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Wth the end of the Cold War, and until 9/11/01, nany
academ c and journalistic pundits averred that mlitary power
was no |onger of great inportance, that the future lay wth
econom ¢ power. The claimwas nade that the United States was
an "econom c superpower," and therefore would continue to be
the world's dom nant power in any case. Does this term nmean
anything other than "biggest national econony?" I f so, what
exactly does it nean? This paper will discuss the concept of
econom ¢ power, and then apply the concept to the proposal of
John Mearsheinmer that on strategic (bal ance of power) grounds
the United States should take steps to slow down the econonic

growt h of Chi na.

The Evanescent Concept of Econom ¢ Power

The dictionary defines "power" as "capability of
producing an effect”™ or, what 1is probably nmore directly
rel evant for nor mal use in the international ar ena,
"possession of controlling influence over others." Mlitary
power involves the capability to coerce a recalcitrant party.

That possibility, conmbined with a perception that the

possessor has the wll to use it if necessary, is often
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sufficient to attain the desired effect. Econoni ¢ power by
anal ogy involves the capability decisively to punish [or to
reward] another party, according to whether that party

responds in the desired way, combined with a perception that

t he possessor has the will or political ability to use it if
necessary.
Economic power in this sense surely exists. But apart

from its possible connection to national mlitary power

through a country's tax base it is largely local, or
ephemeral, or both. It is difficult to wield on a global
scal e. The basic reason is that the locus for npbst econonmc

deci sion-making is households and firms, and is thus highly
di f fuse. Househol ds rarely have enough wealth to matter mnuch
beyond the | ocal conmuni ty, and firnms are subject to
conpetitive pressures which penalize them possibly severely,
if they deviate too far from what the "market" wll permt.

The | ast decade has seen the failure of such large and [well -
known and] respected firns as the Bank of New England and
Bari ngs; and the hunbling of huge global firms such as General
Motors, IBM and state-owned Credit Lyonais.

There are many |arge corporations in the world, and these
corporations surely have "power" over their enployees, sone of
their suppliers, and the towns in which they are resident.
But this power is sharply limted both in scope and in tine,
| argely because of the existence of effectively functioning

mar kets, increasingly global in character, such that in
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anything but the short run individuals, suppliers, and even
communities command a range of choice which sharply limts the
| everage even of large enployers. In addition, nost
governnments are nmuch on the alert to abuse of corporate power
over their enpl oyees, suppliers, and comruniti es.

It is nmoreover a mstake to aggregate corporations by
nationality, as is comonly done, especially with respect to
Japan; national corporations are separate entities, often in
vi gorous conpetition with one another, and they have great
difficulty working together for comopn ainms on a sustained
basis wthout the strong encouragenent and wusually the
coercive power of governnent. In short, they can sometines
become the instrunments of effective national policy; they can
rarely if ever exercise sustained | everage on their own.

American firns were denonized by sonme Europeans in the
1960s; Japanese firnms were denoni zed by sone Anericans in the
1980s. It is true that firms from a particular country
sonetinmes act in a parallel fashion, as when nany | eading
Japanese banks internationalized their activities in the
1980s. However, that is generally not because their actions
are coordi nated, but because they are in vigorous conpetition
with one another and each is loathe to let any other get a
maj or conpetitive edge in the presence of new opportunities,
such as those opened by de-regul ation. Since they wll be
evaluated by the financi al mar ket , and by their own

managenents, not against sone absolute standard, but by how
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they perform in conparison with their |eading conpetitors,
initiative by one is quickly imtated by others. That way no
one can achieve a striking advantage; and if the action was
financially risky, like much lending to devel oping countries
in the early 1980s, then all wll experience simlar | osses.
Optimal performance is to be sonewhat better than average, and
that is achieved by nmaking the sanme strategic npbves as one's
conpetitors but executing them somewhat nore skillfully.
Power is a relative concept; not everyone can have equa

econom ¢ power, for that creates the capacity to resist the

econom ¢ bl andi shnments or threats of others, that 1is, it
violates the conditions for power. So if in fact economc
capacity is highly diffuse, power is eroded. W despr ead
econom ¢ capacity, in a globally conpetitive environnent,
creates options for all parties; and the presence of

alternatives undermnes the capacity of any one player to
achieve its preferred ends, except through good performance in
the eyes of its custoners.

Can enterprises, the source of economc capability, be
harnessed by governnments, aggregating to national econonic
power? In at |east one respect, the answer is affirmative:
they can be levied with taxes, as can househol ds. The
resulting revenues provide governments the wherewithal to
carry out national objectives. Total tax revenue is obviously
related to size, larger econom es generating |arger revenues.

What is not so obvious, it is also related to per capita
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income, with rich countries being able to tax away a higher
portion of incone than poor ones do. The share of GDP taken
as total tax revenues generally rises from 10-20 percent in
the poorest countries to 20-30 percent in mddle-incone
countries, to 30-50 percent in the rich countries. Such
revenues can help finance mlitary expenditure, but also
foreign aid, diplomatic representation, and other sources of
i nternational influence. The United States enjoys enornous
tax revenues, even though (contrary to what nany Anmericans
believe) Anmericans are taxed in total nore lightly than
citizens in any of the other rich countries. Even Japan and
Switzerland tax their citizens nore, although not nuch nore;
France and Gernmany, not to nmention the Scandi navian countri es,
have much hi gher tax burdens.

