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Are we on the brink of a new Cold War? The United States is the sole reigning superpower, but it is being challenged by the rising power of China, much as ancient Rome was challenged by Carthage and Britain was challenged by Germany in the years before World War I. Should we therefore think of the United States and China as we once did about the United States and the Soviet Union, two gladiators doomed to an increasingly globalized combat until one side fades?

Or are we entering a new period of diversified global economic cooperation in which the very idea of old-fashioned, imperial power politics has become obsolete? Should we see the United States and China as more like France and Germany after World War II, adversaries wise enough to draw together in an increasingly close circle of cooperation that subsumes neighbors and substitutes economic exchange for geopolitical confrontation?

This is the central global question of our as-yet-unnamed historical moment. What will happen now that America’s post–Cold War engagements in Iraq and Afghanistan have run their course and U.S. attention has pivoted to Asia? Can the United States continue to engage China while somehow hedging against the strategic threat it poses? Can China go on seeing the United States both as an object of emulation and also as a barrier to its rightful place on the world stage?

The answer is a paradox: the paradox of cool war.

The term cool war aims to capture two different, mutually contradictory historical developments that are taking place simultaneously. A classic struggle for power is unfolding at the same time as economic cooperation is becoming deeper and more fundamental.

The current situation differs from global power struggles of the past. The world’s major power and its leading challenger are economically interdependent to an unprecedented degree. China needs the United States to continue buying its products. The United States needs China to continue lending it money. Their economic fates are, for the foreseeable future, tied together. Recognizing the overlapping combination of geostrategic conflict and economic interdependence is the key to making sense of what is coming and what options we have to affect it.

This book grows out of work I did in the first decade of the twenty-first century on the opposition and synthesis of Islam and democracy. My hope then was that a nuanced understanding of the interplay between these ideas and systems might help us rethink the prevalent picture of civilizational conflict. In this second decade of the still-young century, the great issues of conflict and cooperation have shifted. Now U.S. leadership and Western democracy are juxtaposed with China’s global aspirations and its protean, emergent governing system. As before, my goal is to add complexity to the dominant conventional accounts.

The stakes of this debate could not possibly be higher. One side argues that the United States must either accept decline or prepare for war. Only by military strength can the United States convince China that it is not worth challenging its status as the sole superpower. Projecting weakness would lead to instability and make war all the more likely.

The other side counters that trying to contain China is the worst thing the United States can do. Excessive defense spending will make the United States less competitive economically. Worse, it will encourage China to become aggressive itself, leading to an arms race that neither side wants and that would itself increase the chances of violence. Much better to engage China politically and economically and encourage it to share the burdens of superpower status.

What we need, I believe, is to change the way we think and talk about the U.S.-China relationship—to develop an alternative to simple images of inevitable conflict or utopian cooperation. We need a way to understand the new structure that draws on historical precedent while recognizing how things are different this time. We need to understand where the United States and China can see eye to eye, and where they cannot compromise. Most of all, we need a way forward to help avoid the real dangers that lie ahead.1

This book offers a diagnosis of our situation; an analysis of the ideas and incentives of China’s leadership; and an account of how nations, corporations, and peace-seeking institutions are likely to react to a changing world order.2

In the first part of the book, I show how the interests of the United States and China often overlap in the realms of trade and economics yet still diverge dramatically when it comes to geopolitical power and ideology. This situation of simultaneous cooperation and conflict needs a new name—cool war—to capture its distinctive features.

In the book’s second part, I offer an interpretation of China’s leadership. It is not possible to understand the dynamics of a cool war unless we have a more sophisticated understanding of the Chinese Communist Party. No longer ideologically communist, the leadership is pragmatic and committed to preserving its position of power. It seeks to maintain legitimacy through continued growth, regular transitions, and a tentative form of public accountability. It aims to manage deep internal divisions between entitled princelings and self-made meritocrats via a hybrid system that makes room for both types of elites.

Finally, in the third part of the book, I consider the consequences of the emerging cool war. I evaluate the significance of the new situation for countries around the world, for institutions that exist to keep the peace through international cooperation, for multinational corporations that operate everywhere—and for the future of human rights.

The results matter. The complicated interaction between the United States and China will shape war and peace globally and reveal whether the dream of peaceful international cooperation—embodied, albeit shakily, in the European Union—can be extended to countries with less in common. It will determine the future of democracy as a global movement, structure the international strategies of growing powers like India and Brazil, and guide the movements of companies and capital. It will influence the United Nations, the future of international law, and the progress or regress of human rights. Ultimately, like the Cold War before it, this new kind of international engagement will involve every country on earth.

