SPECIAL EDITION | FEBRUARY 2022

CHINAoUS FOCUS DIGEST

Beyond Differences
Towards Cooperation

17

Hong Kong Forum on
U.S.-China Relations
B R X W E

IIIIIIIIIIIIIII

????????????



CHINAo US FOCUS

Tung Chee Hwa
Chairman
China-United States Exchange Foundation

Editors
Zhang Ping
Hong Chang

Special Advisor
Zhu Yinghuang

Assistant Editor
Peng Hui

China-US Focus Digest is a bi-monthly
magazine of exclusive commentaries on
China-US relations. The articles express views
of influential opinion leaders and scholars in
China and the US on the issues faced by the
two nations.

©China-United States
Exchange Foundation, 2022

For comments, please send to
digest@cusef.org.hk

www.chinausfocus.com

Follow us on Facebook and Twitter: @ChinaUSFocus

With special thanks to Chatham Strategies

and Shanghai Institutes for International Studies
for their supports to www.chinausfocus.com
and China-US Focus Digest

CONTENTS

Opening Remark

AN INTERDEPENDENT WORLD P.5

Victor K. Fung

| c0000000000000000000000000000000000000000000000000008000000

EXECUTIVE SUMMARY P.8

Challenges and Next Steps

THE IMPORTANCE OF P.13
TEAMING UP

Mary Robinson

BEYOND DIFFERENCES, P.17
TOWARD COOPERATION
Goh Chok Tong

GROWTH IN THE MIDST OF P. 20
PROBLEMS
Jean Chretien

LESSONS FROM JAPAN'’S P. 23
FAILURE
Yasuo Fukuda

BREAKING THE FEVER OF P. 26
HOSTILITY

Steve Orlins

STRENGTHENING THE P. 29
PARTNERSHIP

Zeng Peiyan




Global Economic Recovery

BUMPS IN THE ROAD P.34
AHEAD?

Jacob Lew

A MORE SUSTAINABLE, P.38
INCLUSIVE RECOVERY

Bi Jingquan

RECONFIGURING THE P. 40
GLOBE

He Yafei

WHERE GROWTH, INFLATION
AND POLICY INTERSECT P. 43

Stephen Roach

COMPETITION IS HERE TO P. 45
STAY

Lawrence Lau

CONTRADICTIONS AND pP. 48
UNCERTAINTY

Qian Yingyi

Trade and Investment

WHERE DOMESTIC AND P. 51
FOREIGN POLICY MEET

Charles Boustany

WWW.CHINAUSFOCUS.COM

HIDDEN HARMONY BEHIND P. 54
THE CACOPHONY

Zhang Xiaoqgiang

OPPORTUNITIES MORE P.57
SIGNIFICANT THAN
CHALLENGES

Peter Wong

POWER SHIFT: NEW RULES P. 59
NEEDED

John Zhao

BUSINESS AS A TEAM P.61
SPORT

Craig Allen

Global Supply Chain

HOW TO GREASE THE P. 65
ECONOMIC WHEELS

David Lampton

AND NOW, THE BAD P. 67
NEWS...

William Reinsch

RESPONDING TO BROKEN P. 71
SUPPLY CHAINS

Wang Yiming

SPECIAL EDITION | FEBRUARY 2022 3



()

A n

Note:

RISK OF A P.74
SEMICONDUCTOR SHORT

CIRCUIT

Zheng Li

Cooperation on Climate

WE’RE OUT OF TIME P.78

Jeffrey Sachs

CONSTRUCTIVE MOVES ON  P. 81
CLIMATE CHANGE

Xie Zhenhua

CHINA’S KEY CARBON INI- P. 84
TIATIVES

Liu Yanhua

People and Cultural Exchanges

A DIFFERENT KIND OF P.90
EXCHANGE
Max Baucus
A FEW WORDS FROM AN P.93
OPTIMIST

Charles Foster

THE CORNERSTONE OF P. 96
CHINA-U.S. RELATIONS

Zhang Xinsheng

THE IMPORTANCE OF P. 101
PEOPLE

Chen Wenling

MISGUIDED P. 106
CONDESCENSION

Wang Dong

From January 19 to 21, 2022 China-United States Exchange Foundation (CUSEF) partnered up
with the China Center for International Economic Exchanges (CCIEE) for an online international
forum on China-U.S. relations.

Against the stark backdrop of the ongoing global pandemic, the online forum — themed “Beyond
Differences, Towards Cooperation” — brought together more than 30 global leaders and experts to
examine key challenges and areas of cooperation facing the United States and China.

We aim to capture the forum in its entirety with the publication of all keynote remarks. The tran-
scripts have been lightly edited for clarity.



An Interdependent World

Victor K. Fung

(I‘.

Vice Chairman of China-United States Exchange Foundation
Group Chair of the Fung Group

I strongly believe it is time for the trade war between the U.S. and China
to be placed in abeyance. With inflation increasing in the U.S. and with
the growth of China’s domestic consumption slowing, I am sure the will

must be there on both sides.

BEZ

\ Victor Fung

Year by year, our aim in this forum is to
have a thoughtful dialogue on the state
of relations between the U.S. and China,
the single most important bilateral rela-
tionship in the world. With the help of
world leaders and experts, we like to ex-
plore this relationship through a global,
as well as a bilateral, lens. For we all re-
cognize that this bilateral relationship is
not played out in isolation. It is vital to
understand and assess its impact on the
rest of the world.

Our theme this year is “Beyond Diffe-
rences, Towards Cooperation.” We will
explore it from multiple angles: global
economic recovery, trade and invest-
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ment, global supply chains, cooperation
on climate and people-to-people cultural
exchanges.

One year into the Biden administrati-
on, significant differences and disagree-
ments remain between the U.S. and Chi-
na. During the previous administration,
the framework for conducting the re-
lationship was fundamentally changed.
There are questions over what will hap-
pen next with trade between the U.S. and
China, following last month’s expiration
of the Phase One trade deal.

While it is widely reported that relati-
ons between the two remain tense — or
are even deteriorating — around certain
high-profile issues, it is relevant to note
that the two economies remain highly in-
terdependent. Trade and investment data
underscore this reality. In 2020, China
was America’s largest goods trading part-
ner, third-largest export market and lar-
gest source of imports. Exports to China
supported an estimated 1.2 million jobs
in the U.S. in 2019. Recent surveys in-
dicate that American companies remain
committed to the China market over the

SPECIAL EDITION | FEBRUARY 2022 5



long term and count China among the top
five priorities in the global strategy of their
companies. At the same time, the U.S. is
still China’s largest export market.

Another positive is that predictions of
decoupling between the U.S. and Chinese
economies appear — like reports of Mark
Twain’s death — to be premature. We have
indeed seen shifts in long-established trade
patterns in recent years. But in my experi-
ence this has had far more to do with digital
technology than decoupling. And transpor-
tation issues related to the pandemic have,
by far, been the greater cause of disruption
to global supply chains. Trade flows would
have been even stronger had it not been for
these bottlenecks.

The Glasgow Declaration is a
victory for multilateral
thinking.

It is encouraging to see meetings taking
place between senior Chinese officials and
American business leaders. China has re-
cently acted upon the visa concerns of U.S.
businesses by upgrading fast-track entry
for executives and their dependents.

There are other green shoots as well. The
leaders of both nations are communicating
in earnest and are addressing substantive
issues. In my mind, the tone of high-level
exchanges has markedly improved.

Last month, the U.S. and China cooperated
in a rare joint pledge by the five permanent
members of the UN Security Council to re-
ject nuclear war and avoid arms races. In
November, the U.S. and China signed the
Joint Glasgow Declaration on Enhancing
Climate Action in the 2020s. Personally, I
can think of no more urgent and important
task for the people of the world. The Glas-
gow Declaration is a victory for multilateral
thinking.

6 OPENING REMARK

Looking ahead, we can expect a flurry
of media coverage around the 50th anni-
versary of President Nixon’s visit to China
in February 1972. Of course, that took place
in the Cold War era of U.S. superpower ri-
valry with the Soviet Union. But I believe
we can still draw insights from what Pre-
sident Nixon described as “the week that
changed the world.”

To accelerate global economic
recovery, I strongly believe it is time
for the trade war between the U.S.

and China to be placed in
abeyance.

In the declassified U.S. transcript of his his-
toric meeting with Chairman Mao, Presi-
dent Nixon says, and I quote: “What brings
us together is a recognition of a new situati-
on in the world. ... [W]e can find common
ground, despite our differences, to build a
world structure in which both can be safe to
develop in our own way on our own roads.”

Today, the world again faces new situati-
ons, new challenges.

In addition to the all-important climate is-
sue, if as a businessman I am asked to iden-
tify two other priorities for cooperation be-
tween the U.S. and China, they are global
economic recovery from the pandemic and
upgrading the multilateral system for sus-
tainable trade and investment flows.

I would like to offer two propositions for
this Forum’s consideration, and one obser-
vation:

First, to accelerate global economic recove-
ry, I strongly believe it is time for the trade
war between the U.S. and China to be placed
in abeyance. With inflation increasing in
the U.S. and with the growth of China’s do-
mestic consumption slowing, I am sure the
will must be there on both sides. The pan-



demic has utterly changed the global eco-
nomic landscape in which punitive tariffs
and sanctions were first imposed on Chi-
na in mid-2018. And in an interdependent
world, all nations are affected when the two
largest economies are at odds.

Continuing the trade war will, in my view,
only be an impediment to restoring the full
economic health of both nations and to
maintaining economic stability at a global
level, given the scale of devastation wrea-
ked by the pandemic. Hopefully, going for-
ward, the U.S. and China will work to resol-
ve their trade issues in more constructive
ways.

Second, the U.S. and China have a golden
opportunity to lead much-needed efforts
to upgrade the multilateral system for tra-
de and investment. Having been conceived
some 75 years ago, it must be made fit for
purposes in the age of digital commerce,
climate concerns, pandemics and inclusi-
vity. Along these lines, a global dialogue is
already underway to revitalize the World
Trade Organization. That is welcome, but
such a huge task cannot be left to Geneva
alone.

Here in the Asia-Pacific two mega free tra-
de areas are taking shape which, together,
cover roughly one-third of the world’s po-
pulation and one-third of global GDP and
trade. They are the Regional Comprehen-
sive Economic Partnership (RCEP), which
came into force on Jan. 1 this year, and the
Comprehensive and Progressive Agree-
ment for Trans-Pacific Partnership (CPT-
PP), which came into force three years ago.
These two groupings have numerous over-
lapping members. China is a lead player in
RCEP and has applied to join the CPTPP.
The U.S., as you know, is in neither, having
given up its earlier leadership of the CPTP-
P’s forerunner.

What if the U.S. and China were now to

work together to combine the two? For sure,
it would take time to reconcile differences
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in the approach to each bloc, perhaps with
a reformed WTO facilitating that process.
But the outcome could be far greater than
the sum of its parts. I believe it could form
the basis for a new multilateral system bet-
ter able to serve the changing nature and
needs of trade and investment for the next
75 years and beyond.

To close, the observation I wish to share is
prompted by President Nixon’s remark to
Chairman Mao about nations developing in
their own way on their own roads.

Companies today face ever-increasing com-
plexity when they do business with both
the U.S. and China. Many find themselves
under intense pressure to make a choice,
or risk falling foul of government policies
and regulators. For most businesses it is not
desirable — or even viable — to make such
a choice, so many decades after U.S.-China
economic interactions were first encoura-
ged. Moreover, by operating across bounda-
ries, companies deliver value and generate
wealth for shareholders and other stake-
holders in their respective countries. They
have certainly helped to keep e-commerce
going for consumers around the world du-
ring the pandemic.

Here in the Asia-Pacific two mega
free trade areas are taking shape
which, together, cover roughly
one-third of the world’s population
and one-third of global GDP and
trade.

In my view, therefore, the principle mul-
tinational businesses should follow when
operating in any country is that of rigorous-
ly observing local laws. Where differences
and contradictions arise in understanding
each other’s laws and systems, I further be-
lieve that these are best addressed through
multilateral channels.
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Executive Summary

In what has been one of the most chal-
lenging years in the history of Chi-
na-U.S. relations, and against the stark
backdrop of the ongoing global pande-
mic, world leaders gathered virtually
January 19-21, 2022, to urge a recon-
ciliation between China and the Uni-
ted States on important global issues.
During the forum — themed “Beyond
Differences, Towards Cooperation” and
hosted by the China-United States Ex-
change Foundation and the China Cen-
ter for International Economic Exchan-
ges — more than 30 of the world’s most
influencial business leaders and political
influencers came together to examine
these challenges in details, and offered
productive and optimistic solutions for
the coming year. They noted where and
how progress can be made, especially in
economic recovery, trade, climate chan-
ge and fostering people-to-people and
cultural exchanges.

The forum featured speeches from past
heads of state, including Mary Robin-
son, former president of Ireland; Jean
Chretien, former prime minister of
Canada; Yasuo Fukuda, former prime
minister of Japan; Goh Chok Tong, for-
mer prime minister of Singapore; Helen
Clark, former prime minister of New
Zealand; and Zeng Peiyan, former vice
premier of the State Council of China.

“Year by year, our aim in this forum is to
have a thoughtful dialogue on the state
of relations between the U.S. and China,
the single most important bilateral re-
lationship in the world,” said Dr. Victor
Fung, vice chairman of the CUSEF, in
his opening remarks. Fung emphasized
that despite the seemingly deteriorating

EXECUTIVE SUMMARY

political relationship, China and the U.S.
have remained highly interdependent
economically. The U.S. remains China’s
largest export market and one of its lar-
gest trading partners.

Despite the challenging period in diplo-
matic relations, Former Vice Premier of
the State Council of China Zeng Peiyan
said that this relationship remains key
to global success and stability, especi-
ally when it comes to strategic issues
going forward, and should be underpin-
ned by three principles: mutual respect,
peaceful co-existence, and win-win
cooperation. “A prosperous and stable
China brings opportunities, rather than
threats, to the world," he said.

Speakers and panelists, noting the nega-
tive economic impact of the pandemic,
said the success of China and the Uni-
ted States is essential in jump-starting
global recovery. Former United States
Treasury Secretary Jacob Lew explain-
ed the risks of inflation, the problem of
tariffs and the need for climate change
policy. He emphasized “the importance
of the U.S. and China finding a pathway
back to effective bilateral and multilate-
ral engagement and economic policy for
the good of each of our economies and
for the sake of the global economy.”

Global supply chain issues are top of
mind lately, having greatly affected
both the U.S. and China, and consumers
in both countries have experienced
hardships. Wang Yiming, vice chairman
of the CCIEE, discussed three concerns
regarding global supply chains: the im-
pact of the pandemic, recent changes



in horizontal and vertical integration, and
ensuring stability. William Reinsch of the
Center for Strategic and International Stu-
dies spoke primarily from the American
point of view on the supply chain situati-
on, saying that “politicians follow the polls
in our country, and they’re taking their
own increasingly hard line on China in
both parties.” In his view, it’s unlikely that
a more cooperative relationship between
the U.S. and China will emerge to enhance
supply chain and trade issues.

Many speakers, in addition to emphasizing
the importance of economic cooperation,
mentioned how mutual interest in com-
bating climate change makes this an area
in which the U.S. and China can work to-
gether. Mary Robinson, the former presi-
dent of Ireland, discussed how “coopera-
tion between China and the United States
was crucial” in securing the 2015 Paris
agreement on climate change and the wi-
der UN 2030 Agenda for Development.
She emphasized the power that future
cooperation could have once again.

Helen Clark, former prime minister of
New Zealand, agreed with this sentiment,
saying it’s clear that both China and the
United States are serious about combating
climate change. Clark said that it “doesn’t
matter what else our countries might be
arguing about, we have to work together.
It’s in the interests of humanity. And let’s
also face it, both countries, like every
country, have an interest in getting this
right.”

China’s Special Envoy on Climate Change
Xie Zhenhua listed several ways China and
the U.S. plan to cooperate to reduce CO2
emissions under the China-U.S. Joint Glas-
gow Declaration on Enhancing Climate
Action. Some areas of mutual cooperation
include policies that support the effective
integration of a high share of low-cost in-

WWW.CHINAUSFOCUS.COM

termittent renewable energy, energy effi-
ciency, standards to reduce electrical was-
te, and distributed generation policies that
encourage the integration of solar, storage
and other clean power solutions closer to
electricity users.

The three-day forum ended with a sessi-
on focused on the significance of peop-
le-to-people and cultural exchanges in the
China-U.S. relationship. Speakers agreed
that while the U.S. and China may face
challenges on the political and economic
fronts, the potential influence of cultural
exchanges should not be underestimated.
They have been powerful in the past, as
noted by Zhang Xinsheng, former vice
minister of education in China and for-
mer chairman of the UNESCO executive
board. He described how people-to-people
exchanges brought more than 30 years of
hostility to an end in 1971 with “pingpong
diplomacy,” which led to former U.S. Pre-
sident Nixon'’s visit to China for a meeting
with Chairman Mao Zedong.

Max Baucus, former United States ambas-
sador to China, agreed that despite the
challenges faced by the U.S. and China to-
day, there are several areas in which both
countries can continue to foster exchan-
ges, such as encouraging positive business
interactions and educational exchanges
for students.

Wrapping up the event, Forum moderator
James Chau, CUSEF’s editor-at-large, re-
layed to participants his hope that the ide-
as shared over the three days would trans-
cend the forum. He concluded: “When
you talk about values, ideas and ideals, it’s
not just words that sound good or have
a geopolitical strategy attached to them.
They really count, and they really mean
something for everybody.”
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Challenges and
Next Steps




The Importance of Teaming Up

Mary Robinson
Chair of The Elders

Former President of Ireland

There are and will continue to be differences between China and the
United States. This is typical of humans, as any family knows. But the
world needs China and the United States to be working together,
marshaling and complementing their respective strengths.

At this time when global dialogue and
collaboration have never been more im-
portant — and a good relationship bet-
ween China and the U.S. is most impor-
tant of all.

We are nearly two years into a devasta-
ting global pandemic that has exposed
not just failures of global pandemic pre-
paredness but wider weaknesses in the
architecture of the rules-based interna-
tional order.

The current Sino-U.S. tensions have
undoubtedly made it harder to coordi-
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nate a sustainable recovery from CO-
VID-19 and address the wider existen-
tial challenges faced by all of us.

Open dialogue is essential to rebuilding
trust between China and the United
States and to tackling the existential
threats facing humanity, from pandemi-
cs and the climate crisis to the ever-pre-
sent risk of nuclear conflict.

I have always valued open and frank
dialogue with senior leaders in China,
including on the visits I made as UN
high commissioner for human rights

SPECIAL EDITION | FEBRUARY 2022
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and most recently with President Xi on a
visit to Beijing in 2019 as chair of The El-
ders — just as I have on my many visits to
the United States, including the two board
meetings The Elders held in Washington,
D.C,, last year.

As the world’s most powerful nations, Chi-
na and the United States should be leading
the way to develop long-term solutions to
common threats. Yet too often in recent
years they have been locked in a dynamic
of mutual suspicion and confrontation.

According to a survey conducted by the
Pew Research Center in March 2021, 89
percent of American adults consider Chi-
na to be a competitor or enemy rather
than a partner.

Similar surveys of Chinese opinion under-
taken by the China Data Lab at the Uni-
versity of California San Diego have also
shown a rise in negative Chinese percepti-
ons of the United States, with favorability
on a scale of 1 to 10 dropping to 4.77 in
May 2020 from 5.77 in June 2019.

Competition between nations can of cour-
se be helpful and dynamic, but not if it cur-
dles into nationalist aggression and obscu-
res common interests. More efforts need
to be made by both countries to build re-
lationships among young people, women,
cultural groups and others. As an example,
the 2021 Her Village International Forum
links women leaders, and I spoke there at
the invitation of Yang Lan, chairperson of
Sun Media Group.

The pandemic has reminded us of the fun-
damental interconnectedness of our world
and the extent to which we are all vulne-
rable to the health risks from changes to
biodiversity and climate, and breaches of
planetary boundaries.