VWhat about the purchasing and selling activities of
corporations? Could Japan really styme US mlitary power by
denying it sem -conductors (nenmory chips), as Shintaro

| shi hara rashly suggested some years ago in Japan Can Say No?

O could countries successfully close markets to other
countries, or threaten to, as a source of econom c |everage?
Take the closure of markets first. The international
community has rules, now enbodied in the charter of the Wrld
Trade Organi zation, which govern nmuch of world trade. They
generally prohibit closing markets to other nembers of the WIO
except under special circunstances, involving response to

trade violations by trading partners, or the inplenentation of
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econom ¢ sanctions under United Nations auspices. Any country
closing markets therefore risks the general opprobrium of the
international community, unless the reasons are clear and
accept abl e. (These rules do not apply to the countries that
are not nmenbers of the WO or its predecessor the General
Agreenent on Tariffs and Trade (GATT), which included nost of
t he comruni st countries.)

An interesting exanple occurred involving an econonic
t hreat by China. During the 1994 debate in the United States
over whether M-N treatment of China should be renewed, China

threatened to deny orders to American firns if the extension

were not forthconi ng. Chi na quickly cane to appreciate that
such a threat, unl ess sharply circunscribed (e.qg. to
procurenment by governnent agencies), would iif exercised

violate the rules of the WO, for nenbership in which China
had applied. The threat thus conplicated its application, and
was wi t hdr awn.

No such rules exist for exports. Countries are free to
restrict them and routinely do for potentially dangerous
products, such as weapons or nuclear materials. But in fact
nost countries are still mercantilistic in outlook and
strongly desire to build export markets, which are seen as
vital to econom c growh. They are in practice therefore
| oathe to jeopardize such markets by restricting exports.
That is especially true of Japan, whose sense of vulnerability

remains high, especially after the two oil shocks of the
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1970s. German |aw sharply circunscribes the ability of the
German government to restrict exports.

Perhaps not surprisingly, it is the United States, far
nore than any other country, that has attenpted to herd
American firms into support of national political objectives.

US | aw gives the President discretion to restrict exports not
only for reasons of national security, but also for genera
reasons of foreign policy, and such restrictions have been
i nposed fromtine to time. They can even involve the infanpus
extra-territorial reach to Anerican-owned subsidiaries in
ot her countries, a reach that has been vigorously contested by
America's closest allies, especially Britain, as in the Soviet
gas pipeline to western Europe which the US (unsuccessfully)
objected to in 1982. The Hel ns-Burton Act to penalize foreign
firms that deal with Cuba attracted simlar opprobrium abroad.

If a country, for exanple the United States, dislikes the
deci sions by a foreign governnent, it has several ways to dea
with it beyond diplomatic protest and short of mlitary
threats or action. It can try to:

1) persuade the governnent to change its decision,
perhaps by revealing new information, or by successfully
encouragi ng a re-exam nation of the governnment's preferences;

2) induce the country to change its decision by offering
it something it considers desirable, contingent on the change,
such as a formal agreenment or econom c assistance, thereby

enlarging its nenu of choice;
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3) threaten action against the country if it does not
change its decision, thereby altering the menu of choice of
the foreign governnent for the worse by renmpving the status
quo,

4) inplicitly accept the decision, thereby deciding to
live with it (but leaving our country in a less preferred
position).

How we define the term "econonmc power" is a semantic
guestion so long as the wunderlying concepts are clear. I
prefer to confine the term to those cases where coercion is
either threatened (perhaps inmplicitly) or actually used, and
the instrunents are economc in character. Thus econom c
power entails the possibility of making the target government
worse off than it was before it took the offensive decision.
(The wuse of inducenents, in contrast, |eaves the target
governnment better off than it was before it took the offensive
deci si on.)

Ot hers consciously use the term nore broadly, to include
i nducenents as well as threats: this is perhaps inplicit in
Robert Dahl's celebrated and w dely accepted definition of
power: the ability to induce another party to do something it
would not otherwise do -- economc power inmplying that
economi c instruments are the ones used, or expected to be
used. Sone prefer to enconpass by the term "power"” all of the
first three options listed above, introducing the notion of

"soft power,"” where the offended country conmmands enough
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respect to get others to reconsider their preferences | eading
to the offending decision, or even to change the decision to
acquire the respect of the powerful country, wi t hout
expectation of either threats or inducenents.

All these are valid concepts. But anal ysts should make
di stinctions, not blur them by applying the sane termto quite
di fferent phenonena. "I nfluence” and "inducenent" are
perfectly good nouns, wthout the connotation of coercion,
which the word "power"” has. And all these are different from
"i nportance” or even "doni nance." A country can be
econom cally dom nant w thout being powerful; the forner

inplies that events within the country have great influence on

ot her nat i onal econom es, i.e. t hat there are |arge
spillovers, e.g. from a recession. The latter inplies a
pur posef ul or wi || ful action, not nerely i nci dent al
spil |l overs. Of course, doni nance can sonetines be transl ated

into power and purposeful influence, on which nore bel ow.

"Econom ¢ | everage" can be exercised through inducenents

or sanctions, carrots or sticks. The principal inducenents
are financial grants or concessional |l|oans (e.g. foreign
assistance or mlitary aid), trade preferences (through

governnment procurenment or through tariff and non-tariff
policies), and wllingness to export mlitary equipnment (or
occasional ly ot her hi gh tech product s not general ly
avai l abl e). The principal sanctions involve partial or full

enbargo of exports to the target country, partial or full
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enbargo of inports from the country, and freezing or
confiscating assets owned by the country or its residents. |If
financial assistance is provided on a regular basis, cutting
or elimnating expected assistance al so represents a sancti on.