Wherever possible, I have avoided speaking of the American people as “us” or “we.” The ideas here should be of use in China, in the West, and elsewhere. The risk of conflict—whether triggered by leaders’ mutual misunderstanding or by accurate judgments of diverging interests—must be taken seriously.3 Reducing the grave dangers of global conflict would serve the United States but also China and the world more generally. The purpose of this book is to start figuring out how we can do so, before it is too late.
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Who won the Cold War?

For twenty years now—almost half the length of the war itself—the Western democracies have assumed that they did. For the first decade after the collapse of the Soviet Union, the United States and Europe grew vastly in the absence of their greatest strategic challenger. The United States generated the information revolution. Europe increased mutual cooperation, united its currency, and incorporated the choicest bits of the former Soviet empire into the European Union. There was good historical precedent for both growth and unity: after the defeat of Napoleon at Waterloo, Britain, the main winner, initiated the industrial revolution, and the Concert of Europe represented the efforts of the European states to cooperate and manage their security affairs.1

But in the second decade after the Cold War, two surprising things happened. First, the United States, with European participation, invaded Afghanistan and Iraq and then spent trillions of dollars, enormous diplomatic capital, and thousands of its soldiers’ lives in the effort to build functioning states in each. The results were a very partial success in one case and something very much like failure in the other. The economic downturn that began toward the end of the decade was not caused by these misadventures, but taken together they signaled the possibility of imperial decline.2

At the same time, China, which had been a secondary player in the Cold War, deepened the experiment it had already begun with state-managed market reform. The result was sustained economic growth of stunning proportions. China became the world’s second-largest economy, outstripping Japan and all individual members of the European Union. The pace of its growth has declined from the consistent 10 percent or more of the post–Cold War era to something more like 7.5 percent in 2012, and further slowing remains possible.3 Yet China weathered the global financial crisis much better than the United States and Europe. Serious observers believe that the Chinese economy could become the biggest in the world in a decade—or even sooner.4

Suddenly, the assumption of Western, democratic victory in the Cold War has had to be reexamined. On the level of ideas, capitalism indeed won a significant victory. The communist ideal of a totally nonmarket economy no longer has many adherents outside North Korea and perhaps Cuba. The Communist Party of China has formally welcomed capitalists—defined to include owners of private businesses—into party membership. The Chinese state still owns huge enterprises and guides the economy by controlling banks and by regulating some industries, but the basic theory on which it acts is market capitalism, not communism or even socialism.5

Democracy, however, has not won in the way its promoters had hoped.6 China’s ruling elite rejects both elections and individual rights, and it has been able to achieve fast growth and de facto legitimacy without either. After a largely unsuccessful experiment with democracy, Russia has reverted to the rule of a strongman. Much of its public seems to accept, even embrace, this result, notwithstanding some protest. The U.S. experiments with democratic nation building in Afghanistan and Iraq went poorly, not because of any inherent problem with Islam but because of the extreme difficulty of establishing democracy without a strong, functioning state to keep order. Mass demonstrations demanding the end of autocracy deposed dictators in Tunisia and Egypt, yet the Arab Spring has struggled.

Meanwhile, the position of the United States looks much weaker than it should if the Cold War was a definitive victory. The Pax Britannica lasted from 1815 to 1914 before the rise of Germany brought the century of British dominance to an agonizing end. By contrast, in 2013, the rise of China was making the U.S. position as the sole global superpower look tenuous. The United States has arguably been overstretching itself as Britain did over the nineteenth century.7 The hard fact is that alongside China’s extraordinary growth, the U.S. economy has been growing slowly if at all—to the point where 2 percent annual growth would have been considered a victory in 2012.

China’s rise—and the relative decline of the United States—sets the stage for the possibility that the real winner of the Cold War could turn out to have been China. Unlike Mikhail Gorbachev, Deng Xiaoping rejected glasnost and insisted on maintaining party rule.8 And unlike the Soviet Union, China abandoned communist ideology in time to avoid collapse. The emergent party-directed capitalist state is now poised to take its place as a global superpower comparable to the United States.