These challenges do not fit into the ze-

14 CHALLENGES AND NEXT STEPS

ro-sum game paradigm that has traditio-
nally defined foreign policy, but require
sustained, intense cooperation.

In the face of such profound threats, it
is crucial above all to uphold the right to
freedom of debate and inquiry and to have
challenging conversations, both in public
and in private. It is only through these so-
metimes difficult exchanges that we can
arrive at policies that work and endure.

This was the case in the aftermath of the
Second World War, when the United Na-
tions was founded and the Universal De-
claration of Human Rights was agreed,
forming the bedrock of the modern-day
multilateral system.

The opening line of Article I of the decla-
ration is as true today as it was in 1948:
“All human beings are born free and equal
in dignity and rights.”

There is much I could say about how both
China and the United States understand
and implement their human rights obli-
gations as set out under international law,
but this is not the priority for my remarks
today.

The pandemic has
reminded us of the
fundamental
interconnectedness of our
world and the extent to
which we are all
vulnerable to the health
risks from changes to
biodiversity and climate,
and breaches of planetary
boundaries.



“We are resolved to free
the human race from the
tyranny of poverty and
want, and to heal and
secure our planet. We are
determined to take the
bold and transformative
steps which are urgentl
needed to shift the world
onto a sustainable and
resilient path.”

Rather, I want to emphasize the particular
responsibility that these two great nations
have to work together to develop a new
framework to tackle the existential threats
of the 21st century.

Last November, I attended the COP26
climate summit in Glasgow, where I was
pleased to see the bilateral U.S.-China
declaration made by envoys John Kerry
and Xie Zhenhua. The joint declaration at
COP26 to “enhance climate action in the
2020s” was a good start, but much more
needs to be done on both sides to translate
summit words into concrete actions.

For China, this means a more ambitious
near-term target in time for COP27 in
Egypt this November. To speak frankly,
peaking emissions by 2030 is too late. Ac-
cording to Climate Action Tracker, Chi-
na’s current climate plan is consistent
with a world where temperatures are 3 to
4 C higher than pre-industrial levels, with
terrifying implications for life on Earth as
we know it.

An earlier peaking date is essential to align
with the Paris goals, and with President
Xi’s 2060 net zero target. China has a cru-
cial opportunity here to be a dynamic lea-
der on climate, and I hope its leaders seize
the moment, building on its already im-
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pressive track record in renewable energy
production.

The U.S. must also overcome its political
deadlock to deliver on pledges already
made, including concrete steps to reduce
its emissions and accepting its fair share
of the long-overdue $100 billion in climate
finance to developing nations.

Cooperation between China and the Uni-
ted States was crucial in securing the 2015
Paris agreement on climate change and
the wider UN 2030 Agenda for Develop-
ment, with the Sustainable Development
Goals at its core.

The language in the preamble to the SDGs
powerfully articulates the values behind
this collective endeavor, and the obligati-
ons that the leaders of China, the U.S. and
over 190 other UN member states com-
mitted themselves to in 2015:

“We are resolved to free the human race from
the tyranny of poverty and want, and to heal
and secure our planet. We are determined to
take the bold and transformative steps which
are urgently needed to shift the world onto a
sustainable and resilient path.”

Such a need for bold and transformative
steps applies just as much to debates on
global peace and security as it does to cli-
mate and the SDGs.

These two great nations have to
work together to develop a
new framework to tackle the
existential threats of the 21st
century.

Again, China and the United States have
particular responsibilities here as nuclear
powers and permanent members of the
United Nations Security Council. T cer-
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tainly welcome the statement earlier this
month by all P5 states reaffirming the Rea-
gan-Gorbachev declaration that “a nuclear
war cannot be won, and must never be
fought,” but much more needs to be done,
including at the upcoming review confe-
rence of the Non-Proliferation Treaty.

In this regard China offers a particular
model of leadership: It is the sole P5 state
to adhere to a “no first use” policy regar-
ding its nuclear weapons.

At a time when growing mistrust between
states, combined with technological ad-
vancements, raises the prospect of a new,
destabilizing nuclear arms race, “no first
use” is a critical doctrine that can defuse
tensions, and I hope that China will conti-
nue to show leadership in this area, parti-
cularly in constraining the development of
its own nuclear arsenal.

In this regard China offers a
particular model of leadership: It is
the sole P5 state to adhere to a “no
first use” policy regarding its
nuclear weapons.

Of course this would be facilitated by
the current U.S. Nuclear Posture Review
concluding in a way that furthers disar-
mament and de-escalation. As my fellow

) ary Robin
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The world needs China
and the United States to
be working together,
marshaling and =
complementing their
respective strengths and
developing robust
frameworks for 21st
century governance,
sustainability and
prosperity.

Elder Gro Brundtland wrote last month in
the Financial Times, “The solution is not
to double down on a costly nuclear arms
race but rather to seek dialogue and arms
control negotiations to contain this thre-
at.”

The challenges our world faces are legion,
and too often in recent years we have not
seen ethical and bold leadership that is
commensurate with the task ahead.

But, inspired by the words of my dear
friend and first chair of The Elders, the
late Archbishop Desmond Tutu, I refuse
to be a pessimist. Like him, I am a “priso-
ner of hope.” I am convinced that we can
pool our collective talents and ingenuity
to build a better world for future genera-
tions.

There are and will be differences, but that
is typical of human beings, and any family
knows it.

The world needs China and the United
States to be working together, marsha-
ling and complementing their respective
strengths and developing robust frame-
works for 21st century governance, sus-
tainability and prosperity.



Beyond Differences, Toward

Cooperation

Goh Chok Tong

Emeritus Senior Minister
Former Prime Minister of Singapore

The main deficit on the geopolitical ledger is mutual strategic distrust. If
this cannot be overcome, the world will be condemned — like Sisyphus
in Greek mythology — to roll the boulder of a contentious U.S.-China

relationship uphill for eternity.

The world has changed beyond recogni-
tion since I last spoke at the inaugural
forum in 2019. What remains unchan-
ged is the global strategic importance of
the U.S.-China relationship. Let me first
speak on how I see the problem, before
suggesting how best to move forward.

If trust is the currency of the realm,
then the main deficit in the geopolitical
ledger is the mutual strategic distrust
between the U.S. and China. It stems
from a difference in values, ideologies,
worldviews, political systems and per-
spectives on global governance. If this
distrust cannot be overcome, the world
will be condemned, like Sisyphus, to roll
the boulder of a contentious U.S.-China
relationship up a hill for eternity.

The U.S. has assessed that China is, in
President Biden’s words, “deadly ear-
nest about becoming the most signifi-
cant, consequential nation in the wor-
1d.” It views China as its main strategic
competitor and a threat to American na-
tional security and values. The U.S. has
therefore bolstered its military capabili-
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ties in the Asia-Pacific and strengthened
its alliances and partnerships through
platforms like the Quad and AUKUS.
It has also drawn attention to alleged
human rights abuses in Xinjiang and
Hong Kong, as well as to what it views
as China’s coercive behavior in other
parts of the world. From Washington’s
perspective, China is not following the
established rules of the global order de-
spite being a chief beneficiary. Instead,
China is seeking to rewrite these rules
in its favor.

The main deficit in the
geopolitical ledger is the mutual
strategic distrust between the
U.S. and China. If this distrust
cannot be overcome, the
world will be condemned,
like Sisyphus.

At best, China sees this as a U.S. con-
tainment strategy to prevent its rise as a
global power. At worst, it sees this as a
long-term strategy to weaken China and
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break it up. It sees the U.S. framing of
“democracy versus autocracy” as a move
to undermine China’s political system
and the dominance of the CPC. A similar
ideological battle brought about the col-
lapse of the Soviet Union.

The Chinese leadership take the view
that foreign powers managed to exploit
China in the past because it was not
strong enough. Chinese leaders have fre-
quently reminded the people of China’s
century of humiliation, including on the
100th anniversary of the founding of the
CPC. Hence, China is building up multi-
ple defensive and offensive capabilities
— at sea, in the air, in space and through
cyberwar. The ultimate weapon will be
nuclear. The threat of mutually assured
destruction is the best deterrence.

China reasons that these capabilities are
needed to protect its sovereignty and
territorial integrity. To the U.S., China’s
military build-up harbors offensive in-
tent, particularly as it sees Beijing to be
reluctant to engage in global discussions
on managing the buildup of nuclear ca-
pabilities. To China, the U.S. should in-
stead scale down its immensely superior
nuclear capabilities.

I suggest that the U.S. and China
should “avoid conflict over
differences, embrace healthy
competition and maximize
cooperation.”

At their recent virtual summit, Presi-
dent Biden called for “common-sense
guardrails,” while President Xi compared
the two countries to two giant ships that
must forge ahead together without col-
liding. Actions on the ground must now
reflect the two leaders’ words. The U.S.
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and China must see that it is in their own
interest to maintain a stable and peaceful
international environment. Both coun-
tries need to implement “trust but ve-
rify” agreements as they try to resolve
outstanding bilateral issues while attai-
ning their geopolitical ambitions.

Taiwan independence is its
redline. But the big unknown is
what is the tipping point that
would force the mainland
to act.

Secretary of State Antony Blinken has
said that the U.S. approach to China will
be “competitive when it should be, colla-
borative when it can be and adversarial
when it must be.” Building on this frame,
I suggest that the U.S. and China should
“avoid conflict over differences, embrace
healthy competition and maximize coo-
peration.”

My biggest concern is whether Taiwan
becomes a casus belli. I do not think the
mainland wants to invade Taiwan and
reunify it through force. However, if it
sees no prospect for eventual peaceful
reunification, it may believe it has no
choice.

Beijing has reiterated on countless oc-
casions that Taiwan independence is its
redline. But the big unknown is what is
the tipping point that would force the
mainland to act. The more international
space Taiwan gains, which Beijing sees as
the result of tacit encouragement from
the U.S., the more the mainland will rat-
chet up pressure on Taiwan.

Given the high risk of miscalculation,
the U.S. and China should indeed nego-
tiate guardrails to avert conflict over Tai-
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wan. It is better to create the 21st century
equivalent of the red telephone than to risk
spiraling escalation and military conflict
through miscalculation.

Beyond merely avoiding conflict, the
U.S.-China relationship should be under-
pinned by healthy competition and driven
by cooperation where possible. President
Xi has said that “We should advocate fair
competition, like competing with each
other for excellence in a race, not beating
each other in a wrestling arena.” President
Biden has also said that the U.S. would “in-
sist that China play by the international ru-
les of fair competition, fair practices and
fair trade.” Taken at face value, there is
common ground to work together.

The U.S. and China will have to address
what exactly healthy competition will look
like, in accordance with international law
and the existing international rules-based
order. There are many pressing global is-
sues that require both the U.S. and China
to cooperate closely as global powers. Free
trade, climate change, global pandemic pre-
paredness and religious extremism are a
few of them.

Besides the two protagonists, what can the
rest of us do? I have been speaking about
the voice of moderation since 2019. This
voice represents the concerned countries,
leaders, institutions, media, businesses,
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think-tanks and people who want to avert
a catastrophic clash between the U.S. and
China. It advocates strategic rationality,
peace, growth and prosperity within an
interdependent, open, inclusive, rules-ba-
sed multilateral order. The moderate voi-
ce must urge the U.S. and China to play a
“positive-sum game,” not a zero-sum game,
and certainly not a negative-sum game. All
countries in the world want a positive and
constructive relationship with both the U.S.
and China.

Peace through acceptance of differences is
a practical way forward. ASEAN is a prime
example of how countries with very diffe-
rent geographies, histories, languages and
political systems can come together to sha-
re a common vision of a peaceful and pros-
perous Southeast Asia.

The moderate voice must urge the
U.S. and China to play a
“positive-sum game,” not a zero-sum
game, and certainly not a
negative-sum game.

ASEAN can be a substantive voice of mo-
deration. We have consistently encouraged
both the U.S. and China to remain produc-
tively engaged in the region across different
sectors. Both countries are dialogue part-
ners of ASEAN, and we hope to continue
engaging both China and the U.S. at ASEAN
meetings at the highest level.

Your forum, too, is a meaningful voice of
moderation. I hope that when CUSEF and
CCIEE convene the next forum, both ma-
jor powers will have made good headway
in managing their strategic distrust. Doing
so will require wisdom and statecraft of the
highest order. I believe both presidents Bi-
den and Xi possess these qualities. I pray
that they will be able to build up strategic
trust between their countries and peoples.
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Growth in the Midst of Problems

Jean Chretien

Former Prime Minister of Canada

This extremely difficult period could have included a terrible recession.
Instead, we have seen growth around the world. Wealth is being created
on a daily basis. What we need is better distribution wealth so that

people have happier lives.

The problem that affects every one of
us on a daily basis, and will for a long
time, is the relation between China and
the United States. And of course, there
are problems.

I was involved in public life 60 years
ago. And I followed the debate and read
the newspapers and magazines all my
life. And I've never seen headlines tel-
ling that the world was working well.
It’s always problems and problems and
problems. But when you look back, you
see the progress we have made.

In 1945, what was the place of China in
world affairs? Not big. It was extreme-
ly difficult. You know, I was part of the
Canadian government 51 years ago. We
recognized China. It was a big political
problem in North America when we did
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that, but the Americans followed, and
others. And now China has become a
big, big, big power in the world. So ne-
cessarily that creates problems.

But when you look around the world,
you realize the progress we’ve made
collectively. Today, for example, we just
went two years in a pandemic that we
were afraid would cause fantastic eco-
nomic problems around the world. And
we have come out of it, so far, extremely
well.

Take the case we have in Canada: What
are the problems we’re having that are
the same as the United States and many
other countries? We have problems
with a shortage of labor. I've spent my
life talking about how to cure the pro-
blem of unemployment in Canada — for



generations. Now the biggest problem
is, we can’t find people to fill the hund-
reds of thousands of jobs that are availa-
ble in Canada.

And it’s the same thing in the United
States and the same thing in many coun-
tries in Europe — the growth of trade,
for example, between Canada and the
United States, because we are close
neighbors and we have the same kind
of economy. We also had a big increase
in trade between Canada and China last
year. And, we're apparently having a lot
of political problems, but the trade has
continued.

The Americans need China. And
China needs America, China
needs Canada, China needs

Europe, and this vice versa too.

So, I tend to be an optimist. We have
been able to go through this extreme-
ly difficult period — which could have
been an extremely terrible recession
— but we have seen growth around the
world. Wealth keeps being created on
a daily basis. The growth in Asia, the
wealth that we see now, did not exist 30,
40 years ago. It has increased the wealth
of the world. There is more money
available in the world than we ever had.

We still have major problems. But there
is a reality that, for example, there are
around the globe a lot less people star-
ving to death, as was the case 30, 40,
50 years ago. The people are getting an
education, when it was a huge problem,
improving every year. And there are
less and less people around the globe
who don’t receive education, as was the
case in years past.
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So for me, of course, the Americans
need China. And China needs America,
China needs Canada, China needs Euro-
pe, and this vice versa too. So we need
to work together. And we always will
find some solution. There is always a
rhythm. There will always be problems.

There is not a day in public life that I
wouldn’t make jokes when I was going
to my office. I was saying, “If you can-
not give me any good news, don’t give
me any bad news.” Because news is ne-
ver good. But we have managed to re-
solve the problem. What’s important,
as Madam Robinson was saying before,
and Mr. Goh said too, it’s dialogue! It’s
what we’re doing right now!

Fifty years ago, I thought that we would
have a conference across continents,
talking and seeing each other. And the-
re are dozens and dozens of these types
of meetings that build the mentality in
every country to say, “Let’s find soluti-
ons.”

Of course, the problem of nuclear dis-
armament has existed since 1945. The
equilibrium probably ensures that no-
body will ever use it, because it would
be absolutely stupid to use it.

it ERER
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If we want to
maintain a good
balance in the
world, we have to
work on one problem
that affects every
country: sharing the
wealth that we are
creating.
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Climate change is a new challenge. But
I look at that and I see the commitment
that everybody is making. It will never
be perfect. We have goals that we will
probably not achieve neatly. But we’re
moving in that direction. And everybody
wants to move in that direction.

And in science and new technology, the
opportunities change on a daily basis. So
my conclusion is very simple. We have to
keep talking. Nobody wants a war; every-
body wants to create wealth.

When people are happy, they are
optimistic.

For me, if I can make one pitch, if we
want to maintain a good balance in the
world, we have to work on one problem
that affects every country: sharing the
wealth that we are creating. One of the
problems of the last 10 years is the rich
are getting richer on a daily basis, and the
poor are not increasing accordingly. And
if we don’t attack this problem, it will
create a lot of civil disturbances in many
places around the globe.

So, we have to keep that in mind. If we
don’t solve this problem, we will have in-
ternal problems in every country around
the world. But if we can do that, it is pos-
sible to be able to share more among the
people of every country. There will be
more happiness, and when people are
happy, they are optimistic. There is no
danger of finding out problems.



Lessons From Japan’s Failure

Yasuo Fukuda

Former Prime Minister of Japan

The unfortunate Japanese experience in boosting domestic demand and
setting trade policy can be drawn upon today. Hopefully, China will not
repeat the mistakes of Japan. Frictions between China and the United
States can be addressed if they are willing to meet each other halfway.

A global concern this year remains the
China-U.S. relationship. Their rivalry
and friction lead to anxieties at and even
global levels. But I don’t look at their rela-
tions in a pessimistic manner. Last year,
the Chinese and U.S. heads of state held
a virtual summit, and I think that both
President Joe Biden and President Xi Jin-
ping want to avoid head-on competition.
I believe the two leaders agree with each
other on this issue.

The United States wants to hold back Chi-
na’s development by hyping up cliches,
such as issues related to the South Chi-
na Sea, Taiwan, Hong Kong and human
rights. At the same time, it asks its allies
to build networks to contain the rise of
China and fans the flames on the world
stage to create an anti-China climate. In
this context, what issues do we need to
think about? Economic issues, and espe-
cially China-U.S. trade frictions.
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As we know, the U.S. has a long-term tra-
de deficit with China. This is a topic we
can’t afford to dismiss. Like China, Japan
faced similar issues, and it suffered tra-
gic consequences. I have consulted many
documents and found that in the 1980s, a
major issue of concern in Japan-U.S. rela-
tions was the trade deficit. Back then, the
U.S. also had a trade deficit with Germa-
ny, although on a smaller scale.

Interestingly, both Germany and Japan,
which were defeated in World War 11,
rose to a favorable economic status in the
world after decades of growth.

To correct trade imbalances, the U.S.
held a meeting in the Plaza Hotel in New
York City in 1985 asking Germany and
Japan to increase their exchange rates
in an agreement known as the Plaza Ac-
cord. The Japanese yen appreciated sig-
nificantly. The Japanese government sig-
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ned the agreement because it wanted to
reduce exports to address American con-
cerns and maintain good relations with
Washington.

Before the Plaza Agreement, one dollar
was equivalent to 240 yen; at the end of
1986, the yen’s value against the dollar
had increased by 70 percent, and one dol-
lar was equivalent to 160 yen. By the end
of 1987 it was 120 yen. In other words,
the Japanese yen’s value vis-a-vis the dol-
lar doubled in only about two years.

The dramatic increase seems incredible
today. Japan’s exports stagnated, and the
domestic manufacturing sector, especial-
ly small and medium-sized enterprises,
was gripped by a tremendous crisis. The
sharp rise also led to a protracted period
of low growth in Japan. To address this
problem, the government reduced inte-
rest rates many times, and in an effort to
boost domestic demand, banks channe-
led capital and assets into the real estate
sector, which created a bubble.

At the height of the bubble economy, the
financial sector in New York was domi-
nated by Japanese capitalists. This fueled
anti-Japanese sentiment across America
in both the public and private sectors.
To ease that, Japan provided military
support worth $13 billion, or 1.5 trillion
yen, to the United States, which was busy
with wars overseas at the time.