Leverage of <course mght also arise from the direct or
inplied threat of the introduction of sanctions; they nmay not

actually have to be used.

Econoni ¢ _Sancti ons

Hi gh hopes were once entertained for the efficacy of

econom ¢ sanctions agai nst internationally anti-soci al
nati onal behavi or. In 1919 Wbodrow W son said: "A nation
boycotted is a nation that is in sight of surrender. Apply

this econom c, peaceful, silent, deadly remedy and there wll

be no need for force. It is a terrible renedy. It does not
cost a life outside the nation boycotted, but it brings a
pressure upon the nation which, in my judgnent, no nodern

nation could resist.”

The field of economc sanction used to provide |ots of
grounds for nore or less informed conjecture, usually based on
a few exanmples, with nmuch room for continuing disagreenent on
the question of efficacy. Thanks to Huf bauer, Schott, and
Elliott (HSE) at the Institute for International Econon cs
t hose days are now past with respect to econom c sanctions
They have undertaken detailed study of 115 uses of economc

sanctions (Economic Sanctions Reconsidered, 1985, revised




edition 1990), including all those by mmjor countries in the
period 1950-1990, and have drawn various conclusions from
their conprehensive survey. Their study does not cover the
use of inducenents, and only a few threats of sanctions that
were not exercised, especially since sonme exanples in the
| atter category are not publicly known.

HSE draw an inportant distinction between whether the
sanctions actually had discernible econonmc inmpact on the
target country and whether they contributed to a desired
change in government policy. The inmpact could be weak, in
which case it is not likely to change policy. But even if it
is strong, it may not change policy if the governnent | eaders
are inpervious to the well-being of some or all of the
popul ati on under their rule (lrag under Saddam Hussein cones
to mnd), or if the sanctions thenselves help to nobilize
public sentinment against yielding to foreign pressure (Cuba in
1960 conmes to mnd, although extensive assistance from the
USSR al so weakened the material effect of the US sanctions
after the initial inpact).

HSE are sonmewhat surprised by their findings: in about
one-third of the cases they judge sanctions to have been
successful, in that they made at |east a nodest contribution
to attaining the goal desired by those inposing the sanctions,
al though possibly at some <cost to those inposing the
sancti ons. The success ratio was highest (52 percent) when

the goal was to destabilize the governnent; it was |owest (20



percent) when mlitary inpairnent was sought (HSE, p.93).

HSE attenpt to derive from their case st udi es
circumstances under which econonm ¢ sanctions are nost |ikely
to be effective. They judge that sanctions are nost likely to
be successful when: 1) the objective is npdest and well
specified; 2) the target country is in a weakened position at
the outset; 3) economc relations with the target country are
relatively great before inpositions of the sanctions; 4) the
sanctions are relatively heavy; 5) the duration of the
sanctions is limted (i.e. the passage of time erodes their
effectiveness); and 6) the inpact on target country's GDP is
relatively high (2.4 percent for successes as against 1.0
percent for failures).

Somewhat surprisingly, two potentially inportant factors
did not seen to be very inportant: 1) i nt ernati onal
cooperation was nodestly higher in cases of failure than in
successf ul cases, per haps because the goals were nore
anbi ti ous when international cooperation was involved; and 2)
the cost to the country inposing the sanctions was only
nodestly higher in the failures than in the successes,
al though HSE caution against a government undert aki ng
sanctions if the costs to its own public will badly erode
public support.

The HSE study is inpressive and carefully constructed.
But the judgnments expressed there are inevitably subjective

and not beyond chall enge. For exanple, | would judge two of



their cases (in both of which | had some involvenent) quite
differently from the way they do: British and UN sanctions
agai nst Rhodesia over the period 1965-79, and US sanctions
against the USSR in 1980, followwng the invasion of
Af ghani st an. HSE give the first case their second highest
mark, and the second case the |owest mark. | consider the
Rhodesi a econonmic sanctions largely a failure, and the US
sanctions against the USSR a npdest success. The difference
hinges in the first case in differences in judgment about the
role of the sanctions in bringing about eventual majority rule
i n Rhodesia (now Zi mbabwe), the desired objective; and in the
second on what the objective was. Wt hout Portuguese and
especially South African cooperation, econom ¢ sanctions
agai nst Rhodesia could not be expected to be effective in
squeezi ng Rhodesia significantly, and did not. GNP grew an
average of six percent a year for a decade after the sanctions
were i nposed. The ultinmate objective was achieved |argely
t hrough prolonged civil war and exhaustion of the mnority
popul ati on, although after the wi thdrawal of Portuguese (1975)
and South African (1976) support hel ped isolate the Rhodesian
governnment, sanctions can be said to have played some role,
but much | ess than HSE accord them

In the case of US sanctions against the USSR in early
1980, in particular the enbargo on sale of US grain (wth
understandings from Australia, Canada, and the EC, but not

from Argentina) that they would not nake up the difference),



there was no serious expectation that the USSR could be
i nduced to withdraw from Af ghani stan, or even that it would be
hurt seriously beyond an inpact effect in the spring of 1980
t hat hinged on bottlenecks in Soviet transportation. Rat her
the real target was the nervous countries in southern Asia,
whose sense of vulnerability would rise sharply (particularly
after the Iranian Revolution and hostage crisis, which was
contenporaneous) if the Wst, and the United States in
particul ar, seenmed to treat the Soviet invasion of Afghanistan
with indifference. It was understood by US officials that,
short of war, US sanctions could not greatly hurt the USSR
(one consequence of having isolated that country econom cally
for so many years), and that the damage of the grain enbargo
woul d be short-1lived. But |like withdrawal from the Myscow
Oynpics it was a dramatic action. Ironically, loud protests
by American farners re-enforced the fact that it was a
difficult, serious action. Saudi Arabia, in particular,
remained firmy in the western area of influence instead of
drifting to a nore neutral, standoffish position. I n that
respect the enbargo was a success.