Interdependence

Yet a powerful argument can be mounted that despite its economic rise, China will not try to challenge the position of the United States as the preeminent global leader. The argument begins with the fact that China’s spectacular growth did not take place in isolation. To the contrary, China achieved much of it through export to the United States and other consumer economies. Today trade accounts for half of China’s GDP, with exports significantly outstripping imports. The United States alone accounts for roughly 25 percent of Chinese sales.9 Total trade between the countries amounts to a stunning $500 billion a year.10

U.S.-China economic ties go beyond the sale of goods. The United States, a debtor nation, depends on China as the largest purchaser of its bonds. The government of China holds some $1.2 trillion worth of U.S. Treasury debt, or 8 percent of the outstanding total. Only the Federal Reserve and the Social Security Trust Fund, both arms of the government, hold more; all U.S. households combined hold less.11

This profound degree of economic interdependence reflects the geostrategic realities of the post–Cold War world, in which the United States largely took responsibility for assuring global stability and open seas. Against the backdrop of a world safe enough for trade, China and the United States began to engage each other on broader and broader scales. Today they and their citizens cooperate not only in the international system but across a wide and repeated range of economic and cultural interactions.

As of the most recent count, 194,000 Chinese students attend U.S. universities and succeed at all levels, from basic undergraduate education to the most advanced graduate students and postdoctoral fellows, especially in science, technology, engineering, and mathematics.12 Some 70,000 Americans live and study and work in mainland China.13 U.S.-based architects have taken advantage of China’s building boom and now design thousands of remarkable buildings in China that could not be built anywhere else in current economic conditions. American and Chinese businesses invest in each other on a daily basis, to the tune of many billions of dollars. We are not in the realm of ping-pong diplomacy: we are in the world of economic and cultural partnership.

These many cooperative projects require trust, credibility, and commitment—all of which were lacking between the United States and the Soviet Union. During the Cold War, the only meaningful sense in which the antagonists cooperated was in maintaining an international system designed to manage their competition, and in their implicit (though unstable) agreement not to attack each other. Even at the height of détente, cooperation was focused on reducing the likelihood of nuclear conflict and recognizing stable borders. Otherwise the sides were implacably opposed.14

A major reason for the relative absence of Cold War cooperation was that the United States and the Soviet Union barely traded with each other. For each side, improving the economic status of the other would have meant weakening its own relative position. The Western and Eastern blocs were divided by borders and ideology but also by economics. Neither the Americans nor the Soviets (nor anyone else) could be confident of access to markets everywhere in the world.

By contrast, the United States and China constantly cooperate to facilitate their mutually advantageous economic relationship. Working together is the only way forward for an interdependent world built on trade. A manufacturer must care about the health of its customers. A debtor needs to worry about the state of its creditors, at least so long as it hopes to continue borrowing. The more the trade, the deeper the cooperation needed. If, for example, the United States wants to sell products in China that rely on intellectual property—films, videogames, computer programs, and pharmaceuticals—it needs China’s cooperation to avoid systematic theft.15 If China wants to invest in American companies, it must have assurances that it will be treated as well as any other investor.

Competitive Cooperation

It may seem odd to depict the economic relation between the United States and China as essentially one of cooperation. After all, American and Chinese firms compete intensely for business. The two countries compete to attract investment and create new jobs. In both places, the rhetoric of politicians often suggests the metaphor of economic warfare, with each side racing to beat the other.

The basis for treating economic competition as a form of cooperation goes back to the observation that the economic growth of some countries need not necessarily reduce the wealth of others. As the philosopher David Hume put it 250 years ago, the “jealousy of trade” is thoroughly groundless. I should not be bothered if another country gets rich. “The encrease [sic] of riches and commerce in any one nation, instead of hurting, commonly promotes the riches and commerce of all its neighbors.”16 Economic competition can make everybody better off.

In this sense, countries that participate in the international network of trade do compete, but they compete against the backdrop of collective cooperation that creates mutual benefits. The definition of a freely chosen bargain is that each side is better off making the trade than not making it. What is more, some basic rules of exchange must apply for agreement even to be possible: the parties must agree on a currency, and they must trust each other to make payment. The participants in an international trade system can thus be compared to citizens within one country. They compete with each other to get rich while also jointly cooperating in governance that leaves them all better off than they would be without it.

This close, interdependent relationship makes war between the participants seem unlikely because it would be irrational. Should a creditor nation attack a debtor, it would destroy the value of its own assets. Invading your trading partners would mean the end of trade until the war was over, and beyond.

This observation was first made famous by a British journalist named Norman Angell, who in 1909 published The Great Illusion, an enormously popular, widely read book, arguing that the arms race between Britain and Germany was the result of a fundamental mistake.17 Each side seemed to believe that economic success was dependent upon military dominance. But modern economic power derived from a capitalist system based on credit. In a world of debt, conquering another country was useless, because the wealth of the conquered country would evaporate at the moment of conquest.

