chinese ports to prevent Geely’s electric cars 
from dominating global markets. Any US blockade of Chinese ports is an act that 
should be reserved solely for the geostrategic competition sphere—for example, if 
China was engaging in nuclear proliferation or international terrorism.

Geostrategic competition should be settled by diplomatic means rather than 
economic instruments. Countries should seek national security through direct 
negotiations on arms control (for example, about the amount and type of missiles 
and their location from one another’s borders) rather than through limiting exports 
of high-tech microchips to the other country. 

And, spying on Country A by the security agencies of Country C should be confined 
to military matters and not conducted on commercial enterprises in Country A 
to benefit commercial enterprises in Country C. While commercial espionage is 
‘normal’ (subject to legal penalties when caught), this task must not be outsourced 
to a country’s security agencies.

Technological competition should be separated from economic competition. First-
World governments and economists must acknowledge that every country is entitled 
to move up the value-added chain in production by extending temporary state 
support to particular sub-sets of economic activities. A government would be failing 
in its responsibilities if it does not promote sustainable economic development.

The United States has a plethora of science promotion programs, innovation 
incentives and defence procurement practices to inspire and inculpate new 
technologies. The WTO should convene an international conference to formulate 
an international treaty on the use of industrial policies covering issues such as the 
maximum size and duration of state support to any domestic industry. 
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Negotiated agreements on arms control and spying practices would also partition 
technological and geostrategic competition. The imposition of restrictions on 
international academic exchanges to fight technological competition is futile and 
slows global technological progress to the long-run detriment of all parties.

The reality is that building up one’s technological and innovation capability is a 
more effective way to win the technological competition than holding the other side 
down with actions like denials of visas to foreign students and restricting exports 
of high-tech products. It is much easier for a country to strengthen knowledge-
generation mechanisms within its own borders than to retard such mechanisms 
located beyond its borders. 

The best way for a country to improve its hand in technological competition is to 
invest more in its research universities, offer more incentives to the private sector 
to conduct R&D, provide more funding to expand and strengthen all levels of 
education and make the country more attractive as a migration destination for 
foreign talent.

How can we get China and the United States to agree to adopt these sensible rules 
of engagement? Trust is obviously the prerequisite for a durable agreement between 
both countries, and trust, in turn, is more easily given when it is undergirded by 
mutual benefit. 

We believe other Asian-Pacific countries can play an important role in the creation 
of the kind of trust that is needed for such an agreement. South Korea, Japan, 
Australia and New Zealand are trusted US strategic allies and important economic 
partners of China. They, along with the rest of the Asia-Pacific, will benefit more 
from being friends of both countries than from supporting one side only or from 
being bystanders to Cold War 2.0. 

Our suggestion is that Asian-Pacific countries should work to deepen regional 
integration, with the European Union and Norman Angell’s mechanism of peace 
as models. In 1909, Angell (1913) predicted that a Europe-wide war was no longer 
possible because no country would find life liveable without international trade. The 
unleashing of the dogs of war in August 1914 could be seen as refutation of Angell’s 
hypothesis, but instead, Konrad Adenauer of Germany, Alcide De Gasperi of Italy 
and Robert Schuman of France concluded that European economic integration in 
1914 was not deep enough to render militarism completely unappealing. This led to 
the 1957 Treaty of Rome, which established the European Economic Community, 
and finally, the birth of the European Union (EU) and EU citizenship in 1993, 
along with an expanding list of supranational institutions such as the European 
Commission, European Parliament and a common currency.11 

11  The EU project is admittedly an ongoing process and has been repeatedly predicted by some prominent 
economists to fail in the future—for example, Friedman (1977); Feldstein (1977, 2012).
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With EU-style deep regional economic integration, a united Asia-Pacific—let’s call 
it the Pacific Asia Union (PAU)—would not only be difficult to manipulate to 
participate in a proxy war, it would also not accept a subservient relationship to any 
big power. The PAU would be big enough to be a persuasive voice in moderating 
US–China tensions and to work with multilateral institutions (chiefly, the United 
Nations and its agencies) to help develop sensible rules for US–China engagement. 

Furthermore, the PAU would promote the expansion of beneficial economic 
globalisation, guarding against the globalisation agenda promoted by the biggest 
multinational corporations. For example, high finance disingenuously portrays 
unrestricted capital flows and tax havens as the gold standard of market economics. 

A recent egregious example of the selective use of free-trade principles to benefit 
Western corporations was the United States’ support for infant milk formula 
manufacturers to suppress public health information campaigns by the World 
Health Organization (WHO) and its member countries to promote breastfeeding. 
In 2018, at a WHO meeting:

American officials sought to water down the resolution by removing language 
that called on governments to ‘protect, promote and support breast-feeding’ 
and another passage that called on policymakers to restrict the promotion of 
food products that many experts say can have deleterious effects on young 
children. (Jacobs 2018)

When Ecuador moved to implement the WHO resolution, the US ambassador 
to that country, Todd Chapman, told the government that if it did not drop the 
resolution, ‘Washington would unleash punishing trade measures and withdraw 
crucial military aid’. The Ecuadorean Government reversed its decision to promote 
breastfeeding (Jacobs 2018).

The efforts of US and Western European governments to exempt the products 
of their firms from regulation in foreign markets and to extend their monopoly 
status to foreign markets are why they are claiming that the gold standard in trade 
agreements are extreme free-market policies in selective areas.  The trade negotiators 
of highly developed countries frequently serve the interest of their oligarchs by 
opposing government subsidies and regulations in developing economies and (yet!)
insisting that developing countries impose stringent and long-lasting protection on 
intellectual property rights owned by the oligarchs. This selective use of free-market 
policies in trade agreements constitutes economic bullying because these policies are 
optimal only in a technologically stationary world with no market failures and no 
human-induced climate change. 

Of more immediate practical relevance, the PAU  must begin working hard 
to strengthen US–China cooperation on the supply of global public goods—
such as maintaining multilateral free trade, preventing nuclear proliferation and 
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mobilising adequate development assistance to developing countries—that would 
accelerate achievement of the SDGs and the Paris climate target. Successful US–
China cooperation based on the United Nations’ SDG framework would build 
the trust needed for good-faith adherence to sensible rules partitioning economic, 
technological and geostrategic competition.

The first step in the journey to reverse the downward spiral in US–China relations is 
for Australia and the Association of Southeast Asian Nations (ASEAN) to encourage 
the Asian-Pacific community to merge the overlapping economic blocs of RCEP, 
CPTPP and the Indo-Pacific Economic Framework to form the Pacific Asia Union. 
The second step is for the PAU to work with the United Nations and its agencies to 
formulate guidelines for US–China relations that would segment their economic, 
technological and geostrategic competition. 
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