These exanples illustrate how difficult it sometines is
to assess the efficacy of a given action, |eaving the question
of econom ¢ sanctions open to debate despite the careful work
of Huf bauer, Schott, and Elliott. In any case, on the basis
of their conprehensive survey HSE find a sharp decline in the

efficacy of US sanctions: from 1945 to 1973 econom c sanctions



contributed to US foreign policy objectives in 18 of 35 cases
exam ned (51% success); in the period 1973-1990 sanctions
failed to contribute to US objectives in 38 of 46 cases
exam ned (17% success).

| can say nmuch |ess systematically about the threatened

use of sanctions, although HSE include a few such cases, which
are often not nmade publicly, and sonetinmes are not nade at
all, but remain inplicit in the situation and thus may
i nfluence the behavior of governments that feel structurally
vul ner abl e. Japan's sense of vulnerability with respect to
OPEC conmes to m nd.

An interesting case was reported in the nmd-1990s, when
Japan was the only country to vote against establishnment of an
Antarctic sanctuary for whales in the deliberations of the
| nternational Whaling Comm ssion. Several Caribbean countries
abstained, allegedly to denpbnstrate quiet support for the
Japanese position. Since these countries have no interest in
whal ing one way or another, their vote raises the question
whet her they felt vulnerable to a reduction or cutoff of
Japanese foreign aid. Japan now offers the world' s |argest
bi | at er al aid program its size wll | ead actual and
prospective recipients to be nore sensitive to Japan's
positions in international fora. This is not to suggest that
Japan buys support explicitly -- one wuld need inside
information to determne that -- but only that recipients may

feel vulnerable to a cutoff of aid if Japan is displeased with



the positions they take.

| know nmuch | ess about the use of inducements, which has
yet to find its systematizers. There are however many
exanples, one of the best known of which is periodic US
negotiations with countries such as the Philippines and G eece
over mlitary base rights. The Philippines continued to raise
the price to a point at which a deal could no | onger be struck
(complicated fortuitously by volcanic eruption that badly
danmaged Clark Air Base), and the US withdrew from its nava
base at Subic Bay. Germany (FR) also allegedly used econom c
i nducenments in the 1960s and 1970s to di ssuade countries from
formally recognizing the DDR, and France to sell various high
t echnol ogy products.

The European Community has used trade policy extensively
to influence the broad political attachnments of governnents of
countries around the Mediterranean and in central and eastern
Europe, and the US Cari bbean Initiative of 1983 can be seen as
an effort to stabilize that area politically and econom cally.

These efforts, however, were designed to create broad pro-
western attachnments in the target political systens rather
than to influence the behavior of foreign governnents in
specific ways.

The relative efficacy of |everage through inducenents may
wel |l increase, but they will be seen |l ess often because of the
tight fiscal condition that exists in alnmpbst all the rich

countries these days, and the shift in their attention from



foreign to donestic concerns. Rapi dl y gr owi ng donestic
entitlenments will weaken their wllingness to use financial
i nducenents to foreigners.

The min point, however, 1is that economc power s
generally weak and uncertain in its effects -- it fails to
neet the standard of producing a "controlling influence over
ot hers" -- even when it is wielded by the state, and even when
states collaborate in attenpting to exercise it. One only has
to think of Libya, Iraq, Serbia, and North Korea in a
contenporary setting. In each case econom c sanctions were
applied, with varying degrees of pressure, in the first three
i nstances under UN resolutions. Populations in all these
countries suffered as a result of the sanctions, but they did
not bring the desired political response. Leaders survived
despite the sanctions, and the sanctions were eroded in
various degrees -- even in the case of |Iraq, where the
physi cal conditions for sanctions were good and the
nei ghboring governments were hostile to the reginme of Saddam
Hussei n. Arbitrageurs are omi-present, ready to run risks
for high rewards. The case of Serbia was conplicated by the
fact that Greece was not entirely unsynpathetic with Serbian
obj ectives, if not with Serbian neans, and a lively border
trade occurred in petroleum denial of which could have
throttled the Serbian econony and mlitary efforts, despite
strong European Community support for the sanctions. But

Brussel s cannot assure the full cooperation of Athens; and in



any case Athens would have had difficulty stopping al
arbitrage even if it had wanted to.

There is an ever-present tenptation, especially but not
only in the United States, to use econonic |everage
especially trade sanctions, to influence the behavior of other
countri es. This instrunent is seen as preferable to war and
nore effective than diplomatic representations. It is built
into the escalating sequence of discipline in the United
Nations Charter. |Its use, if not its success, has become nore
conmmon with the political rapprochenment between Russia and the
United States, on the one hand, and with increasing regiona
di sorder made possible in part by the disappearance of client
state relationships, wvich provided sonme stability, with the

endi ng of the Cold War. But the increasing globalization of

world markets is also likely to erode the effectiveness of
trade sanctions as a source of |everage. There are today so
many deci si on-makers -- individuals and enterprises -- with so

many options that governnents can do no nore than shape in
broad terns the environnent in which they function, and

provide incentives to operate in desired ways.