World War I came despite Angell’s insistence on its irrationality, and Angell’s argument seemed to have been discredited. But it was revived in the 1970s in a more sophisticated form by liberal scholars of foreign relations, who argued that economic interdependence, international institutions, and democratization could sharply reduce the likelihood of war.18 The liberal internationalists’ most impressive evidence is the European Union, which brought peace (and most of the time, prosperity) to countries who were perennial enemies as recently as World War II and for hundreds of years before that. The European Union achieved its miracle by gradually increasing members’ mutual economic ties while embedding them deeper and deeper in institutions of law and government. One reason it is so difficult to imagine war among Britain, France, and Germany today is that they all have too much collective prosperity to lose.

A crucial internationalist lesson of the post–World War II period is that great economic powers do not inevitably become great military powers. Before the war, Germany and Japan had both grown fast and become major global actors. After defeating them, the United States (with the acquiescence of the Soviet Union) imposed nonmilitarization on each. The idea was that, even if they became economic challengers, they would not be able to function as strategic challengers ever again.

It worked. Embedded within the European Union, Germany gradually returned to a dominant regional economic position, but without the expansionist aspirations that had accompanied its rise as a nation-state. Even after German reunification, Germany has remained committed to the peaceful ideal of a European project. It focuses on wealth, not military might.

In postwar Japan, too, rapid economic growth took place without any corresponding impulse to domination. When Japan’s economy was reaching its zenith in the 1980s, it sparked nationalist worries in the United States about Japanese firms buying American businesses. But no one seriously feared that Japan was about to reemerge as a contender for a new military empire of its own. Despite, or perhaps because of, Japan’s recent imperial past, there has as yet been no significant movement in Japan to turn the country into an armed global power.19

Neither post–World War II success story would have been possible without the aegis of U.S. military protection during the Cold War.20 It helped, too, that neither country could have begun a military buildup without having it quashed by the United States. As the Axis, they had tried the route of global dominance and been defeated. Yet within this new demilitarized framework, Germany and Japan pursued rational strategies of economic growth without geostrategic ambition. When it was no longer possible for them to be important military players, their long-term interests no longer dictated that they try to be.

Rise and Reason

Is China today like the rebuilt Germany or Japan, a rising economic power with no particular reason to seek military preeminence and risk conflict with the United States? Brazil, Russia, and India, the other fast-growing so-called BRIC countries, seem to fit this description. Brazil has no tradition of global military ambition, and its location lends it the option of continental leadership but little more. On top of this, its growth slowed considerably more than the other BRICs’ in 2011 and 2012. Russia’s degraded infrastructure, its rampant corruption, and not least, its status as a defeated superpower, stand in the way of Russian regeneration to anything like its prior position, despite Vladimir Putin’s nationalism and its remaining nuclear weapons.

India, occupying most of a subcontinent, does have a history of fighting with its important neighbors, including, in 1962, with China. Its nuclear arsenal, pointing primarily toward Pakistan, is a marker of its great power status. Yet despite its impressive economic growth, nearly as rapid as China’s, India is limited by poverty, of both people and infrastructure. Democracy lends stability and confers other important benefits, but it can actually hamper major infrastructure development. Partly as a result, India’s growth has not been industrial. Driven by technology, it has not generated very many new jobs. Increasingly, India has a sophisticated global business elite sitting atop a crumbling infrastructure. This is not a recipe for becoming a superpower.

It could be argued that China’s situation is also roughly analogous to that of postwar Germany and Japan. A trade-based economy depends on global stability, which could be disrupted by an attempt to become a military force. Some sophisticated analysts think that it would be strategically foolish for China to try to compete with American military dominance while simultaneously trying to grow its economy.21

What is more, seen from the standpoint of economic interdependence, military conflict between the United States and China would seem to be as mutually irrational as a war today among European powers. Unless and until China can develop an internal consumer market with massive buying power, no one other than the United States will have a comparably insatiable appetite for its goods. Unless it massively increases revenue or reduces social welfare entitlement, the United States will still have to borrow, which means that it will need cash-rich countries like China to loan it the money. With $136,000 of debt per household and a one-to-one ratio of debt to GDP, the United States needs to borrow cheaply to keep its economy healthy.

Close economic ties create the possibility of economic warfare. It would be extraordinarily costly for China if the United States closed its markets to Chinese products. Indeed, if China suddenly lost a quarter of its revenue, the resulting economic wallop could destabilize the rule of the Chinese Communist Party. It would also be dangerous for the United States if China began to dump its U.S. bonds. China would lose a lot of money along the way, but conceivably such a loss of confidence in the credit of the U.S. government could make it more expensive for the United States to borrow elsewhere.