These stories tell us that trade deficits
and trade surpluses are essential to sta-
te-to-state relations. It is important to
address bilateral economic issues in the
long run, but in the short term, some ac-
tions are needed. For example, we can
make our economies more free. The
trouble is that many financial and econo-
mic issues are beyond anyone’s control,
such as the 2008 financial crisis and the
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bankruptcy of Lehman Brothers. These
events are something we can do almost
nothing about.

Over recent decades, China has grown
stronger, and this is something not lost
on America. Japan used to be formida-
ble, but today China has taken its place.
America has seen a need to contain its
development. Thirty-five years ago, Ja-
pan increased the value of its currency
forcefully and took a series of measures
to boost domestic demand. Its economic
policy didn’t achieve much. It ended up
in failure. So, what are the weaknesses of
its policy? The answer to this question is
relevant to China.

Generally speaking, exchange rates can
rise, but a dramatic increase in the short
term causes big trouble. The fact that
the Japanese yen’s value versus the dol-
lar doubled in just two years seriously
impacted the domestic economy. I think
that such a dramatic rise should be achie-
ved in 10 years, rather than two. To re-
verse the declining trend, the Japanese
government repeatedly reduced interest
rates, but doing so led to a bubble econo-
my. Many banks grappled with massive
non-performing loans; many commercial
banks shut their doors; the entire finan-
cial system broke down; and Japan’s in-
dustrial policy entered a protracted peri-
od of stagnation.



In the end, Japan’s economic policy failed,
fundamentally as a result of the dramatic
appreciation of its currency in a short peri-
od of time. For China, therefore, an impor-
tant issue is about finding the right way to
increase interest rates and boost domestic
demand. The issue is also relevant to the re-
solution of trade frictions.

At present, the biggest problem in Chi-
na-U.S. relations is trade friction. In this
regard, Japan’s experience in boosting do-
mestic demand and making trade policy
can be drawn upon. Hopefully, China will
not repeat the mistake of Japan and it can
work with the United States to address fric-
tions by meeting each other halfway.

In the name of spreading its so-
called universal values, it wants to
interfere in China’s growth process.
I hope that China will not back
down on these issues and just focus
all its energy on the resolution of
trade issues.

When claiming to address bilateral trade
issues, the United States has expressed con-
cern over other matters in China, including
human rights and democracy. In the name
of spreading its so-called universal values,
it wants to interfere in China’s growth pro-
cess. I hope that China will not back down
on these issues and just focus all its energy
on the resolution of trade issues. In fact, the
two countries have what it takes to make
their trade more balanced and to secure
more stable economic exchanges.

Indeed, the United States is the dominant
player on the world stage. It adopts its own
solutions on immediate issues and impo-
ses its values on others. I hope that all na-
tions can think about the future from the
perspective of freedom and equality. Only
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in this way can we embrace a better futu-
re. Only in this way can we make the earth
even more beautiful. This is what we all as-
pire to.

Nations don’t act alone on the world stage;
they have to work together with each other
and take into account the interests of others.
From climate change to water shortages and
poverty, many issues need to be addressed
that relate to the development of the pla-
net. The resolution of issues between China
and the U.S. has a bearing not only on the
two countries but also on the wider world.
China-U.S. trade and economic issues also
impact the development of the Japanese
economy. Therefore, Japan has to consider
helping the two address their issues. We
hope that China and the United States can
move forward together. This is what I want
to share with you. I hope there will be no
dissonant voice in Japan’s relations with
both China and the U.S., because such noise
casts uncertainty over the world.

Nations don’t act alone on
the world stage; they have
to work together with each
other and take into account
the interests of others.
China-U.S. trade and
economic issues also
impact the development of
the Japanese economy. 1
hope there will be no
dissonant voice in ]c&pan’s
relations with both China
and the U.S., because such
noise casts uncertainty over
the world.
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Breaking the Fever of Hostility

Steve Orlins

President of the National Committee on
United States-China Relations

A self-described optimist says China and the United States should be
developing “habits of cooperation” to get relations back on track —
starting with tariffs, scientists, consulates, journalists and a reasonable

definition of national security.

I'm remembering back to 50 years ago
in 1972.

When I graduated college, I got on a
plane and I went to Hong Kong. First
thing I did, I took the train to Lok Ma
Chau and with my binoculars I looked
across the border to China. Americans
could barely get in then. It would be se-
ven years until I left the U.S. State De-
partment and crossed that border. But
I would say it has now been 50 years
since I have been away from Hong Kong
for two consecutive years, as I have
been as a result of quarantine. I miss the
food. I miss the company. I miss the dis-
cussions. I miss seeing so many of my
friends who are on this call tonight in
the United States and I hope that one
day I can return without quarantine or
with a more limited quarantine.

Late last year, in October, Foreign Af-
fairs magazine asked 68 American
foreign policy experts if U.S. policy had
become too hostile to China. And only
five, including me, strongly agreed that
U.S. policy was too hostile. My initial re-
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action was that while I was in the mino-
rity, agreeing with me were old friends
like Jeff Bader, Dr. Cheng Li, and Am-
bassador Stapleton Roy, and that gave
me a lot of comfort.

I recalled that this was not the first time
I had been in a minority view on U.S.
foreign policy. As an undergraduate at
Harvard College, I stood with my class-
mates in opposition to the American
government’s war in Vietnam, and wat-
ched as our minority view became the
majority view of the American people.
Years later, I stood in opposition to the
American government’s war in Iraq, be-
cause as a former international lawyer
(as you mentioned, James) in the U.S.
State Department, I believed the inva-
sion violated international law. So I'm
comfortable in holding a minority view.

In our views toward China, I'm left won-
dering why and when my views stopped
being the majority view. What hap-
pened and what can we do about it? I
think back to the National Committee’s
annual dinner in October 2005. When



then Deputy Secretary of State Robert
Zoellick, who went on to become head
of the World Bank, gave his now famous
responsible stakeholder speech. He ob-
served that the United States and China
both benefit from working together and
called on China to be a responsible stake-
holder in the world system. He believed
that engagement would lead to China’s
productive participation in the world
system.

Last month, I went to Broadway, and I
watched the play “Lehman Trilogy,” the
story of the 154-year history of my for-
mer employer, as Victor certainly knows
and many others on this call. One of the
times I lived in Hong Kong, I ran Lehman
Brothers Asia. As I watched the play, I
thought about how the United States and
China cooperated during the financial
crisis in 2007 and 2008. While Secretary
Zoellick, me and a few others still believe
in this concept, it is certainly a minority
view today.

So what happened? Beginning in 2009,
China’s reclamation activities in the Sou-
th China Sea began to shift attitudes in
Washington. Many asked, were these
the actions of a responsible stakeholder?
Many years later, the arbitral tribunal’s
decision on the Philippine suit confirmed
their views that these actions violated in-
ternational law.

Around this time, China also began to
limit media access and increase barriers
for foreign workers and organizations
operating in China. The blocking of Fa-
cebook, Twitter, YouTube in 2009, and
Google in 2010 cut off a vital pathway
for cultural and social exchange. It also
increased distrust of China among Ame-
ricans, especially the younger generation
most active on social media.
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The subsequent blocking of major news
outlets like the New York Times and
Wall Street Journal, beginning in 2012,
only made matters worse. Alongside
these media’s restrictions, restrictions
on research and a refusal to issue visas
to American scholars also contributed to
worsening relations. China’s refusal to in-
vite American scientists to Wuhan to un-
derstand COVID-19 fueled distrust and
suspicion. Laws, like the 2017 Foreign
NGO Management Law also restricted
the space for people-to-people exchan-
ges and stifled opportunities for colla-
boration. By some estimates, there were
around 5,000 foreign NGOs operating in
China in 2016. As of December last year,
only around 600 have registered with the
Chinese government. This is a tremen-
dous loss not only for these organizati-
ons but for China.

The real threats to our societies
are joint threats ... climate change,
economic crises, instability,
terrorism and the pandemic.

Now, of course, I don’t mean to suggest
the U.S. government hasn’t had its share
of mistakes. Those have been equally as
devastating to the relationship. I could
list them, the arrest of — I will list just
some of them — the arrest of Meng Wan-
zhou; the beginning of the tariff war; cal-
ling COVID-19 the Chinese virus, star-
ting what became known as the China
initiative, emanating from the U.S. De-
partment of Justice; restricting China’s
State owned media in the United States;
pushing the envelope on unofficial rela-
tions with Taiwan; increasing freedom of
navigation operations in the South China
Sea; reducing CDC and National Science
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Foundation personnel in China; closing
the consulate in Houston; overusing and
having too little transparency on our En-
tity List and military lists was banned
from doing business with Chinese com-
panies; delistings; ending the Fulbright
program and the Peace Corps in China;
denying visas to too many of my friends
in China; and lying about China’s interfe-
rence in U.S. elections.

I am convinced that it will again
become the majority who want
more positive and constructive

U.S.-China relations.

Well, you'd think with all these problems
emanating from both governments, I
would be a pessimist. But I'm not. I'm
not because, fundamentally, I believe
that the peoples of both the United States
and China recognize that the real thre-
ats to our societies are joint threats. As
has been mentioned here tonight many
times, climate change, economic crises,
instability, terrorism and the pandemic.
But what we need to do today is what
we’ve heard tonight — a lot about the
overarching issues.

I'm a believer that we need to create what

I would call habits of cooperation. We
need to create them in the short term.
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Victor Fung mentioned ending the tariffs
that started on Jan. 20, 2017. We need to
do it and we need to do it now. We need
to agree on a definition of national secu-
rity, so it doesn’t become so broad that
we can’t do business with each other in
areas that don’t affect national security.
We need to restart scientific and medi-
cal cooperation. We need to reopen the
Houston and Chengdu consulates. We
need to reaffirm the status quo on cross-
strait relations. We need to go further
down the road on readmitting Ameri-
can journalists to China so the American
people can understand what is going on
in China. I could go on with a number of
other things we should be doing tonight
— should be doing now — but I don’t
have enough time.

But as I said, I'm an optimist. And I agree
with President Xi: There is no reason to
spoil the relationship.

As T said at the beginning, just as my
views on the Vietnam War went from the
minority to the majority, I am convinced
that it will again become the majority
who want more positive and constructive
U.S.-China relations. It is in the interest
of the American people. It is in the inte-
rest of the Chinese people. And it is in
the interest of the world.

We need to create what I
would call habits of
cooperation.



Strengthening the Partnership

Zeng Peiyan

Former Vice Premier of the State Council of China

Mutual respect, peaceful coexistence and win-win cooperation are the
keys to the future, not only for China and the United States but for the
whole world. Hegemony and ideological competition should have been
tossed on the scrap heap of history long ago.

At present, dramatic changes and a pan-
demic on a scale unseen in a century
are intertwined. Recovery of the world
economy remains an uphill task. Inflati-
on pressures and financial risks are gro-
wing. And the pandemic continues to
surge worldwide, adding to uncertainty.

The China-U.S. relationship, the most
consequential bilateral relationship in
the world, has in recent years careened
off course and entered its most diffi-
cult period since the establishment of
diplomatic relations. The stability of
China-U.S. relations is crucial for both
countries and very much desired by
others.

On Nov. 16, Chinese President Xi Jin-
ping and U.S. President Joe Biden held
their first virtual meeting and engaged
in a comprehensive, in-depth dialo-
gue on issues of fundamental strategic
importance, along with other major is-
sues of common concern. Based on his
analysis of the experience and lessons
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learned in building China-U.S. relations,
President Xi advanced three principles
that both countries should adhere to in
the new era: mutual respect, peaceful
coexistence and win-win cooperation.

These three principles, I think, are cru-
cial and point the way for the future de-
velopment of the relationship. On this
issue, I would like to share some of my
observations.

» Mutual respect is the prerequisite for the
development of China-U.S. relations.

It is imperative for each to respect the
other’s social system and development
path — after all, we live in a diverse
world. China and the United States have
adopted different systems because of
their historical backgrounds and the
choices of their people. China has no
intention of changing the United States,
and the United States cannot force Chi-
na to change itself, either. Rather, it is
important to encourage all countries
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to seek a development path that works
well in their own national context — to
respect each other’s core interests and
major concerns; to handle with caution
major issues of sovereignty, security and
development; and to avoid crossing lines
or creating trouble.

In addition, we need to respect each
other’s right to development. China has a
right to pursue greater development and
prosperity, and its people have a right to
build a better life. A prosperous and sta-
ble China brings opportunities, not thre-
ats, to the world.

Mutual respect means that nations treat
each other as equals. However, the United
States traditionally interacts with other
countries “from a position of strength.”
This is a classic example of hegemony. In
the 21st century this condescending ap-
proach should have long since been tos-
sed on the scrap heap. We need to stay
true to the fundamental norms of inter-
national relations based on the Charter
of the United Nations, which states that
all countries, big or small, are equal.

Peaceful coexistence indicates
adherence to the bottom lines of
non-conflict and non-
confrontation.

e Peaceful coexistence is the foundation for
the development of China-U.S. relations.

Peace and development are the defining
trends of the times. The Chinese people
are peace-loving and believe in the para-
mount value of harmony. They pursue
harmony in diversity and prefer univer-
sal love to aggression. China has been a
builder of world peace, a contributor to
global development, a defender of the
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international order and a provider of pu-
blic goods. The United States should not
imagine China as its enemy by drawing
ideological lines to meet the needs of
some domestic interest groups. Doing so
may lead to a self-fulfilling prophecy in
the end.

China has a right to pursue
greater development and
prosperity, and its people have a
right to build a better life. A
prosperous and stable China
brings opportunities, not threats,
to the world.

Peaceful coexistence indicates adheren-
ce to the bottom lines of non-conflict
and non-confrontation. Differences be-
tween China and the United States are
understandable and natural. The key is to
abandon the outdated Cold War mentali-
ty and the notion of bloc confrontation,
to manage differences in a constructive
manner and to avoid spillover and the
intensification of differences. To avoid
strategic miscalculation, we need to boost
communication, exchanges and dialogue
at all levels and across sectors to enhance
mutual understanding and mutual trust.

e Win-win cooperation is the objective of
developing China-U.S. relations.

With the march of scientific and tech-
nological innovation and economic glo-
balization, factors of production have
achieved large-scale cross-border mo-
bility. Meanwhile, the pursuit of mutual
benefits has taken the place of zero-sum
games in state-to-state relations. China
and the United States have deeply in-
tertwined interests and are dependent
upon each other. They stand to gain from
cooperation and stand to lose from con-



frontation. They need to work together to
explore a path to win-win cooperation, be-
cause doing so is in line with the trend of
the times and in the fundamental interest
of people in the two countries and beyond.

At present, the two countries have exten-
sive common interests in bilateral and glo-
bal affairs. They need to strengthen their
cooperation in key areas and transform
opportunities for cooperation into drivers
of development. In this regard, I see five
areas for strengthened partnership:

First, strengthened cooperation against
the pandemic. The variants of the corona-
virus and their rapid spread pose a grave
threat to the life and security of the global
population. In the face of this major chal-
lenge to the world, China and the United
States must be expected to strengthen
their cooperation under the leadership of
the World Health Organization to promo-
te vaccine and drug development, increase
information transparency and data-sha-
ring, enhance vaccine equity worldwide
and coordinate international agreements
on cross-border travel. In this way, the en-
tire world will recover from the pandemic
more quickly.

Second, strengthened cooperation on

climate change. Thanks to concerted ef-
forts, China and the United States in 2021
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released the Joint Statement Addressing
the Climate Crisis and the Joint Glasgow
Declaration on Enhancing Climate Action
in the 2020s, paving the way for enhanced
climate cooperation at the bilateral level.
Since their combined carbon emissions
account for more than 40 percent of the
global total, the two countries need to sca-
le up climate action and cooperation and
set an example for other countries for
accelerating the transition to green and
low-carbon development. The same is
true for technology innovation.

Third, enhanced economic and trade
cooperation. Economic and trade coo-
peration is the ballast and propeller of
China-U.S. relations. Despite the impact
of many factors, including the pandemic,
China once again was the largest trading
partner of the United States in 2020, with
bilateral trade increasing by 28.7 percent
in 2021. This demonstrates that the two
countries have a vital stake in close eco-
nomic and trade ties, which are remarka-
bly resilient and promising. Now China is
opening more sectors to the world on a
larger scale, a move that promises to de-
liver more opportunities for businesses in
all countries, including the United States.

Fourth, strengthened scientific and tech-
nological cooperation. In recent years,
some government officials in the Uni-
ted States have intentionally politicized
technology issues, setting up obstacles to
two-way technology exchanges and trying
to decouple from China — even halting
supplies of cutting-edge technologies to
China. These moves have had a negative
impact on the innovation efforts of com-
panies in both countries.

According to a media survey in the Uni-
ted States, 60 percent of American res-
pondents support close cooperation with
Chinese tech companies. In this context,
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The COVID-19

pandemic once again

shows that all
nations belong to a
community with a
shared future and
intertwined interests,
and that
multilateralism is the
only viable solution to
global challenges.
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we hope that the United States can take a
rational approach to bilateral tech exchan-
ges and cooperation, open its tech sector
to foreign investment, dismantle barriers
still in the way and stop the unjustified
crackdown and restrictions on Chinese
tech companies, so that together they can
promote technological progress for the be-
nefit of humanity.

Fifth, strengthened cooperation in glo-
bal governance. The COVID-19 pandemic
once again shows that all nations belong
to a community with a shared future and
intertwined interests, and that multilate-
ralism is the only viable solution to glo-
bal challenges. Therefore, China and the
United States need to defend the global
multilateral system centered on the Uni-
ted Nations and underpinned by the Wor-
1d Bank, the International Monetary Fund
and the World Trade Organization. They
need to leverage the power of the G20 and
other multilateral organizations to uphold
the fairness and equity of the internatio-
nal order and deliver more public goods to
the wider world.

Mutual respect, peaceful coexistence and
win-win cooperation are the principles
that China and the United States should
adhere to in dealing with bilateral issues.
They’re also relevant for the peaceful
coexistence of smaller countries. China
and the United States need to assume their
responsibilities and lead by example on
the world stage.

I believe that as long as we live up to the
letter and spirit of these principles, we can
push the China-U.S. relationship forward
on the right track and deliver greater be-
nefits to the people of our two countries
and the wider world.
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Bumps in the Road Ahead?

Jacob Lew

Former United States Secretary of the Treasury

China’s zero-tolerance COVID approach stands out worldwide, and the
economic consequences of that will be seen in coming weeks. On the
U.S. side, concerns about inflation are rising, but the Fed is responding
cautiously to avoid triggering a recession.

We start in 2022 now in a familiar place,
the pandemic and recovery are likely to
shape economic conditions in the co-
ming year, and policymakers are likely
to face a challenging and uncertain year.
The global economy is growing, if more
slowly than previously projected. And
the United States economy is a signifi-
cant driver. As health conditions impro-
ve, there are signs that both developed
and emerging economies are slowly re-
covering. At the same time, as we saw
in Germany at the end of last year, re-
newed waves of COVID can still trigger
an economic slowdown and even lead to
negative growth. As the world adjusts to
the realities of living with COVID, the
setbacks appear to be getting shorter,
but again it depends on the course of
the disease.

In China, zero-tolerance policies stand
out, and we’ll see in the coming weeks
how serious the economic fallout will
be, as supply chain and production dis-
ruptions trigger new headwinds. The
recently reported lower growth figures

34 GLOBAL ECONOMIC RECOVERY

in the fourth quarter last year and the
loosening of policy at the PBOC reflects
this weaker growth. Since China’s poli-
cy response to COVID didn’t promote
consumer spending as much as many
other countries, 2021 growth relied on
accelerated infrastructure, credit ex-
pansion and export growth.

But it’s hard to see how the export
growth is sustainable. China benefited
from COVID stimulus in other coun-
tries, particularly in the United States,
which encouraged consumer spending
at a time of constrained global supplies
and rising prices. It appears that the va-
lue of exports was rising even as volu-
mes was beginning to decline.