Sl owi ng Down Chi na

Mear shei mer (2001a, 2001b) has rem nded his readers that
traditional "realisnl considerations have not vanished in
international relations, and has applied balance of power

reasoning to the world of states roughly two decades from now.



Most of his analysis is applied to Europe, which wll not
concern us here, but he also addresses the future bal ance of
power in Northeast Asia, with and wi thout the presence of US
mlitary forces there. His conclusion is that China wll
become the regional hegenon, and that w thout US troops the
configuration will be unstable. He urges the United States to
take steps to slow down China's growth, to postpone the rise
of China as a regional power. This proposal is sinply
asserted, not developed. This section will address how such a
proposal mnmight be executed, with a view to testing the
viability, in an operational context, of the notion of
econom c power. | will not address, except briefly at the end,
whet her the proposal has nerit, i.e. whether it should govern
US policy; the focus rather will be on the feasibility of
carrying it out. The conclusion, in brief, is that the United
St ates does not have the econonmic power to slow down China's
gr owt h, beyond a transition period of sever al years
inmediately following the introduction of such a policy.
Mor eover, the costs to the United States of introducing such a
policy would be considerable, since it would transform of the
framework for international transactions that at a mninmm
woul d i ntroduce much uncertainty into the world econonic order
and at a maxinmum would alienate the United States not only
from China but from many other countries as well

But first it 1is wrth comenting on Mearsheiner's

conception of China's mediumterm evolution, which can only be



described as fantasy, and on the realistic prospects of the
Chi nese econony over the next two decades.

Mear sheimer is concerned with the "latent power" of
countries, which operationally he identifies as Gross National
Product (GNP) for countries of simlar |evels of econom c and
t echnol ogi cal devel opnent, while putting sone (unquantified)
di scount on GNP of poorer and nore technically backward
countries (200l1a, pp. 63-67). (Since he is mainly concerned
with Europe, including Russia, this discount need not be
applied for nost of his analysis.)

Mear sheimer, it should be clear, is concerned nainly with
mlitary capacity, including nuclear weapons, but in the |ong
run, he argues, the interests of states drive them to devel op
their Jlatent power into the required mlitary capacity.
Latent power is therefore the starting pint. Here is the
context he provides for China (200l1la, pp.397-398):

"China 1is the key to wunderstanding the future
di stibution of power in Northeast Asia. It is clearly not a
potential hegenon today, because it is not nearly as wealthy
as Japan. But if China's econony continues expandi ng over the
next two decades at or near the rate it has been grow ng since
the early 1980s, China will surpass Japan as the wealthiest
state in Asia. | ndeed, because of the vast size of China's
popul ation, it has the potential to become nuch weal thier than
Japan, and even wealthier than the United States.

"To illustrate China's potential, consider the



foll owing scenarios. Japan's per capita GNP is now nore than
40 times greater than China's. I f China nodernizes to the

point where it has about the same per capita GNP as South

Korea does today, China would have a GNP of $10.66 trillion,
substantially larger than Japan's $4.09 ¢trillion econony
[tabl e provided, 1998 data]. If China's per capita GNP grew

to be just half of Japan's present per capita GNP, China would
have a GNP of $20.04 trillion, which would make China al nost
five times as wealthy as Japan..."

Just reach South Korea. Sounds easy, doesn't it? But
for China to reach South Korea's per capita GNP in twenty
years, per capita GNP would have to grow by 12.5 percent a
year, a figure hardly possible for a single year, and not
renotely possible for 20 years continuously. To reach half of
Japan's per capita incone in 20 years, China' s GNP would have
to grow by nore than 17 percent a year. Considering the huge
obstacl es and uncertainties China faces, these "scenarios" can
only be considered fantasy. Mear shei mer also holds out
the possibility of China's becom ng nore wealthy (i.e. having
a higher GNP) than the United States. He neglects that as
time goes on countries other than China are also likely to
grow, even if less rapidly. The Council of Econon c Advisers
(2001) has suggested that for the next decade full enploynent
growh for the United States is 3.4 percent a year. The Wrld
Bank (1997) has suggested that China's growth to 2020 ni ght

average 6.5 percent a year, a figure that others (e.g. RAND



2000) consider too high, and the World Bank itself envisions a
sl owdown in the decade 2010-2020. We can pose the follow ng
guestion: suppose China's GNP grows indefinitely by 3 percent
a year nore than US GNP: how long will it take for China' s GNP
to equal that of the United States, given their relative
starting positions in 20017 The answer is 74 years, i.e.
China's "wealth” will equal that of the United States in 2075
-- nmore than half a century beyond Mearsheiner's two decade
hori zon. And even then per capita incone in China would be
|l ess than one quarter that in the United States, a feature
that bears on potential tax revenues available to the centra

government of each country.