Even if economic warfare were partial, rather than total, as in a limited trade war, the negative consequences would be substantial. Given the depth of their interdependence, any breakdown in economic relations between the United States and China could be disastrous. Trade war, the manipulation of financial markets, and escalating economic cyber attack—all would have tremendous, if unknown, destructive capacity.

The gravity and uncertainty of these dangers make them unlikely to happen. The costs would be so high that many consider such possibilities to be the stuff of fantasy, too self-destructive to occur in the real world. Just as mutually assured nuclear destruction helped keep the U.S.-Soviet conflict in check during the Cold War, runs the argument, mutually assured economic destruction—or at least something like it—should keep the United States and China away from major, direct economic warfare. If no one can win a war, and if both sides know it in advance, it would be literally mad to fight it.

For the foreseeable future, the U.S.-China economic relationship is going to remain a tight mutual embrace. That gives China a good reason to avoid trying to become a global superpower if doing so would increase the risks of conflict with the United States. In the long run, China would like to rely less on exports and to diversify its customer base, both to increase its own stability and to worry less about the cost of a potential trade war. The United States would prefer a more dispersed ownership of its debt in order to avoid the leverage that can come from a single creditor. But for now, each side is stuck.22

The Question of History

In the past, close economic ties between rising and dominant powers have not always managed to stave off conflict between them.23 The great powers of Europe traded extensively with one another in the years before World War I. Their economies were deeply interlinked. Germany, which was conceived by Britons as the most significant potential challenger to their global position, was an important trading partner of the United Kingdom.24

Yet the extent of trade between Germany and imperial Britain was still substantially less than that of the United States and China today. Germany’s economy was not dependent upon exports. The British economy, which was export-driven, had a highly diversified customer base, of which Germany was only a proportionate part.25 Norman Angell’s arguments for the irrationality of conflict depended upon a much broader, global economic interdependence, rather than upon the mutual dependence of the two crucial competitors.

In this same era, the United States, another rising power, did trade with Britain on a scale comparable to the U.S.-China trade of our time. The United States sent roughly half of its exports to Britain between 1885 and 1895. Over the next two decades the proportion declined, but it still remained at around one-quarter on the eve of World War I and held steady during the war years. Britain, for its part, exported between 10 and 15 percent of its products to the United States during the same pre–World War I period.26

It is a little puzzling that the British Empire did not in this era (or ever, in fact) see the United States as its most significant strategic threat, the empire that would ultimately succeed it.27 But the United States was not disturbing the balance of power in Europe as Germany was. Its expanding spheres of influence were in the Pacific and Latin America, where Britain’s imperial ambitions were relatively mild.28 Indeed, the United States in the modern era never fought a war against the United Kingdom. It took Britain’s part in both world wars and inherited the position of global superpower only after the British Empire suffered such great damage as a result of those wars.

There was also no deep ideological divide between the United States and the United Kingdom, two liberal democracies committed to capitalism and free trade. If anything, British imperialists saw the potential American empire as a kind of adjunct to their own, sparing them the expense of expanding still further. When in 1898 the United States took the Philippines, Guam, and Puerto Rico in the Spanish-American War, Britain alone among the European powers supported it. Rudyard Kipling responded the next year with his famous poem, “The White Man’s Burden,” which (unless read ironically) applauded America’s newfound Pacific imperialism.29

Economically, the current relationship between the United States and China is even deeper than was that between the United States and the United Kingdom. Governments of earlier eras did not typically own the debts of other sovereign nations. The central banks of the United States and Britain rarely held each other’s treasury bonds. The idea of a sovereign wealth fund that would seek simultaneously to make money in capital markets and advance its owners’ national interests was still far in the future.30

Foreign bondholders have long influenced governments, pushing for fiscal and constitutional reforms. One could write a history of constitutional change in the light of market pressures and incentives. But foreign nationals’ ownership of a country’s debt is different from a foreign government’s ownership of a high percentage of outstanding government bonds. The interdependence between nations runs much deeper when the bondholder is not a private banker but a government that cannot afford for the debtor to default. And the influence that the bondholder might exercise over the creditor nation is correspondingly much greater.

In essence, then, the argument that the United States and China will not find themselves in a military conflict for global power depends on one basic, historical fact: never before has the dominant world power been so economically interdependent with the rising challenger it must confront. Under these conditions, trade and debt provide overwhelming economic incentives to avoid conflict that would be costly to all. Over time the mutual interests of the two countries will outweigh any tensions that arise between them. Anything else would simply be irrational.

If only the world were so simple.
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