It will be challenging in 2022 if
stimulus rolls off in the U.S.
and consumers run out of the
need to replace many things
purchased
during the pandemic.



It will be challenging in 2022 if stimulus
rolls off in the U.S. and consumers run
out of the need to replace many things
purchased during the pandemic. At the
same time other supply channels will
start coming back to normal. For Hong
Kong, there’s a big question of whether
flows to China can backfill international
activity that’s lost from the zero-tole-
rance policy.

Any appearance of managing the
value of the RMB to gain
advantage could become a source
of additional friction.

If exports in 2022 are disappointing, at
least in the United States, there will be
attention on exchange rates and whether
the value of the RMB is being managed
to gain additional exports at a time of al-
ready stressed relations between China
and the United States. Any appearance
of managing the value of the RMB to
gain advantage could become a source
of additional friction.

In the United States, after a period of
using aggressive fiscal and monetary
policy to effectively bring the U.S. eco-
nomy through the COVID crisis with a
rapid recovery, concerns about inflati-
on are rising and the Fed has indicated
that a tightening of monetary policy will
begin soon. At the same time, even if
the Fed raises rates more quickly than
previously expected. The signals re-
main clear that they’re going to be very
cautious and highly focused on macro
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conditions to try and thread a needle to
control inflation without triggering a re-
cession.

I know I take very seriously their ex-
pressions of a willingness to move up
or down on rates and on quantitative
easing, depending on how economic
conditions develop. Well, we know the
fiscal stimulus will begin to run off in
the United States even if a scaled-back
Build Back Better bill passes, because
that initiative is paid for over its life and
there’s only minor additional stimulus
even in the early years. Anticipating
tighter credit conditions and less stimu-
lus, forecasts are still generally projec-
ting continued growth.

While it’s not the most likely scenario,
the risk to keep an eye on is whether
the combination of monetary policy
tightening and an end to fiscal stimu-
lus overshoots the mark. The Fed has
robust tools to manage the exit for the
pandemic, but the risk of overshooting
and triggering a recession does warrant
the caution that they’re showing in ma-
king their decisions.

Concerns about inflation are
rising and the Fed has indicated
that a tightening of monetary
policy will begin soon.

With the increased focus on inflation,
the discussion in my view has been too
narrowly framed as to whether inflation
is transitory or permanent. In reality,
there will be some of both. As workers
return more fully and supply chains re-
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turn to normal, much of the inflation is
likely to roll off. It’s just taking longer
than expected because of the repeated
waves of COVID disruption. At the same
time, while commodity prices tend to ad-
just quickly, other costs like wages tend
to be sticky. Now this is not all bad, espe-
cially if wage increases at the lower end
reduce income inequality. But for that to
be the case, overall price increases need
to be moderate or real purchasing power
will erode.

Even if much of the vaccinated world
accepts that COVID is shifting — from
a pandemic to an endemic disease un-
til the whole world is vaccinated — the
risk of new variants and outbreaks in
slow-growth and unvaccinated regions
remains high, as does the risk of financi-
al stress. In the poorest countries, where
vaccination and recovery are slower, the
World Bank projects that it will take until
2024 or 2025 to return to pre-COVID em-
ployment. And with debt rising in those
countries during the pandemic, there is
growing financial strain, as the lowest in-
come economies lag behind the develo-
ped world and the U.S. exit from pande-
mic monetary policies raises the cost of
servicing dollar-denominated debt. We
should anticipate that many developing
economies will need to have their inter-
national debt restructured, but in a very
different environment than past debt re-
structures. Since China has become a ma-
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jor bilateral lender and has not embraced
Paris Club lending, China will need to
be part of an international conversation
about how to manage debt relief.

Why does this matter? Unless internatio-
nal lenders, both bilateral and multilate-
ral, see that China is fully participating in
any debt restructuring, there’s a risk that
hesitancy to proceed could undermine
an effective and timely response, which
would only increase the risk of a crisis.
This should be an opportunity for Chi-
na to step forward and work bilaterally
with other major lenders like the United
States, and multilaterally through inter-
national institutions. Discussions last
year at the G20 were a good beginning.
But the challenges ahead remain many,
and both the U.S. and China need to par-
ticipate fully.

To reduce the bilateral stress between
the United States and China — which in
and of itself is not helpful for the global
economic recovery — it would also be
helpful to find opportunities for coopera-
tion in areas of shared concern, particu-
larly transnational issues, as was earlier
mentioned, since the health situation will
shape the economic outlook. Increased
cooperation in science and public health
would be a good place to begin. But there
also needs to be a willingness to highlight

The Fed has robust tools
to manage the exit for
the pandemic, but the
risk of overshooting and
triggering a recession
does warrant the caution
that they’re showing in
making their decisions.



even modest progress in reducing tensions.
Small steps were made in Glasgow in coor-
dinating decisions. And the joint decision
to release oil from our strategic petroleum
reserves to address global supply shortages
showed a degree of cooperation.

But there appears to be little interest on the
part of either the U.S. or China to focus at-
tention on this kind of progress — which
is a shame, because even small steps could
help to begin to rebuild trust. In the case of
the release of the strategic oil reserves, gi-
ven the high emotional impact of oil prices
and inflation concerns in the United States,
it was a lost opportunity to demonstrate
that cooperation can have a positive impact
on everyday life, particularly the lives of
working people.

Looking ahead, tariffs and policies that res-
trict the efficiency of global supply chains
contribute to ongoing inflationary risks. It’s
also likely that effective climate policies that
either price carbon or require more expen-
sive alternatives to conventional technolo-
gies will contribute to inflationary pressu-
re. In this context, it only underscores the
importance of the U.S. and China finding a
pathway back to effective bilateral and mul-
tilateral engagement and economic policy
for the good of each of our economies and
for the sake of the global economy.

There are deep divisions on issues ranging
from human rights to national security. And
from the U.S. perspective, these cannot be
ignored. At the same time, while we press
for standards that conform to our own and
widely shared international standards, the-
re also needs to be a way to engage on mat-
ters where only the U.S. and China working
together can lead to effective outcomes on
common concerns.
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It only underscores the
importance of the U.S.
and China findinga
athway back to e]f[‘ectlve
ilateral and multilateral
engagement and
economic policy.
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A More Sustainable, Inclusive

Recovery

Bi Jingquan

Executive Vice Chairman
China Center for International Economic Exchanges

Because China and the United States are economic giants, their
cooperation is essential to the growth of both themselves and the
world. Enhanced exchanges and dialogues at all levels are
therefore needed. Concrete action in several critical areas is vital.

Last year, both China and the United
States saw their economy recover, and
they played a leadership role in the re-
covery of the world economy.

With the scale-up of vaccination ef-
forts worldwide and the implementa-
tion of monetary stimulus packages,
the world economy is emerging from
recession. In 2021, global growth is
projected to be 5.9 percent, with Chi-
na increasing 8.1 percent and the U.S.
increasing 5.6 percent. However, the
growth is based on economic contrac-
tion, or low growth rates, in 2020 and
comes as a result of expansionary and
easy economic policies in major eco-
nomies. The foundation of growth is
not solid enough.

The global economy faces enormous
challenges these days. First, there is
still great uncertainty about the CO-
VID-19 pandemic — such as frequent
mutations of the virus — bringing im-
measurable economic, social and per-
sonal costs.

GLOBAL ECONOMIC RECOVERY

Second, rising inflationary pressures,
coupled with higher prices of energy,
bulk raw materials and shipping costs,
have led to an upsurge in the general
price level and caused big trouble in
the work and life of ordinary people.
Notably, a possible shift in U.S. mone-
tary policy has raised global concerns.

Third, supply chain bottlenecks con-
tinue to fester, and many countries
suffer from production interruptions,
shipping capacity constraints and de-
layed receipt of goods. In addition, the
supply of raw materials for many pro-
ducts is haunted by many serious pro-
blems.

Fourth, debt risks are increasing. The
global debt-to-GDP ratio is now much
higher than in the 2008 international
financial crisis. With rises in interest
rates and the slowing of recovery, debt
sustainability is under heavier pressu-
re.



China and the United States are the world’s
largest economies, with close economic,
trade and people-to-people ties. Their coo-
peration is essential to economic growth,
both domestically and in the wider world.
In accordance with the consensus reached
by their national leaders not long ago, the
two sides need to meet each other halfway.
And in the spirit of mutual respect, peace-
ful co-existence and win-win cooperation,
they need to enhance exchanges and dialo-
gue at all levels and create an enabling soci-
al climate for economic cooperation.

I see four critical areas for action:

First, strengthen communication and coor-
dination of macroeconomic policies. As the
global recovery slows down, major econo-
mies need to focus on the spillover effects
of their domestic macroeconomic policies
and enhance communication and coordina-
tion of these policies through the G20 and
other multilateral platforms to avoid a re-
versal of global capital flows and turmoil in
financial markets.

Second, properly handle the high tariffs
imposed in the trade war. Donald Trump’s
legacy of unfair economic and trade poli-
cies toward China has significantly under-
mined bilateral cooperation, held back eco-
nomic growth in both sides and increased
burdens on consumers. The situation needs
to change as soon as possible. We hope that
Washington can respond to the voice of the
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trade sector by removing restrictions and
obstacles to China’s investment in the Uni-
ted States and promote the normalization
of economic and trade ties.

Third, maintain the integrity of industrial
chains and supply chains. In the process of
globalization, China and the United States,
by leveraging their respective strengths,
have formed industrial chains and supply
chains that involve a wide range of sectors
and play an important role in increasing the
well-being of both peoples and driving the
development of the world economy. Going
forward, they need to maintain the integri-
ty of industrial and supply chains and avoid
the politicization of economic issues and
interference using national security as an
excuse across the board. In addition, they
need to address differences and push for-
ward the reform of multilateral systems to
enhance global trade and investment.

Fourth, intensify cooperation on climate
change.

China and the United States need to take
concrete steps on their points of agreement
now and together achieve a more sustaina-
ble, more inclusive economic recovery.

As the global recovery
slows down, major
economies need to focus
on the spillover effects of
their domestic o
macroeconomic policies
and enhance
communication and
coordination of these
policies through the G20
and other multilateral
platforms to avoid a
reversal of global capital
flows and turmoil in
financial markets.
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Reconfiguring the Globe

He Yafei

4

Former Vice Minister of Foreign Affairs
People’s Republic of China

Globalization will not come to an end, but supply chains will acquire
new shapes. So while there are reasons to worry about conflict, there
is no need to despair. The turbulence will eventually subside and calm
water will reappear. As long as China and the U.S. work hard and work
together, they will find a way to brush aside their differences.

As we enter a new year, the past is not
yet history, while the future is already
with us. The global turbulence conti-
nues unabated, with a resurgent pan-
demic, rising geopolitical contention, a
technological revolution, cybersecurity
and climate change gaining momentum,
which T believe creates multiple exis-
tential crises for mankind. Amid such
chaos and mounting global challenges,
a global economic recovery faces more
difficulties than ever before. That is ma-
nifested most clearly in the following
fields:

Globalization will not come
to an end, I believe. Rather it will
adapt to the fast changes and
reglobalize into Globalization 2.0.

First and foremost, as mentioned by
many speakers, is the stubborn pande-
mic that upended everything we were
familiar with, including our way of life
and modes of production — in parti-
cular, its hindrance of global mobility
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in people and goods. Take internatio-
nal tourism for example. For 2021, the
number of international tourists was
down by over 80 percent from the year
before, reducing related global income
by $4.4 trillion.

The pandemic’s negative impact on
political, economic, educational, and
cultural exchanges, which I believe are
necessary to the cohesion of the inter-
national community, is so far-reaching
and enduring in creating division bet-
ween countries, in fragmenting further
the global public health system and ex-
posing the north-south economic gap,
that we may never hope to fully recover.

Second, deglobalization gathers mo-
mentum that reshapes global supply
chains — Jacob Lew has mentioned that,
too. It affects every economy with a re-
definition of national security, and em-
powers creative destruction.

Globalization will not come to an end,
I believe. Rather it will adapt to the fast
changes and reglobalize into Globaliza-



tion 2.0. What does that mean? What is
it? When we say it is going to be regloba-
lized?

Global supply chains of key products will
be changed and adapted because peo-
ple are going to look at those products
through a prism of self-perceived, ne-
wly redefined national security. That is
already happening, even replacing some
very important suppliers, domestic and
foreign. Supply chains are now moving
closer to their home country or total-
ly moving back to their own country.
Examples abound in chips, medicines,
rare earths and information equipment,
such as 5G infrastructure.

Creative destruction, as described by
economists, happens whenever and whe-
rever crises and new revolutionary tech-
nologies occur. Both are present at this
historic moment, when global and nati-
onal economies are undergoing unprece-
dented transformation.

Whether creation will be driven by inno-
vation, or whether entrepreneurship will
overtake destruction — or vice versa — is
yet to be seen. We have to wait and see.
Moreover, many speakers mentioned the
financial risks, inflation pressure, etc.
These have arisen from many stages of
quantitative easing and the negative inte-
rest policies of central banks, led by the
Federal Reserve, which in total have been
accumulating so much risk that another
global financial crisis is on the horizon.
We have to be serious about it.

With the Federal Reserve’s balance
sheet shrinking and rate increases star-
ting soon, global capital movement and
exchange rate fluctuations swing again
— big swings — which makes some de-
veloping countries who depend on inter-
national capital, capital inflows, face gre-
ater capital outflows and debt repayment
pressure.
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Third, a fourth industrialization is right
before our eyes, with a technological re-
volution driven by innovation, of course.
Technology competition, whether it is
cooperation or decoupling, will be the
main battlefield for major power interac-
tion in the next few years — a few deca-
des and beyond.

With the Federal Reserve’s
balance sheet shrinking and rate
increases starting soon, global
capital movement and exchange
rate fluctuations swing again —
big swings.

The information age pushes the internet
of things to be a reality very soon, I be-
lieve, with digitization of industries and
data being an industry by itself. What
will lift the global economy to a new high,
as we all hope will happen, is nothing but
intelligent manufacturing, which will
turn industrial production with scale
into one with smart intelligence, making
full use of both physical and virtual net-
works and also technologies. Here, the
technology revolution will merge with
the information revolution seamlessly to
create totally new national, regional, glo-
bal economies — whether we are willing
or unwilling.

SPECIAL EDITION | FEBRUARY 2022 41



Fourth, geopolitics. Geopolitical en-
tanglements and contentions have been
driven by great power competition eco-
nomically, politically and militarily.
Against this backdrop the global eco-
nomy is witnessing some man-made
decoupling between major economies —
China and the U.S. included — especially
in technology. This decoupling is more
based on ideological lines than otherwi-
se. It is very unfortunate, because that
will disrupt rather than promote global
economic recovery and growth. It is a sad
fact. But we have to live with it.

We’'re talking here about the two biggest
economies in the world. We all know
China and the United States, whose com-
bined GDP constitutes more than 40 per-
cent of the global total. But why is it hap-
pening? Why is it? To make a long story
short, I believe the United States is incre-
asingly anxious and preoccupied with a
perceived challenge by China to its world
hegemonic domination, resulting from its
misperception and misreading of China’s
strategic intentions — notwithstanding
the historically proven fact that China
has taken the path of peaceful develop-
ment over several decades, ever since its
opening-up and reform in the late 1970s.
Former Vice Premier Zeng Peiyan spoke
boldly in this connection.

Technology competition, whether
it is cooperation or decoupling,
will be the main battlefield for
major power interaction in the
next few years — a few decades

and beyond.

We all know “United we stand, divided
we fall.” Mr. Owens’s speech has lots to
say about that. That applies to economic
relations between the U.S. and China too,
as well as to the future of the global eco-
nomy.
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Some experts are claiming that there is
a new cold war between China and the
United States. Professor Manish Sharma
is one, and there are others. But I belie-
ve the reality speaks otherwise. There is
simply too much at stake in the evolution
of our bilateral relations.

More practically speaking, a process of
muddling through is more accurate in
describing how two countries are dea-
ling with each other in various fields. I
think the most important thing the two
countries should do is to put their own
house in order and engage in coopera-
tion as much as possible in global trade,
investment, finance, climate change, cy-
bersecurity, nuclear non-proliferation,
etc. Lots of places to cooperate, and we
are blinded in a way by the geopolitical
contention.

Finally, I will say, looking forward to the
future of the global economy. There are
reasons to worry, seriously, as I mentio-
ned. But there is also no need to despair,
because there is hope that the turbulence
arising from all the worrisome develop-
ments will eventually subside and calm
water will reappear as long as we work
hard and work together. I stress “to-
gether” — China and the United States
— by resolving differences. If we can do
that, we can brush aside the differences
and engage in cooperation and negotiati-
on to achieve possible win-win outcomes
that will benefit the two countries and
the world as a whole.



Where Growth, Inflation and Policy

Intersect

Stephen Roach

Global Affairs

A top economist highlights three issues that are critical to assessing the outlook
for the world over the next few years, and his assessment is sobering.

Senior Fellow at Yale University’s Jackson Institute for

I'm going to confine my remarks to the glo-
bal economic recovery. And I want to hig-
hlight three issues that are clearly critical
to assessing the outlook for the world over
the next few years — growth, inflation and
policy.

As long as vaccine nationalism
continues, and the world itself is not
vaccinated, The global
economy will sputter between
strength and weakness.

First, growth. The shift in the COVID-19
pandemic, from one variant to another —
from Delta to Omicron — is an example of
what I would call the echo effect of the pan-
demic, moving from variant to variant. And
I believe that the echo effects of the pande-
mic will be reflected very closely by echo
effects in global economic growth. Lock-
downs like we saw in early 2020 are out.
But that also means that the type of vigor
we saw from post-lockdown snap-backs is
also out. But the point is, as long as vaccine
nationalism continues, and the world itself
is not vaccinated, which is very much the
case today, more variants are likely. Omi-
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cron is probably not the end, and the pan-
demic will continue. And so the echo ef-
fects that we are experiencing now are also
likely to continue. So my conclusion on the
first point — growth — is that it’s going to
be uneven. The global economy will sputter
between strength and weakness.

Point two, inflation. It’s not that complica-
ted. It’s about supply and demand. The sup-
ply side in my opinion was always an acci-
dent waiting to happen. We live in a world
of global value chains, there’s going to be
a session on that tomorrow in this confe-
rence. But my view on global supply chains
is that they’re not as flexible as you might
think. It’s very difficult to relocate supplies
and components quickly from one destina-
tion to another. Victor Fung is a world’s ex-
pert on supply chains. But my view is that
there’s a lot more inertia to supply chains
than we might think. I wrote about this
nearly two years ago in the Financial Times
as a potential source of stagflation.

But the real problem with inflation is the
demand side. Policymakers around the wor-
1d, but especially the United States, poured
both fiscal and monetary fuel on the fire.
They injected massive, pro-cyclical policy
stimulus, then reinforced an unpreceden-
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ted post-lockdown snap-back in aggregate
demand. And so, the supply/demand imba-
lance that opened up briefly in the depths
of the COVID shock was quickly closed.
And now aggregate demand is far above
aggregate supply. And we have an inflation
problem.

And our policymakers have misdiagnosed
the problem. They called it transitory. Now
they don’t call it transitory. They admit that
was a mistake. I'm old enough to tell you
that my first job when I got out of gradua-
te school was in the 1970s working for the
Federal Reserve board in Washington, D.C.
And we had a brilliant Fed chairman whom
I worked for by the name of Arthur Burns,
who also called the early signs of the gre-
at inflation in the 1970s transitory. He was
wrong, just like his counterparts are today.
I am still haunted by the ghost of Arthur
Burns.

Inflation will recede from its current peak,
but it is unlikely at any point in the next se-
veral years to go back to the sub-2 percent
rate that existed before COVID.

Point three, policy. Monetary policy, they
say is behind the curve, and by that they
mean behind the yield curve. I think that
is obvious. The real point I want to make
is that monetary policy is beneath the ag-
gregate demand curve. Policy has lifted the
level of aggregate demand far above the
aggregate supply curve. Even if the growth
rate of aggregate demand slows, which is
appearing to be right now, the level remains
far too high. And that's why above-target
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inflation will remain persistent. This has
enormous implications for policy.