In fact, while it is possible, China will have great
difficulty sustaining a 6.5 percent annual growth rate over
the next two decades, nmuch |ess beyond that. First, China
faces a series of domestic challenges in order to sustain that
high a growth rate. It nmust grow the private and township
sectors enough to conpensate for declining production in parts
of the state-enterprise sector. |t nmust reform and
recapitalize the banking system and build a viable financial
system beyond banki ng. To close many |oss-nmaking state
enterprises it nmust create a social safety net (unenploynment

conpensation, pensions, health care) for urban enployees,

financed by governnent. It must deal with rapid growth in
need for water, sewage disposal, and new housing in urban
ar eas. It rmust greatly inmprove agricultural productivity,



partly through large and nore efficient irrigation projects.
Etc. Etc. Mor eover, on current projections China wll
experience a sharp decline in population growth beyond 2020,
as the one-child policy, introduced in 1980, begins to affect
significantly the nunmber of wonen of child-bearing age,
especially in view of the marked bias during the past two
decades toward birth of boys. However desirabl e popul ation
decline my be on other grounds, it wll nmake sustaining
future high growth in GNP nore difficult.

A team at RAND, responding to a request by the O fice of
Net Assessnment of the Defense Departnment, has recently
published a study of various adverse scenarios, along wth
estimtes of their negative inpact on Chinese growth over the
period 2005-2015 (Wl f et al., 2003). The adversities cover a
socially disruptive increase in unenploynment, i ncreased
corruption, a nmpjor epidemc (focussed on AIDS, witten before
SARS), failure to solve the enmerging shortage of water in
northern China, a major disruption to world oil supplies, a
donestic financial crisis, a sharp decline in inward foreign
direct investnment, and a mlitary conflict over Taiwan or
el sewhere. O hers are imaginable, e.g. a severe world
recession. Each scenario has an adverse inpact on Chinese
growth ranging from0.3 to 2.2 percent a year on the scenario
assumpti ons made in the study, |owering Chinese GDP by 3 to 24
percent by 2015 from an unspecified baseline. O course, none

of these adversities may materialize, a possibility which the



aut hors consider inplausible. If one occurs, others nmay be
triggered, at least in part, because of interdependencies
anong them Good luck as well as skillful management will be
required for China to continue on a course of sustained
gr owt h.

What economic actions could the United States take to
affect China's long-term growth, representing exercise of US
econom c power? (Note that of the adverse scenarios
considered by the RAND team the only one subject to possible
US action would be foreign direct investnment (FDI), a topic
taken up bel ow.) We could think of reducing China's export
growh by reducing US inports from China; reducing China's
inports by restricting US exports to China, especially high
t echnol ogy exports but arguably also food and aninmal feed;
reducing US FDI in China (and incipient Chinese FDI in the
United States); reducing other flows of US capital to China;
and reducing Chinese nigration to the United States,
especially students. | assume that we are attenpting to
foll ow Mearshei ner' s advice on strategy, and not responding to
sone extrenely provocative act by China, such as an unprovoked
attack on Tai wan. This assunption assures that the United
States would be acting alone, in pursuit of its strategic
interests as Mearsheinmer sees them and that it would not have
the cooperation of other countries, particularly Europe, in
pursui ng parallel actions.

| nports. The United States could reduce its inports from



China in three ways: by reducing overall demand, by slow ng US
growth; by restricting inports (or inmports of China-relevant
products) from the world; and by restricting inports from
China on a discrimnatory basis, all relative to prospects in
the absence of these strategically notivated actions. At
first glance it mght seem as though greatly reducing China's
exports to the United States would have a mmjor inmpact on
China's growth, since exports account for about a fifth of
China's GDP and exports to the United States amount to about a
gquarter of China's exports, or five percent of GDP. However
exports are neasured at gross value, not valued-added in
Chi na, and many of China's exports involve processing inports,
whi ch come especially from southeat Asia, Korea, Taiwan, and
Japan. Total cessation of exports to the United States would
thus have a much smaller inmpact on China's GDP than the five
percent woul d suggest, and indeed would at least in the short
run have a significant negative inpact on China's overseas
suppliers, sone of which are US allies.

The first of the three approaches, probably the npst
effective in terns of total value, would also be self-
def eati ng; mai nt enance of strategic superiority, in
Mear shei nmer's framework, if anything involves enhancing, not
retarding, US growth. The second would be wel coned by certain
US firms producing the products in question; inport protection
is helpful to firms in direct conpetition with the inports.

But it would reduce US standards of Iliving and would be



harmful to firms, relative to their foreign conpetitors, that
used Chi nese products as inputs. Moreover, it would be not
only resented but seriously <challenged by all countries
exporting such goods to the United States, as violation of
their rights -- and US commitments -- under the terns creating
the World Trade Organization (WO). Except wunder speci al
ci rcunmst ances, product by product, they would succeed in this
chal l enge, so the United States would be faced wi th backing
down on the inport restrictions, or backing out of the
accepted principles of international trade that the United
States, in particular, has worked so hard to achieve over the
past six decades.

Restricting inports from China on a discrimnatory basis,
agai n except under special circunmstances, product by product,
entails an anal ogous dil emm. Now that China has beconme a
menber of the WIO, subject both to its rights and obligations,
a nenmbership that followed especially intense negotiations
with the United States, China could challenge w despread
discrimnatory restriction of inmports from China, and would
win the challenge. They would involve the United States
wel ching on a recent international commtnment, unless the
United States formally invoked the national security clause in
WI'O. Yet invocation of that clause w thout clear provocation
by China would signal to the rest of the world a sudden
unilateral change in the basic trade rules by the United

St ates, unpersuasive to others, indeed potentially threatening



to them

G ven China's heavy dependence on the US market, any
sudden nmove by the United States to restrict inports from
China would of course have a negative inpact on the Chinese
econony in the short to medium run. But in the |onger run
Chi nese manufacturing would adjust to the dimnished sales
possibilities in the United States and would sell el sewhere --
not perhaps in the sane magnitude, given the size of the US
mar ket, but enough to prevent stifling Chinese growh.
Mor eover, China now has foreign exchange reserves in excess of
$350 billion, and therefore could continue to inmport critical
products from abroad (e.g. oil) for a long tinme even after the
| oss of sales to the United States.