Think about the United States right now.
We have a consumer price index inflation
rate of 7 percent year-on-year. We have a
zero benchmark federal funds policy rate,
which means our inflation adjusted for the
real federal funds rate is negative 7 percent.
The worst it ever got before was minus 5
percent in 1975, and minus 5 percent again
in 1980. That was bad enough to give us the
horrible inflation we had during that peri-
od. And yet the federal funds rate now is
further into negative territory than it was
back then.

Financial markets are moving into
a period of significant risk. That
includes stocks, especially bonds and
also the U.S. dollar.

So do the math, even if the Federal Reser-
ve tightens three to four times this year and
inflation slows from 7 to 4 over the course
of the year (which I would say is possible,
but it’s still debatable), then the real federal
funds rate will still end this year at nega-
tive 3 percent. That will mark the longest
period of excess monetary stimulus in the
United States on record. So I repeat, mone-
tary policy is not behind a yield curve. It is
beneath the demand curve.

Finally, I said I'll give you three points, but
I'm going to give you a fourth one. It’ll be
very brief — on markets. The markets have
figured out the Federal Reserve has to tigh-
ten. Well, hello, we know that. It’s pretty
obvious. But the markets and apparently
the Fed do not have a clue as to how much
tightening there will have to be to eliminate
this extraordinary monetary stimulus that’s
in place now and that will remain in place
through the end of the year. So financial
markets are moving into a period of signi-
ficant risk. That includes stocks, especially
bonds and also the U.S. dollar.



Competition is Here to Stay

Lawrence Lau

Ralph and Claire Landau Professor of Economics
The Chinese University of Hong Kong

Things will get better eventually in international relations, but will
probably get worse first. The good news for China is that the private sector
will continue to prosper, and relatively high rates of growth will prevail.

There’s plenty of room for optimism.

I will just focus on the developments in
the Chinese and the U.S. economies. I
think first of all, as President Xi Jinping
announced some time ago, China will
pursue a dual circulation development
strategy. There is a domestic circulation
and an international circulation, but with
the domestic circulation playing the pri-
mary role. Now this is actually something
to be expected for large continental eco-
nomies like China and also for the United
States.

The strategic competition
between China and the U.S. is
likely to be a new normal for the
next decade or so.

I will show you the chart which shows
you the ratio of international circulation
to domestic circulation. The red line is
China and the blue line is the U.S. You
can see that before 1980, it was very low
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for China, but has risen up to about 70
percent. It is not coming down. The U.S.
has always been low, not very high. And
I think it looks like China is rapidly rea-
ching the same level as the U.S.

President Xi Jinping also committed Chi-
na to peak its carbon emissions before
2030 and achieve carbon neutrality by
2060. These two actually have immense
implications on the Chinese economy. I
also want to add that the common pros-
perity promoted by President Xi Jinping
should not be equated with simple redis-
tribution. It generally means giving other
people, who have not gotten rich yet, the
opportunity to get rich. The establish-
ment of the new Beijing Stock Exchange
is an indication that the private sector,
consisting mostly of small and medium
enterprises, will be allowed to grow and
to prosper.

The strategic competition between Chi-
na and the U.S. as so many previous
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speakers have talked about, is likely to
be a new normal for the next decade or
so. The reason is very simple: As the glo-
bal hegemon, the U.S. cannot allow any
country to say no to it, and get away with
it, because it will encourage other coun-
tries to also say no. And fairly soon this
global hegemony is no more. So I think
things will continue for awhile, unless
the U.S. is convinced that they cannot
stop China’s rise. Things will eventually
get better. But it will probably get worse
first.

Nevertheless, if you look at what’s hap-
pened to U.S.-China trade, even though
mutual tariffs remained in place for the
last year or two, trade in goods between
China and the U.S. reached a new high of
$755 billion in 2021, an increase of 28.7
percent. This is based on the Chinese
data. The upper curve is Chinese exports
to the U.S.; the lower curve is Chinese
imports from the U.S. This is just goods.
If you actually put in services, the surplus
won’t look as big because the U.S. has a
large surplus vis-a-vis China in terms of
trading services. If you look at the U.S.
data, it tells the same story. I don’t qui-
te know why the U.S. data indicates that
Chinese exports declined by much more
than the Chinese data show. But that's
the case. The trend is clear that the tariffs
have not really reduced the U.S.-China
trade.
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Next I want to talk a little bit about the
possible decoupling. I think decoupling
to a certain extent is inevitable. We have
already seen it in the technology sec-
tors. But I think while decoupling itself
will cause some transitional problems
and disruptions, once a second source
is found, export controls by the U.S. and
other countries are no longer useful. So
you need a second source. And at that
point export controls will actually be dis-
continued.

The U.S. dollar dominance in worldwide
invoicing, clearing and settlement will
also decline gradually with a greater use
of one’s own currency for such purposes.
For example, the trade between China
and Russia is widely being settled in their
own-currencies. Trade, for example, in
China and Indonesia is also being settled
in RMB and rupiah. I think this trend will
continue.

This chart that T have displayed shows
the predictions — projections by both the
IMF and the World Bank — on the wor-
ld economy, Chinese economy and U.S.
economy. They don’t differ that much.
I think for last year, we know that the
Chinese growth rate is 8.1 percent. The
U.S. data has not been published yet, but
I think it would be somewhere between
4.5 and 5 percent. For 2022, the expecta-
tion is that the Chinese target would be
set somewhere between 5 and 6 percent.
I think that is really quite doable.

If you look at the quarterly data, you can
see that the Chinese economy has reco-
vered really quite well. And the last quar-
ter was not as good because of some bot-
tlenecks caused by the resurgence of the
epidemic and also some energy or elec-
tricity shortages. But I think this year, it
should be OK. I think China will be able
to achieve somewhere between 5 and 6
percent.



ACTUAL AND PROJECTED RATES OF GROWTH OF REAL GDP (% p.a.)

The World 2019 2020 2021 2022 2033
IMF (2110) -3.1 5.9 4.9 3.3
WORLD BANK (2201) 2.6 -3.4 5.5 4.1 3.2
China (Mainland)

IMF (2110) 2.3 8.0 5.6

WORLD BANK (2201) 6.0 2.2 8.0 5.1 5.3
The U.S.

IMF (2110) -4.5 5.2 4.5

WORLD BANK (2201) 2.3 -4.6 5.0 3.8 23

For the U.S., I think that for 2022 and
beyond, the U.S. economy will be able
to grow at around 4 percent, plus or
minus. And then for the rest of the de-
cade, it will actually decline gradually
to 3 percent. I've actually made some
long-term forecasts for both the Chine-
se and U.S. economies, and my forecasts
are such that the Chinese economy will
overtake the U.S. economy at around
2030 — and around $30 trillion for both
countries just overtaking. However, the
per capita GDP — per capita — even by
2030 Chinese GDP will be less than 30
percent of U.S. GDP per capita. This will
persist for many decades, for the rest of
the century.

But I want to say one more thing. I will
show you one last chart. Some people
may question whether it is possible for
China to continue growing around 5 to
6 percent. I think it’s possible for the
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next decade. This chart shows you the
following. We have plotted the rate of
growth against the real GDP per capita.
The red dots represent China, the yel-
low dots stand for Japan and the blue
dots stand for the United States.

What you can see is that China right now
is still operating at just slightly beyond
10,000 U.S. dollars per capita. And the
U.S. is way over, at almost $70,000 per
capita. Japan is intermediate. But what
I want you to notice is that China still
operates in the range in which the rate
of growth can be very high. You can see
that between $10,000, $20,000 per capi-
ta, even $30,000 per capita, the growth
rate can be (judging from the Japanese
and U.S. experience), can still be, you
know, about 6 percent. So I'm reasona-
bly optimistic in the long term.
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Contradictions and Uncertainty

Qian Yingyi

and Management

Tsinghua University

Professor and Former Dean of the School of Economics

We have only limited ability to understand the implications of the
different macroeconomic approaches of China and the United States
— or to predict their outcomes over the year ahead. For valuable

clues, pay close attention to 2021.

A crucial factor behind global recovery
is the economic performance of China
and the United States. The speakers
have shared their views on the issue,
agreeing that 2022 will be full of un-
certainties.

Our focus is indeed on 2022, but part
of the uncertainty lies in our limited
ability to predict economic trends and
see the implications of our economic
policies. This requires our close atten-
tion. Why? Because, I think, we can
learn many lessons from what happe-
ned in 2021.

This time a year ago, we made various
predictions about economic develop-
ment, and in retrospect, some of the
predictions were not that accurate and
might even have weighed down eco-
nomic development. For example, it
was impossible to make accurate pre-
dictions about the progress of the CO-
VID-19 pandemic in early 2021. We
also failed to envision a world with
Delta and Omicron and their impact
on global supply chains. And our un-
derstanding of the effectiveness of
vaccines remains limited.
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More important, when it came to eco-
nomic trends and policy implications,
few people a year ago talked about in-
flation in the United States, but it is a
crucial issue now. The labor market in
America is doing well, but the infla-
tion level has reached a 39-year high
and may continue for some time. Also,
consumer confidence has reached its
lowest level since the outbreak of the
pandemic.

A crucial factor behind global
recovery is the economic
performance of China and the
United States.

We didn’t make sound judgements on
these fronts. In retrospect, the stimu-
lus policy in the United States may have
been too aggressive. In fact, there were
dissenting voices a year ago, when
some people questioned the massive
stimulus policy and even gauged its
multiplier effect. But their viewpoints
failed to gain mainstream acceptance,
and it is time for us to heed the lesson.



There were also some unexpected develop-
ments in the Chinese economy. China’s eco-
nomic performance last year surpassed the
predications made in early 2021. Statistics
speak for themselves. For example, exports
were responsible for a higher-than-expec-
ted 21 percent of GDP growth, while invest-
ment accounted for just 14 percent, a figure
lower than expected.

As China and the United States
carry out their macroeconomic
policies, coordination will become a
greater challenge.

These stories show that understanding of
our economies — and particularly the im-
pact of our economic policies — remains
inadequate. We need to take a humble ap-
proach to economic issues, so that we can
be better prepared for unexpected events.

This year, 2022, is one of uncertainty. I
agree with most of the speakers’ view-
points on a wide range of issues, especially
when it comes to trade and supply chains.
But I think uncertainties and challenges are
closely linked with government policies.
Another factor is the pandemic, which con-
tinues to evolve unpredictably. We don’t
know whether Omicron is the last severe
variant. We don’t know whether more va-
riants are on the horizon. We don’t know
when the pandemic will end or in what way.
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Of course, the progress of the pandemic is
related to the effectiveness of vaccines and
the development of wonder drugs, both of
which are uncertain.

On the policy front, uncertainty grows
over the impact of macroeconomic poli-
cies. Both China and the United States have
adopted strong control measures. In Ame-
rica, the Federal Reserve has made it clear
that it will pivot to quantitative tightening
and interest rate hikes at a faster rate, which
is understandable to the market. The pre-
sent unemployment rate of about 4 percent
has nearly recovered to the pre-pandemic
level, the core inflation rate is now above
4 percent and consumer confidence in the
U.S. is rather low.

Just the opposite is the case in China. The
central bank has begun to reduce interest
rates, although in a moderate manner. Yes-
terday, a senior bank official said that Chi-
na will open its monetary policy toolbox
wider and roll out more targeted and for-
ward-looking policies. This sends a clear
signal that the country will adopt an easier
monetary policy in response to the triple
pressures of supply, demand, and economic
expectations.

As China and the United States carry out
their macroeconomic policies, coordinati-
on will become a greater challenge.

While communication of the rationale be-
hind economic policies is rather important,
there are few channels of communication
between the two countries. This will under-
mine economic development on both sides.
Since they are major players in the world
economy, their lack of communication will
have a direct impact on global capital flows
and the capital market as a whole. Thus, it
is an issue that demands our close attenti-
on in 2022. In addition to issues in supply
chains and trade, we need to stay alert to
new, unexpected factors.
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Where Domestic and Foreign Policy
Meet

Charles Boustany

Former U.S. House of Representatives

When engagement breaks down, the balance of power in international
relations becomes the means of settling disputes. And this broadly
threatens peaceful relations and raises risks for the world. So the stakes

are really high.

For the United States and China, as with
any country, international trade and in-
vestment are at the nexus of domestic
economic policy and foreign economic
policy. And that means that domestic po-
litical and social concerns matter, along
with the impact broadly in the interna-
tional political economy, international
trade and investment. Major components
of foreign economic policy are also signi-
ficant elements of overall foreign policy
and actually rise to the level of strategic
importance.

I agree that stability of the international
political economy and ultimately a dura-
ble adjusted level of peaceful relations in
the world are dependent on the trajec-
tory of United States-China relations in
our time. In the absence of consensus
among major powers — on rules, norms,
standards for trade, investment, techno-
logy — engagement breaks down, and
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this is what we’ve been seeing. And what
happens when engagement breaks down
is the balance of power in international
relations becomes the means of settling
disputes, and that creates an environ-
ment rife with threat and conflict. It cer-
tainly threatens peaceful relations.

Domestic political and social
concerns matter, along with the
impact broadly in the
international political economy,
international trade and
investment.

So in my view the stakes are really high.
The challenges are serious and they’re
growing right now. Disengagement or
decoupling is escalating in multiple sec-
tors of the economy, resulting in supply
chain disruptions. And this has been
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going on starting with the Trump ad-
ministration. Arguably it started even
before the Trump administration, but
it certainly escalated during the Trump
administration. These disruptions have
been worsened by the situational disrup-
tions we’ve seen due to the pandemic.

And now inflation is on the rise, a pro-
blem for people in both countries and
certainly around the world. This rise of
protectionism that has been going on is
now transitioning into aggressive use of
economic statecraft as a tool to achieve
political objectives, or even as a tool for
economic and political coercion.

Partial disengagement is
deepening and it will lead to an
unstable balance of power
situation in international
relations.

I must say that, in the United States, there
has been broad frustration with Chinese
trade and commercial practices. It’s been
fairly widespread and growing. And this
frustration is based on continued Chine-
se-directed or condoned state subsidies,
thefts of intellectual property, forms of
mandatory technology transfer, cyber
intrusions for commercial gain, restric-
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ted market access, lack of transparency
in many situations and concerns over
whether China has kept its WTO com-
mitments.

What happens when engagement
breaks down is the balance of
power in international relations
becomes the means of settling
disputes, and that creates an
environment rife with threat and
conflict.

In the United States, Democratic and Re-
publican administrations have blocked
the WTO appellate body from functio-
ning without offering a pathway for re-
form. The United States has unilateral-
ly applied Section 301 tariffs to goods
broadly and imposed investment scree-
ning and sanctions. All of this is leaning
to further decoupling. The collapse of
mechanisms to substantively address the-
se concerns and the so-called Phase One
agreement, which is in effect a managed
purchase agreement using Section 301
tariffs as the enforcement mechanism,
has really yielded further distrust and an
impasse as decoupling is continued.

So, the question is how should respon-
sible leaders on both sides of the Pacific
address what has now developed into
strategic distrust?

First, there needs to be recognition that
strategic distrust as I just described de-
veloped under conditions of economic
interdependence, fueled by new tech-
nology. While the U.S. was an open eco-
nomy, essentially, China’s economy has
remained partially closed since its acces-
sion to the WTO. Consensus over rules,
norms and standards has not been fully
achieved to satisfaction. WTO enforce-



ment has been ineffectual. And now the
U.S. has reacted by taking measures to par-
tially disengage or decouple.

Second, there needs to be recognition that
economic and technology concerns at this
point in time cannot be separated from
strategic considerations, thus raising the
stakes.

Third, competition between China and the
U.S. is a long-term reality and we have to
learn, we have to find a way to manage that
competition effectively.

Fourth, partial disengagement is deepening
and it will lead to an unstable balance of po-
wer situation in international relations.

Fifth, leaders in both countries have an
obligation to seek the broadest sense of
consensus on rules for engagement. If we’-
re going to have healthy competition, failu-
re to meet this obligation in my view is a
failure of leadership.

If consensus broadens over the norms, ru-
les and standards; if convergence occurs
on the standards for trade, investment and
use of technology, and there’s an agreement
on how these things will be enforced, then
disengagement or decoupling will lessen.
Without emerging consensus, disengage-
ment or decoupling will deepen. That’s the
dilemma we find ourselves in.

Competition can be rules-based and en-
forceable. Healthy competition — which is
what I think both countries want (and ulti-
mately, I think, what the rest of the world
desires) — will be determined by the balan-
ce of power at a higher risk of conflict.
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If consensus

broadens over the
norms, rules and
standards; if
convergence occurs
on the standards for
trade, investment and
use of technology, and
there’s an agreement
on how these things
will be enforced, then
disengagement or
decoupling will lessen.
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Hidden Harmony Behind the

Cacophony

Zhang Xiaogiang

Executive Vice Chairman
China Center for International Economic Exchanges

Despite the friction between China and the United States, overall
trade has been booming. It’s time to build on that, while correcting
imbalances in bilateral investment rules and stepping up cooperation

in the digital economy.

I'd like to share my views on trade and
investment between China and the
United States.

First, China-U.S. trade continues to
grow.

Today, the United States is the
second-largest LNG supplier to
China, surpassing Australia.

Despite the tremendous impact of the
COVID-19 pandemic, China and the
United States have done much to over-
come supply chain disruptions, thus
achieving strong growth in two-way
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trade. According to Chinese statistics,
bilateral trade in 2021 reached $755.6
billion, up 28.7 percent year-on-year.
China’s imports from America incre-
ased by 32.7 percent to $179.5 billion.

Here, let’s take a look at China’s energy
imports from the United States. In line
with the Phase One deal, China in
2020 imported 20 million metric tons
of crude oil from the United States,
up 221 percent from 2019. In the first
10 months of 2021, its crude oil im-
ports from America remained high, at
around 13 million tons.

Also, in 2020 China imported 3.21
million tons of LNG from the United
States, and 7.32 million tons for the



first 10 months of 2021. Today, the United
States is the second-largest LNG supplier
to China, surpassing Australia. Bilateral
energy trade has exciting prospects indeed.

It is worth noting, however, that trade fric-
tions initiated by Washington and high
tariffs imposed on Chinese goods have
caused serious trouble for some Chinese
companies. Research by American institu-
tes and chambers of commerce reveals that
about 90 percent of the added tariff cost is
absorbed by American companies and con-
sumers. In the United States, the consumer
price index has continued its upward trend
over recent months. It rose 7 percent in De-
cember 2021, the fastest pace in nearly four
decades.

Many factors are at play behind the high
levels of inflation, including the extremely
relaxed monetary policy of the Fed over the
past two years. The indiscriminate imposi-
tion of high tariffs only adds fuel to the fire
and inevitably backfires.

Second, bilateral investment faces grave
imbalances.

China hasbeen working to promote an open,
high-quality economic system by annual-
ly reducing the number of items restricted
from foreign investment and improving the
domestic business environment. In 2021,
FDI inflows to the country reached $173.5
billion, up by 20 percent from the previous
year. At the same time, many American fi-
nancial institutions obtained the licenses
they need to operate in China. American
carmaker Tesla delivered about 940,000
new-energy vehicles globally in 2021, up by
87 percent. And it sold up to 320,000 units,
or 34 percent of its global total, in China. Its
rapid business growth owes much not only
to the huge market worldwide, and China in
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particular, but also to the comparative ad-
vantages of its Shanghai factory, which de-
livered more than 480,000 vehicles in 2021,
or 52 percent of Tesla’s global deliveries.

These facts prove that China is opening its
market wider to the world. However, Chi-
nese companies find it difficult to make
investments in America despite their ent-
husiasm, because of discriminatory poli-
cies adopted by the U.S. government in the
name of national security. Chinese compa-
nies now operating in America have also
received unfair treatment. Some saw their
business licenses revoked, and some were
forced to delist from the country’s stock ex-
changes. I hope the United States can take
concrete measures to end its unjustified
crackdown on Chinese investment and im-
prove its business environment.

American carmaker Tesla
delivered about 940,000
new-energy vehicles
globally in 2021.1ts rapid
usiness growth owes much
not only to... but also to the
comparative advantages
of its Shanghai factory
which delivered more than
480,000 vehicles in 2021,
or 52 percent of Tesla’s
global deliveries.
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Third, proposals for expanding bilate-
ral trade and investment.

China and the United States need to im-
plement the consensus reached by their
national leaders in the video meeting
last November. Under the principle of
win-win cooperation, they need to le-
verage the power of their economic and
trade relations as the “ballast and pro-
peller” of bilateral relations and grow
the pie through closer cooperation. I
think actions can be taken to enhance
cooperation on the following fronts:

First, strengthen medical and health
cooperation. It is important to maintain
close contact between medical profes-
sionals. We need to join forces on the
research and development of COVID-19
drugs and expand our partnership in
the development of cancer drugs and
related treatments.

Second, strengthen cooperation in
green and low-carbon development.
Combined, China and the United States
respectively account for 42 percent and
44.5 percent of global primary energy
consumption and carbon dioxide emis-
sions, with 82 percent of domestic
energy production from fossil fuels in
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the United States, and 85 percent in Chi-
na. This means the two sides have great
potential for cooperation in the traditi-
onal energy sector, such as the efficient
and clean application of coal and the
exploitation and development of natu-
ral gas. They can also learn much from
each other about carbon capture, use
and storage, ultra-high voltage trans-
mission and smart grids. And in wind
power, solar photovoltaic power genera-
tion and hydrogen energy, they can also
access their respective strengths.

Third, removal of high additional ta-
riffs. Both sides need to improve their
investment environment and increase
the transparency of investment rules.

Fourth, step up cooperation in the di-
gital economy. The United States is a
leader in the digital economy, but China
has the largest number of applications;
hence, great potential for bilateral coo-
peration on digital technologies and di-
gital trade.

Fifth, reform of the WTO-centered
multilateral trading system. The WTO
needs to be reformed to fit into a globali-
zed world economy in the 21st century.
Since China-U.S. trade in goods accoun-
ted for 37 percent of the global total in
2021, their cooperation on WTO re-
form is essential to the world economy.



Opportunities More Significant Than

Challenges

Peter Wong

Corporation Limited

Chairman, The Hong Kong General Chamber of Commerce
Chairman, The Hongkong and Shanghai Banking

The global economic architecture that has delivered decades of growth may
feel like it’s falling apart in the face of COVID, supply chain bottlenecks and
geopolitics. But thanks to the digital revolution there’s reason to believe the
trade and investment pie will get even bigger.

To the daily news observer, it feels like the
global economic architecture that has de-
livered decades of growth is falling apart.
This leads people to focus on the problems
— COVID, supply chain bottlenecks and
geopolitics — and miss the opportunities
that still exist. For example, thanks to the
digital revolution and the need to address
climate change, the trade and investment
pie will get even bigger.

Let me provide some trade statistics for
2021 versus 2019 pre-pandemic. Total tra-
de is estimated to hit US$28 trillion, up 11
percent. This is global trade. Asia’s trade
with the U.S. grew 11 percent, and China
constituted about 50 percent of that. Asia’s
trade with Europe grew 13 percent and in-
tra-Asian trade grew 14 percent. Again,
China constituted more than 55 percent
of that. All the actual trade volumes are at
record levels.

In a 2018 paper, the IMF estimated that if
Asia abolished trade and investment bar-
riers, its GDP would grow 7 percent fas-
ter — the recent formation of the RCEP is
a good step in that direction. Despite the

WWW.CHINAUSFOCUS.COM

political rhetoric of Australia and Japan
with China, they all signed the agreement.
The member nations have a total popula-
tion of 2.2 billion people, one-third of the
world’s population, and 30 percent of the
world’s GDP.

Thanks to the digital revolution
and the need to address climate
change, the trade and investment
pie will get even bigger.

In addition, according to research by
McKinsey, two-thirds of the world’s mid-
dle class will be living in Asia by 2030.
China now has about 300 million people
in the middle class, which will double by
2030. Needless to say, Asia’s potential is
huge, and the enormous consumption de-
mand generated will drive future trade and
investment regionally and globally. While
I appreciate there will be decoupling in
sensitive strategic products like techno-
logy, I cannot see decoupling in goods and
services relating to general consumption.
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As a matter of fact, I really don’t think that’s
an option.

Regarding opportunities generated by di-
gital transformation investment, according
to International Data Corporation (IDC),
between 2022 and 2024, global spending
on digital transformation is expected to be
US$6.3 trillion, or US$2.1 trillion annually.
Roughly two-thirds of the global economy’s
electronics production is located in Asia.
Therefore, an increase in global spending
on digitization will boost Asia’s exports and
trade.

On climate investment, according to the
IMF, estimated climate-related investment
globally will be US$20 trillion in the next
20 years. In China, related investments are
estimated at US$31 trillion by 2060, roug-
hly US$780 billion per annum.

According to research by
McKinsey, two-thirds of the
world’s middle class will be living in
Asia by 2030.

In the last two months I've talked to no less
than 30 customers of different industries in
Asia, a lot of them in China, regarding their
plans on transforming their manufacturing
facilities to be carbon-neutral. In general,
they are scratching their heads and requi-
re assistance. I can see three opportunities
from these discussions:

One, a carbon-neutral knowledge industry
will emerge, as each industry will require
different expertise, creating new opportu-
nities, such as consultancy.

Second, companies will require invest-
ments in R&D, technology and equipment
for the transformation. There will be requi-
rements for talents, fundraising activities
and new products, just to name a few.
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Third, there will be a transition period to
get to carbon neutrality.

Therefore, the growth potential of the car-
bon credit trading market is huge, as there
are hundreds of millions of companies in a
wide variety of industries globally. Needless
to say, the opportunities are enormous.

I would like to conclude with just a couple
of points:

The first one is that opportunities are there
for both the U.S. and China. If one market
is closed, alternative markets will be sought
out to replace it, at least partially. However,
additional costs will be incurred in reesta-
blishing supply chains, which is a lose-lose
situation for both countries, as we have al-
ready witnessed.

The second point involves the risks that
will potentially slow down trade and invest-
ment between the U.S. and China, as well as
globally. To name a few:

e continued worsening of the COVID situ-
ation;

e military conflict;

» lack of high-level dialogue and agreement
between the U.S. and China;

» tapering of bond buying and shrinking of
the balance sheet by the Federal Reserve,
along with higher interest rates to curb in-
flation.



Power Shift: New Rules Needed

'm‘; . John Zhao
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\=a Chairman of Hony Capital

The world should welcome powerful players like China — not only to
follow the old rules but also to sit at the table to help make new rules to
address new circumstances and technologies. There are many possible
areas for coordinated cooperation, as well as fair competition.

We have developed what we call
an interdependent system.

Time actually has been good in the last
30, 40 years. Investment in trade has
brought much benefit to the world, cer-
tainly the U.S. and China. As a matter
of fact, it’s gotten so good, where you
can't have a conversation today to talk
about the world without mentioning the
U.S. and China. Now, we’ve talked about
decoupling. We’ve talked about reposi-
tioning the countries’ relationship from
cooperation to competition, as if com-
petition is new. But on the ground in
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the last 30 years, there has always been
competition among businesses — Chi-
nese, U.S. — and it is actually through
that competitive endeavor by busines-
ses that we’ve gotten to a better world.

Of course, with development, we have
new power players emerging, like Chi-
na. Hence, the world requires a new ba-
lance, which I think is the struggle. So
I wanted to just reflect before we dive
into amplifying the differences, and re-
define the relationship between the two
economies as if we’re always competing
as adversaries. A lot of the stress that
the two economies have benefited from
[involves] coordinated competition and
cooperation. And we have developed
what we call an interdependent system.
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Now, with the requirement of a new ba-
lance because of the power, there is quite
a bit of struggle. My fellow speakers have
clearly identified the dilemma, but not all
is bad. There’s a lot of desire to re-recog-
nize each other.

We should all recognize the
power shift and recognize the need
for a new set of rules.

Interdependency actually emerged as a
force. Trade and investment in the last
three years — when we are confronted
with trade wars, COVID and a disruption
of all the flows — not only didn’t decre-
ase but actually increased. It seems that
collaboration is the default and wanting
to decouple is the struggle. So that says
something about interdependency.

With that, I wanted to offer a few obser-
vations for the future. I think the coor-
dination of cooperation and competition
should be the attitude from both gover-
nments. We should all recognize the po-
wer shift and recognize the need for a
new set of rules. And the world should
welcome powerful players like China,
not only to follow the rules that are old,
but also at the table to make new rules.
And there are many, many areas for new

60 TRADE AND THE ECONOMY

kinds of coordinated cooperation. And,
yes, fair competition.

Number one, we need to have much bet-
ter global governance, especially with
the emergence of the digital economy,
which is pervasive. It’s not about Chi-
na, although China is leading. So in the-
se areas, we have many, many new areas
of collaboration from government policy
— for instance, data security, privacy —
so let me just call it all digital regulation
and policy. China has a lot of experien-
ce in this area, and through exchanges
and coordinated policymaking both eco-
nomies can benefit greatly. So not only
can China make its pie bigger and share
fairly with its domestic people, but also
the world’s economic pie could benefit,
to become bigger and better distributed.
So from the ground level, I just feel like
there are more opportunities to work to-
gether than to just try to decouple and I
think we could all play a role at all levels
of policymaking, [especially] at ground
level.

We need to have much
better global overnance
especially with the
emergence hf the digital
economy, which is
pervasive.



Business As a Team Sport

Craig Allen

President of the US-China Business Council

Both China and the United States have an obligation to treat companies
from the other jurisdiction in a fair, transparent and legal manner, ensuring
alevel playing field. In the short term, we also need a framework for regular

trade and investment consultations.

So while I am an ardent globalist and a
strong supporter of U.S.-China econo-
mic engagement, I'm also a realist. And I
would have to note that both in Washing-
ton and Beijing, the security and defense
establishments are really in the lead in
defining the overall relationship. And I
would say that the defense and security
establishments are ably assisted by the
ideology and the nationalist champions
in both capitals, in both Washington and
in Beijing. The view of business by gover-
nment officials is really quite low in both
Washington and Beijing, the government
is becoming more involved in business,
and government seems happy to micro-
manage companies for social purposes
designed by the government. So I'm sor-
ry that my prognosis of the situation is a
little bit bleak, but that’s the playing field
that we’re on.

I'd like to use a sports metaphor, if I may.
Sometimes in sports, you have to play a
lot of defense; then sometimes you need
to play offense. And then you need to
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know when to switch between defen-
se and offense. And I would say that for
business organizations like the US-China
Business Council today, now is a good
time to focus on defense. So I think that
it is our responsibility to call out econo-
mic protectionism wherever we see it,
and especially when it is dressed up as
a national security concern. I think that
we could continue to call on both gover-
nments to fully implement their WTO
commitments. Zhang Xiaogiang spoke
about this. And I think that both govern-
ments could do a better job at that.

Both in Washington and Beijing,
the security and defense
establishments are really in the
lead in defining the overall
relationship.

I think that we should definitely insist
that the Phase One agreement is fully im-
plemented by both governments. Thus
far, there is some work to do in this area.
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I think that it is helpful for both govern-
ments to live up to the provisions of the
International Labour Organization, or
the ILO, especially when it comes to for-
ced labour. It’s useful to remember our
economics classes for some of us many
years ago, and to remind the government
that interference in free markets will lead
to lower productivity, decreased growth,
increased opportunities for corruption
and eventually leading to lower prospe-
rity for all.

It worries me when the Chinese govern-
ment talks about self-reliance, or “Zi Li
Zi Qiang” (E/185#), and when the U.S.
government talks about secure supply
chains. I think that government interfe-
rence in corporate supply chains rarely
produces good results on a sustainable
basis. And I think that both governments
are engaged in decoupling and that busi-
ness should speak out on this issue. In
both countries, we should encourage gre-
ater pragmatism and greater reliance on
market principles.

Both governments have an obligation to
treat companies from the other jurisdic-
tion in a fair, transparent and legal man-
ner, ensuring a level playing field for all
market participants — local, as well as in-
ternational. The fundamental premise of
the WTO is that an import should be tre-
ated the same as a domestically produced
product. And if we forget that, then we’re

62 TRADE AND THE ECONOMY

not playing good defense. So one cannot
only play defense. To get the ball moving
in the right direction, especially over the
longer term, I think that we need to go on
the offense, as well. And I think that the
best way to do that is to ask both govern-
ments to implement the regulatory struc-
ture, as found in CPTPP. Now, admit-
tedly, this is much easier for the United
States than China. Due to the U.S. Mexico
Canada Agreement, as much as 95 per-
cent of the CPTPP is already enshrined
in U.S. law. But as China has submitted
a formal application to join the CPTPP, I
think it’s only reasonable for the Chinese
private sector and for foreign companies
to ask that all future Chinese regulation
be compatible with the agreement. And I
recognize it’s longer term, but it needs to
start immediately.

In the immediate term, I think that we
need to address the issue of tariffs straight
on. I would be overjoyed if both govern-
ments could engage in confidence-buil-
ding measures to signal that eventually
a relaxation is possible and that these ta-
riffs are not permanent. I think it is not
easy, but definitely possible to negotiate
a mutual extension of tariff exclusions.
This is not so difficult, and it would be
very helpful.

It worries me when the
Chinese government talks
about self-reliance, or oZi
Li Zi Qiang” (B 71858),
and when the U.S. gover-
nment talks about secure
supﬁly chains. I think that
both governments are
engaged in decoupling and
that business should speak
out on this issue.



In the shorter term, we also need a framework
to talk, we need some form of regular trade and
investment consultations, perhaps around a
neutral agenda, like the CPTPP, I think would
be extremely helpful. I must admit that I am
not optimistic over the short term. China is too
wedded to the idea of self-reliance. And the
U.S. is actively pursuing a comprehensive In-
do-Pacific economic framework that I am not
particularly excited about. But that’s where a
lot of the attention is.

So let’s be honest, I think as a number of other
speakers have mentioned, despite the tensions,
trade has grown over the last two years. U.S.
exports were up 17 percent in 2020, and an es-
timated 11 percent, in 2021. And I realize that’s
not compatible with Zhang Xiaoqiang’s figures,
and we could talk about that, but the direction
is the same, and that’s a good thing. Compa-
nies adapt. I think that RCEP is wonderful, and
that it will increase opportunities for American
companies that are invested in Asia, if not for
American exporters. At the same time, the lack
of communication and increasing open hosti-
lity between the governments is very worriso-
me. Simply, the U.S. and China need to talk to
each other if we are to move to a more predic-
table, sustainable and stable international or-
der, including in trade and investment, but not
only in trade and investment.

In conclusion, from a microeconomic point of
view, I think that companies in China, Hong
Kong and the U.S. probably have very similar
views, that if we want to be successful, we need
to simultaneously play a brilliant defense and a
bold new offense to remain relevant in the de-
bate. Otherwise, the security narrative will do-
minate. So if this is a team sport, to the extent
that we could work together with other busi-
nesses in Hong Kong and in [mainland] China,
I think that we will move the agenda forward,
and we will have a higher degree of success.

The U.S. and China
need to talk to each
other if we are to
move to a more

predictable,

sustainable and
stable international
order, including in
trade and
investment, but not
only in trade and
investment.
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Global Supply
Chain



How to Grease the Economic Wheels

David Lampton

Professor Emeritus & Former Hyman Professor and Director of
SAIS-China and China Studies
Johns Hopkins School of Advanced International Studies

The world needs to think about how to productively move forward in a
way that does not lead to the evolution of a more hermetically sealed, less
economically efficient global and regional trade system in which there are
increasingly weak incentives for cooperation.

Please permit me to make three crisp
points:

One: It would be too easy, simplistic,
to say that the supply chain problems
we face, particularly those involving the
U.S. and China, simply are a result of CO-
VID-19 and its endless succession of va-
riants. I think it is fair to say that every
problem that we have with this supply
chain has been exacerbated by COVID.
However, even if there were a miracle
cure or prevention tomorrow, there are
fundamental changes occurring in regio-
nal and global supply chains that will be
long-lasting and are reshaping the global
economic and trade system. We are dea-
ling with a long-term, secular trend, not
simply a momentary disruption.

There are many factors that
already have reshaped global
supply chains, particularly in Asia,
and will do so to a greater extent
moving forward.
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Having said this, COVID is a major pro-
blem. China’s zero-COVID policy has
been associated with an extremely low
rate of national fatalities. This is a marve-
lous achievement, but it also has virtual-
ly shut down the fluid flow of human re-
sources essential to making global supply
chains work well. The lack of vaccine ac-
ceptance across borders, particularly the
U.S. and China, is clogging the arteries of
globalization.

Two: There are many factors that already
have reshaped global supply chains, par-
ticularly in Asia, and will do so to a gre-
ater extent moving forward. To start, the
global supply chain’s structure depends
greatly on the relative cost of currencies,
and the U.S. interest rate is going up and
we have to expect this to be a long-term
trend. This will help shape supply chain
sourcing choices. As well, labor costs in
China have been rising, and countries in
Southeast Asia have relatively more fa-
vorable labor costs and improving infra-
structure to compete for future sourcing
investment.
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Moreover, in China, the United States and
much of the world, there is politically po-
werful talk of self-reliance, keeping em-
ployment in their own societies even at
the cost of added economic inefficiencies.
Populism, nationalism — they all make the
decision to source at home or nearby more
attractive.

And finally, the most pernicious considera-
tion has become strategic mistrust between
the United States and China. As both Chi-
na and the United States seem increasingly
inclined to view the other as a national se-
curity threat, we see decisions to source
research and development activities, and
sourcing decisions for key technologies, at
home or at least at more secure foreign lo-
cations.

The U.S. and China have to amplify
what they have in common.
Increased confidence is essential to
one’s willingness to depend on the
other. Absent this, prospects are for
deterioration.

Frankly, U.S.-China mutual strategic anxie-
ty is worsening by the day, and this will
become a progressively prominent con-
sideration unless strategic stabilization is
achieved between Washington and Beijing.
The decision, for example, to have TSMC
invest $12 billion in Arizona for advanced
chip manufacture is just the most obvious
example of this phenomenon.

Three: This brings us to thinking about how
to productively move forward in a way that
does not lead to the evolution of a more her-
metically sealed, less economically efficient
global /regional trade system in which there
are increasingly weak incentives for coope-
ration. The U.S. and China have to amplify
what they have in common. Increased con-
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fidence is essential to one’s willingness to
depend on the other. Absent this, prospects
are for deterioration.

So, attention needs to be focused on
U.S.-China vaccine and pandemic coope-
ration, bilaterally and globally. Also, we
have to be looking at implementing past
trade agreements so as to give confiden-
ce that it is worthwhile reaching new tra-
de agreements. And we both have to show
interest in cooperating in the same multi-
lateral trade arrangements: CPTPP, RCEP,
AIIB, etc. And finally, our two security es-
tablishments have to institutionalize both
military-to-military dialogue and confiden-
ce-building measures.

There seemed to be a lot of nodding heads
when everybody said the private sector will
find a way. I believe that, too — to a nontri-
vial extent — but at some point government
can throw up roadblocks that make it very
difficult and increasingly inefficient. So I
think we need to work on those fundamen-
tal roadblocks to the political and strategic
relationship so we breed the degree of con-
fidence that makes us each willing to be de-
pendent on the other and, therefore, global
supply chains.

David Lampton P t] . =L



And Now, the Bad News...

William Reinsch

Senior Advisor and Scholl Chair in International Business
Center for Strategic and International Studies

If you're expecting greater cooperation between China and the United States,
either at the governmental level or even at the corporate level with respect to
supply chains, “there’s virtually zero possibility that’s going to happen.”