Recall also that the United States did enbargo products
from China during the period 1951-1972. Ot her countries
continued to trade with China, however, and China's econonc
growth 1952-1959 was over 6 percent a year, before it was
di srupted by Mao's Geat Leap Forward and slowed by the
Cul tural Revolution, both events internal to China (cal cul ated
from Maddi son, 1998, p.157; official Chinese figures suggest
an annual growth of 9.2 percent 1952-1957; Maddi son, p. 160).

Exports. China m ght acquire some critical products from
the United States, which could therefore harm China by
restricting exports. Curiously, restrictions on exports are
not covered by the same tight and conprehensive internationa

rules as are restrictions on inports, so exports could be



restricted without violating the WO. | ndeed, exports of
mlitary equi pnent and so-call ed dual use technology to China
are already restricted, resulting in conplaints by China and a
reposte when China is challenged to reduce its large trade
surplus with the United States. Dual use technol ogy involves
t echnol ogy, including technol ogy enbodied in equi pnent such as
hi gh-end conputers, that in the view of the Defense Departnent
has potential mlitary as well as civilian uses. Exports to
China (and indeed to nost countries) require licenses fromthe
Comrerce Departnment, and exports to China operate under a
special reginme designed to inhibit any direct US contribution,
t hrough exports, to enhancenent of China's mlitary capacity.

US industry chafes at the way these regulations are
i npl emented, arguing that in many (nost?) cases they sinply
cause Anericans to lose Chinese orders to foreign firms,
mai nl y European and Japanese. The key point here is that US
firms rarely have a nonopoly on nodern technologies, and
others are eager to sell where Anerican firns are denied the
sale. The United States has generally been unable to persuade
its high-technol ogy European and Japanese allies to forego the
sal es of such dual use technology, except in limted areas
(e.g. involving nuclear weapons or nissile technol ogy). Thi s
was a problem even with the Soviet Union during the height of
the Cold War, when a procedure for vetting and challenging
such sales was in place; it is even more difficult today.

Tightening these US restrictions or w dening their coverage



woul d have negligible effect on China's growth, and indeed
m ght have sone negative inpact on US growth, although
probably smal |

Chi na is i ncreasingly dependent on i nports of
agricultural products, particularly feed grains, and nust soon
make some strategic decisions regarding its agricultural
policy. The United States arguably could influence those
deci sions by restricting agricultural exports. There are two
problens with this acti on: first, ot her agricul tural
exporters, especially Canada, Australia, Argentina, and the
European Community, would be happy to take up any slack |eft
by the United States. Second, Anerican farnmers would conpl ain
bitterly, as they did following President Carter's enbargo on
grain sales to the Soviet Union following that country's
i nvasion of Afghanistan, an item that figured heavily in
Ronal d Reagan's presidential canpaign the following fall, when
he prom sed never, under any circunstances, to restrict
exports of American farm products.

As in the case of high-technology exports, the United
States already has a procedure for vetting foreign direct
investnent in the United States, and for denying it if it
m ght act as a vehicle for transferring sensitive technol ogy
abroad (see Graham Krugnan, 1995). Chinese FDI in the United
States is small. It is likely to grow over tinme, but
tightening the regulations or even prohibiting it altogether

woul d have a negligible inmpact on China's econonic growh, and



is likely to hurt the United States nore than it hurts China,
al t hough again the inpact would be small.

EDI . Foreign direct investnment in China, in contrast,
has been substantial, and has nmade a substantial contribution
both to China's growth in exports and to its industrial
t echnol ogy. | ndeed, during 2002 China was the |argest
recipient of FDI, and for previous years followed only the
United States as a destination for FDI. The RAND team
includes a sharp drop in FDI as one of their adverse scenari os
for Chi na. On their admttedly sketchy and uncertain
cal cul ations, China's growth would decline by 0.6-1.6 percent
a year over the period 2005-2015 following a decline in FDI of
$10 billion a year (WIf et al., 2003, p.156). However, the
rel evant question for Mearsheinmer is not the inpact of a
general decline in FDI, which would al nost certainly occur as
a result of perceptions of devel opnments within China adverse
for foreign investors. Rather, it is the inpact of a policy-
i nduced decline in American direct investnment in China. The
stock of US FDI in China anounted to only $10 billion in 2002,
only a small percentage of total FDI in China; and it actually
declined by 10 percent from 2001 (this my have been rel ated
to consolidation of sonme investnments in a Singapore holding
conpany that year), even while total FDI on Chinese figures
rose by over $50 billion.