I'm going to try to talk about the politics
of supply chains and present an American
point of view. I would basically say that if
you're expecting greater cooperation bet-
ween China and the United States, either
at the government level or even at the cor-
porate level on supply chains, and the de-
velopment of supply chains, I think that’s
not going to happen.

They want to shorten their supply
chains. This really means in
practical terms of pulling back
from Asia.

In fact, there’s virtually zero possibility
that’s going to happen — for reasons that
have nothing to do with China, and some
reasons that have a great deal to do with
China.

On the first part, there has been an evolu-
tion going on in the United States on the
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part of American companies to shorten
their supply chains and bring them clo-
ser to home. This began even before the
Trump administration. It’s not a new phe-
nomenon. It’s not a wave. Not everybody
is doing it, but you can see it happening
piecemeal. They want to shorten their
supply chains. This really means in prac-
tical terms of pulling back from Asia, for a
variety of reasons. One is simply a desire
to be closer to their customers. A larger
one is uncertainty about volatile trans-

If you're expecting greater
cooperation between China
and the United States,
either at the government
level or even at the
corporate level on supply
éhal?s, and th? |

evelopment of su
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going to happen.
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portation costs — volatility and price
of fuels, for example, or transportation
delays, which were exacerbated by CO-
VID. The situation is a lot more uncer-
tain than it used to be.

In the case of China, in particular, the
zero-COVID policy there has produ-
ced factory lockdowns, which are at the
front end of the supply chain. But com-
panies here have to deal with that, and
the factories closed and, you know, we
can’t get the things that we wanted to
get. People think about other alternati-
ves. I think companies are also coping
with increased political risks. And that
is particularly true with respect to Chi-
na. I think, in general, the United States
in the current Biden administration,
there’s been really increased pressure
to build resiliency and redundancy in
supply chain management.

In the last two years, I think, the COVID
experience has shown Americans that
we can’t always get everything we want
when we want it. And what that has
produced is a lot of pressure on com-
panies to rethink their supply chains, in
addition to price, quality and delivery
schedules that were mentioned a few
minutes ago to build resilience into it.
And what that tells supply chain mana-
gers is, in addition to Plan A, you need
Plan B. And you need Plan C. And one
of those plans probably needs to have
United States production.

So there’s a lot of rethinking going on.
This is not something that happens
overnight. Those of you that know sup-
ply chains know that it takes a long time
to make adjustments. New suppliers
have their contractual obligations with
old suppliers. New suppliers who have
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certified anything that is regulated for
health, safety or environmental pur-
poses, at any point in the supply chain
needs to deal with regulators. These
things take a long time. And so what
you’re going to see is a gradual evoluti-
on, not an immediate reaction.

What you’re going to see is a
gradual evolution, not an
immediate reaction.

There are some reasons for this pheno-
menon, though, that are directly rela-
ted to China. And I think it begins with
the reality of increasingly negative pu-
blic opinion in the United States about
China. Eleven years ago the American
view of China in an overall sense, was
53 percent positive. Last year, it was 78
percent negative. That’s an extraordi-
nary change of public opinion in a rela-
tively short period of time. Most of that
has happened in the last five years. And
most of it in my view is driven largely
by Chinese actions that the U.S. public
views as hostile. Many of them are not
economic. The Chinese actions in the
South China Sea with respect to Taiwan
and Hong Kong and Xinjiang, all have
managed to alienate or irritate large seg-
ments of the American population.

There are also the economic issues that
I'm sure everybody in this conference
knows very well, which the Americans
regard as unfair subsidies, forced tech-
nology transfers, IP theft, discriminati-
on against foreign parties — basically all
the things that Trump was talking about
and reserved for discussion in Phase



Two, which is not likely to happen. But
they’re all there.

If you ask the current administration
what our economic problems with China
are, it will be the same as the Trump list.
So all those problems add up, and what
they have ended up with is extraordina-
rily sharply growing negative public opi-
nion about China, about doing business
with China.

I think the Chinese government’s econo-
mic bullying of Australia and Lithuania,
and its trolling of American companies
that don’t follow the Chinese line on par-
ticular issues, have further alienated not
only governments but businesses. And I
think the view on the latter significantly
increases the political risk of doing busi-
ness in China or doing business with Chi-
na.

And what we're experiencing right now
in the United States is that politicians fol-
low the polls in our country and they’re
taking their own increasingly hard line
on China — in both parties, but the Repu-
blicans in particular, the party that’s out
of power at the moment, made it their
campaign issue.

There are already four or five Republi-
can senators running for president even
though the next election is three years
away. All of them have the same platform,
that Democrats in general and President
Biden in particular, are soft on China, and
are compromising our national security;
and they are competing with each other
to see who can produce the most outra-
geously hard-line proposals for dealing
with China. Those are not going to be en-
acted, but they put the president in a very
difficult position. He doesn’t have much
room to maneuver. Almost anything that
he does that would be intended to make
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the bilateral relationship better, will be
criticized by the other party as surrende-
ring to the Chinese and undermining our
security.

So this is why people who are predicting
the status quo for the next year or so are
probably on target in terms of the over-
all relationship. In addition to all that,
the Biden administration has been blunt
about advocating reshoring — bringing
manufacturing and production, particu-
larly, back to the United States. So far,
that’s been mostly rhetoric. But ultima-
tely, Congress may be asked to enact fi-
nancial incentives, probably tax credits,
for companies to build and invest back in
the United States. Some will, some won’t.

If you ask the current
administration what our economic
problems with China are, it will be

the same as the Trump list.

But the trend — if there is a trend — will
be in the direction of either returning or
of nearshoring, which is locating not ne-
cessarily in the United States proper but
nearby, which would mean, in our case,
Mexico, Canada, Central America and
other places in the Western Hemisphere.
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There are already four
or five Republican
senators runnlng for
president even though
the next election is
three years away. All
of them have the same
%atform, that
emocrats in general
and President Biden in
particular, are soft on
China, and are
compromising our
national security.
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So all of that is going on. It’s like I said,
it’s piecemeal. It’s anecdotal. What com-
panies decide to do depends a lot on their
business model. It depends a lot on the
extent of their existing investment in
China, and the extent to which they’-
re willing to either reduce or sacrifice
that. But the pressure here is very clear
to companies from the government. We
want you to come home, and what the
companies are increasingly seeing is a
variety of reasons in terms of political
economic risk. And COVID inspired a
supply chain review to think about doing
exactly that.

But the trend will be in the
direction of either returning or of
nearshoring.

So the bottom line, I think, is that even
though both governments will say they
don’t want to force companies to choose
between them, in fact both countries are
pursuing policies that encourage com-
panies to do precisely that. The Chinese
have embarked on a whole series of po-
licies to promote technology indepen-
dence. You can read it in the outgoing
and incoming five-year plans and other
publications. I've just described what the
Americans are doing. We are pushing
companies apart. We are pushing the
countries apart. And I think in the near
term, sadly, I don’t foresee any change in
that as long as the same people in both
governments remain in charge.



Responding to Broken Supply Chains

Wang Yiming
Vice Chairman

China Center for International Economic Exchanges

To ensure the stability of global supply chains, we need to fundamentally
optimize the division of labor and collaboration. We must also leverage a
new generation of information technology to improve supply chain

resilience.

I'd like to talk about three issues.

First is the impact of the pandemic on
global supply chains.

Supply chain disruptions caused by
the pandemic are a new phenomenon.
From energy to chips, from cars to elec-
tronic products, major economies are
in the grip of supply chain bottlenecks
on many fronts. Unlike natural disas-
ters, the pandemic’s impact on supply
chains is global in scope. It seems every
part of the world is affected — not only
production but also logistics are gravely
affected.

There are two telling examples. One is
chips. The chip shortage has had a huge
impact on car manufacturing. Since the
second quarter of 2021, this problem
has led to a significant drop in car pro-
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duction in both the United States and
Germany. According to the U.S. Bureau
of Economic Analysis, in 2021 produc-
tion bottlenecks in auto production pus-
hed domestic GDP growth in Q2 down
by 1.5 percentage points compared with

Q3.

Supply chains can be integrated
both vertically and horizontally.

The other example is logistics. Conge-
stion at ports has led to an upsurge in
shipping costs. As we know, inventory
levels in America have been dropping
for months in a row. But if logistics can
be improved, I think its domestic inven-
tories will be replenished at a faster rate.

SPECIAL EDITION | FEBRUARY 2022

71



The second of my three issues involves
recent changes in global supply chains.

The march of globalization has further
underscored the importance of global
supply chains. Supply chains can be in-
tegrated both vertically and horizontally.
Horizontal integration refers to the con-
centration of production and supply of
goods. As globalization moves forward,
we see that production is increasingly
concentrated, with China, Germany and
the United States as the world’s three
most important production centers. Chi-
na in fact has become the largest expor-
ter of domestically made products. Con-
sequently, economies on the periphery
of global production chains are worried
about their heavy reliance on these cen-
ters.

The COVID-19 pandemic has

indeed amplified this kind of

fragility in the form of supply
chain disruptions.

Vertical integration relates to the re-
lationship between upstream and
downstream countries. Countries that
supply natural resources and hard-to-re-
place technologies are upstream coun-
tries, while countries like China, a large
manufacturing country, are downstream
countries that are subject to restrictions
imposed by upstream countries.

For example, the United States is cutting
China out of the tech supply chain. A
crunch in the supply of natural resour-
ces has the potential to cause produc-
tion bottlenecks, too. This is a result of
the global division of labor. Production
concentration has increased economies
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of scale, reduced production costs and
boosted consumer welfare. But there are
also downsides. High concentration also
leads to greater fragility. The COVID-19
pandemic has indeed amplified this kind
of fragility in the form of supply chain
disruptions.

My third issue is how to ensure the sta-
bility of supply chains?

On the surface, the supply chain crisis is
caused by the pandemic, but I think the
deeper reasons are rising protectionism
and structural issues in global trade and
industry. The pandemic is nothing but
a catalyst, and an outward form of the
crisis. Specifically, the deeper reasons
include trade protectionism, geopolitical
divides and especially the lack of strate-
gic trust between China and the United
States. The United States sees China as its
biggest strategic competitor.

Vertical integration
relates to the relationship
between upstream and
downstream countries.
Countries that supply
natural resources and
hard-to-replace
technologies are
upstream countries,
while countries like
China, a large
manufacturing country,
are downstream .
countries that are subject
to restrictions imposed
by upstream

countries.
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I understand why America doesn’t want
to see a stronger China, and why since
the Trump administration the United
States has imposed high tariffs on Chine-
se goods, restricted Chinese investment
in its domestic high-tech sector and used
Entity List designations to target Chinese
companies through export controls. In
addition, American companies are being
urged to bring back production from
overseas.

These measures, however, only serve to
increase the stress in global supply chains
and the pressure of global inflation. The-
refore, chip shortages and cargo conge-
stion are just outward forms of supply
chain disruptions. Essentially, these is-
sues are a result of the structural issues
I mentioned.

I believe that the formation and develop-
ment of global supply chains are a result
of both market rules and choices made
by companies. It is costly to intentional-
ly change the choices of market entities.
And private organizations lack motivati-
on to do so. As a result, in most cases, the
government pushes for changes through
industrial policies. For example, the Bi-
den administration established a task
force in 2021 to assess vulnerabilities in
critical domestic supply chains, inclu-
ding semiconductor chips, large capacity
batteries, critical minerals and materials,
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pharmaceuticals and active pharmaceu-
tical ingredients. The findings were re-
leased last June. This move indicates that
the United States wants to readjust its
supply chains.

Europe is doing the same thing. Both the
U.S. and Europe hope to increase the sta-
bility of supply chains at the expense of
efficiency. But this arrangement, which
may prove effective in the short term,
may turn out to be inefficient and even
ineffective in the long run. In the context
of globalization, attempts to promote in-
dustrial decoupling through government
directives and to bend market rules by
means of political force are not realistic
or wise.

My conclusion is that to ensure the sta-
bility of global supply chains, we need
to fundamentally optimize the division
of labor and collaboration and leverage
a new generation of information techno-
logy to improve supply chain resilience.

The pandemic is
nothing but a catalyst,
and an outward form of
the crisis. Specifically,
the deeper reasons
include trade
protectionism,
geopolitical divides and
especially the lack of
strategic trust between
China and the United
States.
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Risk of a Semiconductor Short

Circuit

Zheng Li
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Vice Chairman of China Semiconductor Industry Association
Director and CEO of Jiangsu Changjiang Electronics

Uncertainties threaten fragmentation of the global semiconductor supply
chain, which could bring an increase of 35 to 65 percent in production
costs and send shockwaves through related industries and the world

economy.

I want to share viewpoints on behalf of
CSIA on issues of the global semiconduc-
tor supply chain.

I'd like to begin by giving you an over-
view of the China Semiconductor Indus-
try Association (CSIA). As an authorita-
tive industry association, we have nearly
800 member companies whose output
value accounts for more than 80 percent
of the domestic industry. Also, we are
a member of the World Semiconductor
Council and maintain close, long-term
cooperation with the Semiconductor In-
dustry Association in the United States

GLOBAL SUPPLY CHAIN

and with our counterparts in many other
countries.

For well-known reasons, the industry has
suffered a notable decline since 2019.
Over the past three years, pandemic con-
trol measures, the digital economy and
carbon neutrality efforts have helped
the sector to achieve positive growth at
10 percent, which is a milestone. It is es-
timated that the market will reach $900
billion by 2030.

According to the CSIA, China is not only
the world’s largest IC market but also an



important link in the global semiconduc-
tor supply chain. In 2020, its semicon-
ductor imports reached $376.7 billion,
and its growth rates in recent years have
surpassed those of other countries or
regions. The boom in China’s consumer
electronics market and its strong capaci-
ty for electronics manufacturing deliver
huge opportunities for the world’s semi-
conductor sector, including, of course,
the United States.

Seen from the perspective of market de-
mand and internal dynamics, the growth
prospects of this sector are quite promi-
sing. But without doubt, the sector has
been in the grip of uncertainties and
challenges over the past three years. The
pandemic may continue to disrupt the re-
covery and development of the global se-
miconductor supply chain in the coming
years.

In addition, as two important players in
the supply chain, China and the United
States are locked in trade frictions, which
threaten to bring enormous risks and cri-
ses to the fragile supply chain and the re-
cently revitalized market. The geopoliti-
cal divide continues to cast uncertainties
over the whole industry, and the erosion
of trust in the supply chain is intertwined
with a chip shortage caused by the pan-
demic.
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If allowed to persist, these risks and un-
certainties will cast a shadow over the
otherwise well-functioning semicon-
ductor industry, which is underpinned
by global cooperation. There is a risk of
fragmentation in the global semiconduc-
tor supply chain. According to business
insiders, in a fragmentation scenario, the
sector will need an extra investment of at
least $500 billion to $1 trillion, and semi-
conductor products will see an increase
of 35 percent to 65 percent in production
costs, thus sending shockwaves through
related industries and the world econo-
my as a whole.

If these risks are left unchecked, the good
development momentum of the industry
and mutual trust of industry players will
be undermined. Companies then will
have to assess the risks and uncertainties
posed to their supply chains from the
perspective of bottom-line thinking, and
try to diversify their supplies and even
build their own supply chains, which will
lead to the de facto fragmentation of the
global supply chain. If this happens, the
entire industry will take a heavy beating
and everyone will suffer.

There is a risk of
fragmentation in the
global semiconductor
supply chain. Ina
fragmentation scenario,
the sector will need an
extra investment of at least
$500 billion to $1 trillion,
and semiconductor
products will see an
increase of 35 percent to
65 percent in production
COStS.
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The business communities in China and
the United States are deeply concerned
about these risks and challenges. As sta-
keholders, they all hope the global sup-
ply chain can be placed on a track toward
healthy development as soon as possible.
That is why CSIA and STA maintain effec-
tive communication. For example, both
CSIA Secretary-General Zhang Li and
SIA President John Neuffer call for indus-
try-wide cooperation to ensure the sound
development of the global market and the
stability of supply chains.

To respond to opportunities and challen-
ges over the next few years, they argue, in-
dustry players need to enhance coordinati-
on and offer wise and reasonable advice to
their governments to manage differences
and avoid conflicts. The two sides also be-
lieve in the need for unconditional removal
of export controls on purely commercial
technologies and mass-produced products
— such as chips for consumer electronics
— and agree to work together on carbon re-
duction in the industry. They also suggest
that industry players in the two countries
make their voices heard and work in part-
nership to persuade their governments to
follow the trend of globalization and return
to healthy competition and market-based
resource allocation to sustain the develop-
ment and prosperity of the entire industry.

We believe that China and the United
States share the same goal in pushing for-
ward the globalization of the digital econo-
my and that cooperation will be the defi-
ning trend of the digital sector in the years
to come. While recognizing the existence
of misunderstandings and differences, we
believe that full and candid communica-
tion remains the very solution and key to
greater development.
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We’re OQut of Time

Jeffrey Sachs
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The world has been talking about climate for 30 years and yet no decisive
breakthrough has been made because of vested interests. This is the result
of political corruption, not a lack of means to work together.

I think the situation is quite clear. As
you have described it, the world has
been confronting the climate change is-
sue for 30 years. It was 30 years ago that
the UN Framework Convention on Cli-
mate Change was signed. We have not
succeeded in even stopping the rise of
emissions. The only thing that we have
succeeded in doing globally is to conti-
nue the increase of temperature to very
frightening levels and an accelerating
rate of warming.

COOPERATION ON CLIMATE

We are now 1.2 degrees Celsius abo-
ve the pre-industrial temperature, and
we have said for good reason that we
should stop the rise of temperature be-
low 1.5 degrees. In other words, only
0.3 degrees Celsius more. But the war-
ming of Earth at this stage is probably
0.3 degrees Celsius or faster per decade.
Now, there is a very real chance that we
will overshoot the 1.5 degree Celsius
mark within the next few years. One of
the world’s leading climatologists, Dr.



James Hansen, my colleague at Columbia
University, warns that with the next El
Nino event, which could come in 2023 or
2024, we will see another perilous jump
in temperature.

So as you described it, the two major
countries have no choice but to coopera-
te. In any event, of course, I think every-
body on this panel and all right-thinking
people, in my view, in the world would
want our two countries to be cooperating
on so many fronts — on stopping CO-
VID, on global development, on helping
to fight poverty where it remains and on
climate change.

But as you've described, this is an exis-
tential issue. This is not a choice. We
must cooperate. Now.

It is wonderful that Professor Xie Zhen-
hua is on the panel. He’s a great and dis-
tinguished leader of China’s efforts on
climate change, a good friend of the wor-
1d on fighting climate change. And he sig-
ned an important agreement, as you said,
with Special Envoy John Kerry at COP26.
This is very heartening for us, but I do
have to caution that the U.S. is not a uni-
ted government.

We’ve been at this for 30 years
and have not made a decisive
breakthrough, and it is because of
vested interests.

As we know, former Secretary of Sta-
te Kerry is our leading diplomat and is
absolutely committed to the path of de-
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carbonization, as is President Biden. But
we can’t get legislation through the U.S.
Senate right now. The chairman of the
Senate Energy and Natural Resources
Committee, Joe Manchin of West Virgi-
nia, owns coal mines. That’s how bad it
is. We're a very corrupt government at
this stage — so much money in politics —
but it’s not even indirect corruption. It’s
the chairman of our Natural Resources
Committee in the Senate is a coal mine
owner. And so we have lots of barriers to
effective action.

We have a lack of cooperation within the
United States. We have difficulty coope-
rating with China. And I think it’s fair to
say many countries around the world are
dragging their feet. If you have a lot of
coal, oil or gas in the country, I think it’s
pretty predictable that the government is
slow to act. And this is true all over the
world.