Thus the question becones: how crucial is this US FDI for

China, and in its absence how nuch would FDI from other



countries fill in behind it? Wth respect to two inportant
sectors, autonmobiles and finance, in both of which US firnms
have expressed interest, we can reasonably guess the answer:
FDI has been controlled by the Chinese authorities, demand for
it exceeds supply, and with US restrictions the Chinese

authorities could allow others in instead (but m ght choose

not to, if they felt the gains were not sufficient). A
general proposition, then, is that FDI from other countries
would quickly fill in behind prohibited FDI from the United

States, Chinese authorities permtting. And in any case US
firms have shown much less interest in investing in China than
have firms from many other countries. Thus the inpact of US
restrictions on Chinese growth would be small to negligible.

US firnms wanting entry into the Chinese market, however, would

conplain bitterly that they were being penalized in favor of

their global conpetitors by a msguided US policy. (Some
| abor unions, in contrast, mght favor the restrictions on
FDI, as involving the "export of jobs,” a controversial

proposition, although their ire has been directed nore at the
much larger US FDI in Mexico than in China.)

O her Capital. Restrictions on exports of capital other

than FDI would have no inpact whatever. China is a high
saving country, not reliant on foreign capital per se.
| ndeed, it is a major exporter of capital, via its centra

bank's purchases of foreign exchange, held mainly in US

Treasury securities, while the United States has been a nmjor



i nporter of capital during the past two decades. The London-
based financial market is worldwide in scope, and denial of
US-origin funds to China would result in nodest re-arrangenent
of fl ows. US votes against |loans by the Wrld Bank or the
Asi an Devel opnent Bank to China would not stop those | oans
unl ess the United States could garner sufficient support from
other lending countries, which it could not do under the
postul ated circunst ances.

Mgration. Finally, the United States could attenpt to
restrict Chinese mgration to the United States. Sonme of this
mgration is illegal and is subject to restriction now. us
authorities are likely to have as nuch, or as little,
influence on that flow in the future as they have in the past,
and in any case the influence on overall Chinese growh (as
di stinguished from the well-being of particular famlies or
villages) would be negligible even if it were stopped
al t oget her.

More serious in the long run mght be denial of entry to

Chi nese students. They seek Anmerican education in |arge
nunbers -- 63,000 were studying in the United States in 2002
(I'E website). Those returning to China bring both technica

know edge and new ideas about how to organize and nmanage
firms, and even society. Di sadvant ages of such a policy are
that it would hurt Anmerican colleges and universities, just
when especially public institutions are under heavy budgetary

pressure; it would deny the US econony the benefit of the many



hi ghly trained and diligent Chinese who one way or another end
up staying in the United States; and it would weaken future
American influence on the evolution of policy in China ("soft
power," according to sone), in a direction plausibly nore
favorable to the United States, just as US-trained Mexican
officials took a nore confident and | ess paranoic view of the
United States when they came to power. Mor eover, it does not
sit well with America's self-imge, fostered around the world,
to deny access to Anmerican colleges and universities to
gqualified and eager prospective students, each wanting to

i nprove his or her life chances.

Concl usi ons

The implicit assunption of those who expound on the
econom ¢ power of the United States is that the US gover nnent
is a unitary actor that can nobilize at will the US econony to
pursue its foreign policy ends, nmuch as it can instruct the US
anbassador to the United Nations what resolutions to table and
how to vote at the UN. Nothing could be further fromreality,
even though sone, |ike Mearshei nmer, consider thenselves
“realists” when it conmes to foreign policy and the
interactions of states. Economic issues in a pluralistic
society involve many interests, and in a denocratic society
agents will try to protect those interests. They will often
be successful. The government, particularly a governnment that

i nvokes the rule of law and the sanctity of private property,



cannot ignore nuch | ess disregard those interests when fram ng
foreign policy, except possibly in circunmstances of extrene
nati onal emergency when calls to patriotism overwhel mthese
private interests.

Political constraints on actions by the political
| eadership blur the frequently made distinction between
capability and willingness when it comes to the exercise of
power, or |everage. A country may be technically capabl e of
achieving a particular result, and the | eadership nmay be
willing to take a decision to that effect, but the political
systemmay fail to support the | eadership, making their
willingness otiose. Thus | prefer to include the
acceptability of the proposed exercise of power to the
political systemas part of its capability — if the
constraints are effective, action cannot be taken — and apply
the term“willingness” to the | eadership. This is senmantics
again; the inportant point is to keep the concepts straight.

Finally, back to China. The United States is not capable
of exercising its “latent power” to slow China’s growth for
two quite different reasons. First, domestic economc
interests translated into political constraints on actions
will not allow it, absent sone clear provocation. Second, the
exi stence of world markets, anple conpetition with US
products, and an unwi |l lingness of foreign governments to

cooperate all underm ne the effects of any US action —



assumng it could take action — beyond an i mredi ate i npact
| asting at nost a few years.

We turn, in conclusion, to the desirability of the
proposal, as distinguished fromits feasibility. There is no
doubt that China is growing rapidly, and if well managed has
the possibility of reaching the |evel of US GNP, although nmany
decades | ater than Mearshei mer suggests. Nboreover,
nationalist sentinents in China are high, fed by years of
t eachi ng about the hum liations China experienced at the hands
of foreigners. They are likely to be heightened further, not
di m ni shed, by Chi nese econom ¢ success. They could at sone
poi nt be nobilized demagogically. In addition, the surplus of
young mal es creates a potentially explosive situation. The
wor |l d, especially China s neighbors, thus relies on the good
sense and political skills of China's |eaders to maintain
Chi na on a stable, peacable, growh-oriented path. As Joseph
Nye has said sonmewhere, the best way to make an eneny of China

is totreat it |like one.
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