We’ve been at this for 30 years and have
not made a decisive breakthrough, and
it is because of vested interests. It is be-
cause of corruption in our politics. It is
not because we lack the means to work
together and within our own economies
to decarbonize decisively.
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China really can lead
technologically. I think
the U.S. can also lead
technolo%ically. We
ought to be
cooperating
technologically instead
of this techno 0%/ war
that the United States
has launched, which
also makes no sense.
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Let me just conclude my brief remarks
by saying that China is a world leader
in every major technology that is nee-
ded for decarbonization — in low-cost
photovoltaics; in low-cost wind power;
in low-cost, large scale hydroelectric
power; in long-distance, high-volta-
ge, direct current transmission; in 5G;
in smart grids; in electric batteries; in
electric vehicles. China really can lead
technologically. I think the U.S. can
also lead technologically. We ought to
be cooperating technologically instead
of this technology war that the United
States has launched, which also makes
no sense.

We don’t have a shortage of
solutions. And we also don’t have
a surplus of time. We have run
out of time.

But my point is, we don’t have a shorta-
ge of solutions. And we also don’t have
a surplus of time. We have run out of
time.

And so I want to thank all my fellow pa-
nelists. They’re all great leaders in this
effort. And I want to encourage Pro-
fessor Xie Zhenhua to continue the ef-
forts to find cooperation with the Uni-
ted States. We're working on our side
to say to Americans, “Cooperate. Let’s
get in and act. Let’s stop our own delays.
We’ve got our battles at home, but we’re
fighting them and we want the partner-
ship and we want the cooperation.”



Constructive Moves on Climate

Change

Xie Zhenhua

% China Special Envoy on Climate Change

China remains committed to enhanced dialogue with the United States
and other parties to achieve full implementation of the Paris Agreement.
We hope the United States also can create a favorable environment for
climate cooperation that will benefit the people of our countries and

beyond.

I'd like to give a brief overview of Chi-
na-U.S. exchanges and cooperation on
climate change in 2021.

Scientific evidence shows that climate
change has turned from a potential thre-
at and challenge to a real risk and crisis
that demands global cooperation. In the
COP26 climate summit in November,
Chinese President Xi Jinping issued a
written statement, calling on the world
to uphold multilateral consensus, focus
on concrete actions and accelerate the
green transition. These three proposals
have won wide attention and applause
in the international community and in-
jected important political momentum to
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global climate governance.

Participants at the summit completed
negotiations on the details required for
the full implementation of the Paris
Agreement and adopted the Glasgow
Climate Pact. These achievements de-
monstrate global commitment to cli-
mate action and boost confidence in
global cooperation to enhance climate
governance. Also, the goals, principles
and rules of global climate action are de-
fined, which promises to accelerate the
transition to green social and economic
development and technological innova-
tion.
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China and the United States are the wor-
1d’s largest economies, and their coopera-
tion on climate change delivers benefits
to both countries and the wider world.
Under the Obama administration, the
two countries made a historic contributi-
on to the development, adoption, signing
and entry into force of the Paris Agree-
ment through their effective collaborati-
on. In the context of the volatile interna-
tional landscape these days, Chinese and
U.S. leaders seek to engage in bilateral
dialogue and exchanges as special envoys
for climate and together respond to the
global climate crisis.

China has consistently had an active and
open attitude to such exchanges and coo-
peration. I have the utmost respect for
U.S. Special Presidential Envoy for Cli-
mate John Kerry, who is my old friend.
With the approval of our national lea-
ders, we issued the China-U.S. Joint Sta-
tement Addressing the Climate Crisis in
April 2021. It announced that, moving
forward, the United States and China are
firmly committed to working together,
and with other parties, to strengthen
implementation of the Paris Agreement
and to discuss — both on the road to
COP26 and beyond — concrete actions
in the 2020s to reduce emissions aimed
at keeping the Paris Agreement-aligned
temperature limit within reach.
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We also agreed to engage in dialogue and
exchanges in eight sectors, including po-
licies, measures and technologies to de-
carbonize industry and power; renewa-
ble energy; green and climate-resilient
agriculture; energy-efficient buildings;
green, low-carbon transportation; emis-
sions of methane and other non-CO2
greenhouse gases; emissions from inter-
national civil aviation and maritime acti-
vities; and other near-term policies and
measures.

In November 2021 when delegates at
COP26 struggled to resolve major stic-
king points, China and the United States
issued the China-U.S. Joint Glasgow De-
claration on Enhancing Climate Action in
the 2020s, creating the space for the re-
solution of differences at the summit. In
order to reduce CO2 emissions, the two
countries intend to cooperate on:

e policies that support the effective inte-
gration of a high share of low-cost inter-
mittent renewable energy;

e transmission policies that encourage ef-
ficient balancing of electrical supply and
demand across broad geographies;

« distributed generation policies that en-
courage integration of solar, storage, and
other clean power solutions closer to
electricity users;

e energy efficiency policies and stan-
dards to reduce electrical waste.

In addition, we intend to cooperate on:

 enhancing the measurement of metha-
ne emissions;

« exchanging information on our respec-
tive policies and programs for strengthe-
ning management and control of metha-
ne;

o fostering joint research into methane



emission reduction challenges and solutions;
 engaging collaboratively in support of elimina-
ting illegal deforestation through enforcement of
laws banning illegal imports.

Moreover, our two countries intend to establish
a working group on enhancing climate action in
the 2020s, focusing on concrete actions in this
decade. This may include continued policy and
technical exchanges; identification of programs
and projects in areas of mutual interest; meetings
of governmental and non-governmental experts;
facilitating participation by local governments,
enterprises, think tanks, academics and other
experts; exchanging updates on respective nati-
onal efforts; considering the need for additional
efforts, and reviewing the implementation of the
Joint Statement and this Joint Declaration.

The Chinese and U.S. special envoys and their
teams have taken active measures to implement
the outcomes of video and telephone meetings
between their national leaders. In the past year,
they held 31 video dialogues and four face-to-fa-
ce meetings in which they shared their intenti-
ons, noted each other’s major concerns, maxi-
mized common ground and increased mutual
understanding and trust. From the resumption
of dialogue and exchange to the agreement to
deepen cooperation and preparation for the joint
working group, we have made notable gains in
driving institutionalized, results-oriented coope-
ration.

The outcomes of the Glasgow Climate Change
Conference didn’t come easily, and the full im-
plementation of the Paris Agreement will begin.
We remain committed to multilateralism and en-
hanced dialogue with the United States and other
parties to achieve full implementation of the Paris
Agreement. At the same time, we hope the Uni-
ted States can create a favorable environment for
climate cooperation that will benefit the people
of our two countries and beyond.
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China’s Key Carbon Initiatives

Liu Yanhua
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The initiatives include policy measures, legal tools and market-based
measures. Three major carbon milestones are defined in the central
government’s guidance, targeting 2025, 2030 and 2060.

Now I want to share with you China’s
initiatives to achieve its carbon peak
and carbon neutrality. Generally spea-
king, these initiatives include policy
measures, legal tools and market-based
measures.

First, policy measures

In September 2020, President Xi Jinping
announced the country’s goals for car-
bon peaking and carbon neutrality. In
his speeches since then, he often high-
lighted the need to achieve carbon neu-
trality. Specifically, these goals include:
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 Peaking carbon dioxide emissions by
2030 and achieve carbon neutrality by
2060;

» Lowering carbon dioxide emissions
per unit of GDP by over 65 percent by
2030 from the 2005 level;

* Increasing the share of non-fossil fu-
els in primary energy consumption to
around 25 percent, increasing the forest
stock volume by 6 billion cubic meters
from the 2005 level and bringing the to-
tal installed capacity of wind and solar



power to over 1.2 billion kilowatts by
2030;

 Imposing strict control on the growth
of coal consumption in the 14th Five
Year Plan period (2021-25) and gradu-
ally reducing coal consumption in the
15th Five Year Plan period (2026-30);

e Strengthening control of non-CO2
greenhouse gases;

 Launching a national carbon trading
market;

e Stopping the building of new coal
plants abroad.

These are some basic goals in China’s
commitment to it carbon peak and car-
bon neutrality.

Then on Oct. 24, 2021, the Communist
Party of China Central Committee and
the State Council published the Wor-
king Guidance for Carbon Dioxide Pea-
king and Carbon Neutrality in Full and
Faithful Implementation of the New De-
velopment Philosophy, outlining overall
plans and arrangements at the national
level. The guidance lists 10 priorities in
the country’s efforts to achieve its car-
bon peak and carbon neutrality:

» Promoting the comprehensive green
transformation of social and economic
development;

» Deepening industrial restructuring;

 Accelerating the establishment of a
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clean, low-carbon, safe and efficient
energy system;

» Increasing the quality of green,
low-carbon development in rural and
urban areas;

« Strengthening research and applicati-
on of green and low-carbon technology;

» Enhancing the capabilities of carbon
sinks;

« Enhancing green and low-carbon ap-
proaches to opening up;

» Upgrading laws, regulations, standards
and statistical monitoring systems;

e Improving policy mechanisms.

Three major carbon milestones are de-
fined in the guidance:

* By 2025, an economic system of green,
low-carbon and circular development
takes shape and energy efficiency in
major industries are significantly incre-
ased;

» By 2030, notable progress is made in
the comprehensive green transition of
economic and social development and
energy efficiency in major energy-con-
suming industries reaches advanced in-
ternational standards;

* By 2060, an economic system of green,

low-carbon and circular development
and a clean, low-carbon, safe and ef-
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ficient energy system take shape; and
energy efficiency reaches advanced in-
ternational standards, with non-fossil fu-
els accounting for more than 80 percent
of the energy mix. Carbon neutrality is
achieved and significant achievements
are made in ecological civilization, thus
enabling greater harmony between man
and nature.

The guidance provides the overarching
framework for China’s “1+N” policy sys-
tem designed to achieve its carbon peak
and carbon neutrality. The number “1”
refers to the overall strategic direction;
“N” refers to action plans formulated by
competent authorities at the central and
regional levels for specific sectors and
regions, such as energy, industry, urban
and rural development and transportati-
on. It also includes supporting policies in
terms of technology, carbon sink capaci-
ty-building, statistics and accounting, su-
pervision and assessment and financial,
fiscal and price support.

The guidance represents China’s over-
all climate action. In October 2021, the
State Council issued the Action Plan for
Carbon Dioxide Peaking Before 2030.
The plan outlines main objectives for the
14th and 15th Five-Year Plan periods.
Particular focus is placed on 10 areas of
action, including:

* Transitioning to green and low-carbon
energy;

« Saving energy, reducing carbon, and in-
creasing efficiency;

 Reaching the carbon peak in the indus-
trial sector;
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 Reaching the carbon peak in urban-ru-
ral development;

* Realizing green and low-carbon trans-
portation;

e Facilitating carbon emissions reducti-
ons through the circular economy;

* Enhancing innovation in green and
low-carbon technologys;

e Consolidating and improving carbon
sink capabilities

 Encouraging green and low-carbon acti-
on by the wider society;

e Reaching the carbon peak in different
regions in an orderly manner.

These actions represent the guiding prin-
ciples for our short-term climate res-
ponse. Today, implementation plans for
climate response in industry, transpor-
tation and urban and rural development,
along with action plans for technology
support, have been formulated, with
some already published and some still
under review.



Second, legal tools

China is studying issues related to cli-
mate legislation in the new era. The
goals are to introduce the rule of law
to climate change mitigation and adap-
tation, regulatory actions and interna-
tional climate cooperation; define the
legal status, objectives and legal requi-
rements of climate action; define the
responsibilities of competent authori-
ties, along with legal attributes and tra-
ding schemes of greenhouse gas emis-
sion rights, and regulate climate action
nationwide; and provide a legal frame-
work for the breakdown of climate tar-
gets and performance assessment at
the government level.

These goals underscore China’s com-
mitment to the rule of law in its clima-
te actions and its alignment with global
climate governance. (About 20 coun-
tries and regions, including the UK,
Germany, France, Canada and Mexico,
have made climate change laws and
others designed to promote low-car-
bon development.)

Much has been done in terms of clima-
te legislation in China. For example,
the National People’s Congress Stan-
ding Committee announced in August
2009 that climate change laws would
be incorporated into the country’s
socialist legal system and legislative
agenda. In 2015, the government made
clear that the country would make cli-
mate change laws and regulations, and
a drafting group was established in the
same year. And in 2018, China said it
would establish a strict legal system for
ecological civilization.
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These moves are stepping stones, with
climate legislation in China including
efforts on two fronts. First, revise cur-
rent environmental laws. In fact, all of
its 13 environmental laws have been
revised. Second, make laws on specific
climate issues. This is an ongoing task,
and the focus is on developing green
standards, greenhouse gas accounting
systems, reporting and verification
systems and accountability systems for
the government and the wider society.
We believe that China’s legislative ef-
forts will contribute to global climate
governance.

Third, market-based measures

The fight against climate change also
depends on the market, which has a
big role to play. The main objectives of
market-based measures are to upgrade
economic policies, including a taxa-
tion system conducive to green and
low-carbon development; to impro-
ve green electricity pricing and build
green financing standards; to define
carbon-reduction support tools and
establish a national low-carbon tran-
sition fund; and to modernize market
mechanisms, including upgrading the
national carbon emission trading sche-
me and building a national market for
energy-use rights.

China’s carbon emission trading sche-
me was fully launched in July 2021.
The government establishes the quota
and the market determines the price.
This scheme falls into the scope of the
civil code. A carbon tax hasn’t been
implemented yet. Since it lies in the
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scope of public law, a carbon tax won’t
gain full consideration until the formu-
lation of climate change laws. In additi-
on, China does not support the carbon
border tax, which relates to the allocati-
on of responsibility in international tra-
de, production and consumption.

On a personal note, I think that given
the complexity of China-U.S. relations
and the urgent need for climate action,
the two countries can work together in
four areas:

» The improvement of international cli-
mate governance, especially the imple-
mentation of the Paris agreement. As
two major emitters, China and the Uni-
ted States need to do their part on these
issues.

* Bilateral climate cooperation. Despite
the complicated relations, climate coo-
peration at the province and state level
remains possible, and the focus can be
placed on exchange across sectors.

¢ Climate collaboration with third par-
ties. Since developing countries need
support for their institutional know-
how and technology, China and the
United States can work in partnership
to help these countries enhance green
development.

e Track II dialogues or people-to-peop-
le exchanges. These dialogues can help
reduce misunderstanding, expand com-
mon ground, and pave the way for go-
vernment-to-government cooperation.
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A Different Kind of Exchange

Max Baucus

Former United States Ambassador to China

In addition to traditional cultural exchanges, which are not very good at
this point, there’s a lot of business interaction between our two countries
that takes place under the radar. These also work as exchanges. They

develop trust.

We had quite good two-way communi-
cation between our two countries befo-
re. Our secretaries would come over at
an official level. Businessmen, of course,
did come over. Some businessmen did-
n’'t want me to know, even though I was
ambassador, they’re coming to Beijing.
They were doing deals with the Chine-
se government — sweetheart deals, as
it worked out. At the same time, a lot
of cultural exchanges, even military
exchanges, worked with NGOs. It was
wonderful.

But all that’s changed. It’s changed part-
ly because Trump changed, partly be-
cause of the almost paranoid politics in
America with respect to China and of
course it’s changed because of COVID.
I'm very nervous, concerned, worried
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that as the relationship continues to de-
teriorate — this is very difficult — es-
pecially because it took COVID to get
good cultural exchanges between our
two countries.

I'm quite concerned that it can be dif-
ficult for the United States to reach an
agreement with China on climate, and
for many reasons. One is because of the
deterioration in the relationship. Se-
cond, to be honest about it, President
Biden is not a China expert. His expe-
rience is with Europe, the Middle East.
And that’s also true with most of the
people in the White House. He does not
really understand China, as well as he
should. And I think that makes it diffi-
cult for them to come up with a China
policy. He’s been criticized lately becau-



se he does not have a China policy. And
I think that’s somewhat accurate. Basical-
ly, he is continuing what Donald Trump
was pursuing, and maybe even tougher,
even with more sanctions.

So if I might, I might also add, Biden is
preoccupied with Russia, with Ukraine,
with Iran. So it’s hard for him to focus
now on climate. Add to that, it is difficult
dealing with the United States Congress.
And that’s, as has been pointed out, one
of the shortcomings of a democracy. It’s
one of our strengths that’s also our short-
coming, as difficult as in the case of an
authoritarian country, to get action to get
stuff done. And he’s having a hard time.

The good news, frankly, in addition to
cultural exchanges, which are not very
good at this point, there’s a lot of busi-
ness interaction between our two coun-
tries under the radar. There are a lot of
business transactions and businessmen
and women in both countries. I think it’s
a good forum, if you will, to talk to each
other. It develops understanding and
trust, which are needed. Add to that, fi-
nancial institutions in particular are very
interested in doing business in China,
and China has opened its doors to Ame-
rican financial institutions. It’s because
China knows that by working with U.S.
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financial expertise, and also U.S. finan-
cial investment in China, that is going to
considerably help China.

Going back to climate, it’s interesting to
me that hedge funds and businessmen
see that investing in climate technologies
is good business. You know, they want to
make money. And I think we shouldn’t
forget that. We should encourage busi-
nesses who continue to want to do busi-
ness in China or to invest in green tech-
nologies to do so. And I think we’ll find
that they will.

And finally, one final point here, again,
is on climate. I think, with all the talks
between our two countries how to get
some agreement on climate? Former Pri-
me Minister Helen Clark pointed out that
it’s a necessity to the two big countries.
This may sound a little self-serving, be-
cause there’s so little trust in America
today with respect to China, very little
trust — least at the political level, the top
level. In China, where it’s not just saying
what it’s doing on climate. It’s showing
the world what it’s doing on climate, to
somewhat get Xie Zhenhua’s frustration
that the world does not know what China
is doing on climate. If China were to show

The good news, frankly,
in addition to cultural
exchanges, which are
not very good at this

oint, there’s a lot of

usiness interaction
between our two
countries under the
radar.
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The old
people-to-people
exchanges, they’re
ewand far
etween. We just
don’t have it yet.
So we have to find
other ways to
develop ties
between the two
countries.

ABCDE and actually do it, that will be pic-
ked up by the U.S. press. That’d be noticed,
and that would accomplish two purposes.

One, it helps. If you will, it’s a kind of ex-
change. It’s not really a cultural exchange
between the U.S. and China, but it creates
more trust between the two countries. And
maybe more importantly, we started to ad-
dress the problem we’re facing on climate.
But I don't think you’re going to get the U.S.
to act very significantly, given the current
deterioration of the relationship, and really
the ball is somewhat in China’s court. Chi-
na can act because of its authoritarian sys-
tem. President Xi could say OK, this is what
we’re going to do, and provincial governors
will follow suit on climate. And the more
they do, the more that’s going to be noticed,
not just in the United States but around the
world. And that is a form of exchange, that
I think will be helpful because, otherwise,
the old people-to-people exchanges, they’re
few and far between. We just don’t have it
yet. So we have to find other ways to deve-
lop ties between the two countries.

I want to say this: I'm going to be seeing
John Kerry in a few days in Washington,
D.C., and I will pass Xie Zhenhua’s best
wishes to him, my good friend Senator Ker-
ry — we served together. And maybe in the
meantime Mr. Xie Zhenhua may have some
advice for me of what I could say to John
Kerry. I might add that I'll be seeing the
Chinese ambassador this coming Sunday,
ambassador Qin Gang, and I'll bring this up
with him as well.

And my third point: I've put together so-
mething called the Baucus Institute in my
home state of Montana. I've talked to the
Hewlett Foundation, and they’re going to
give a significant amount of money. It’s fo-
cused on China, and focused on climate. So
every little bit counts. I'm doing what I can.
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A Few Words from an Optimist

Charles Foster

Chairman of Foster LLP
Vice Chair of the George H.W. Bush Foundation
for U.S.-China Relations

The basic fact is that when people get to know one another, the barriers
that created a lack of trust come down and the opportunities for

cooperation dramatically go up.

Although, as Ambassador Baucus says, I
realized that when we speak today, like
people-to-people exchanges, it’s a little
discouraging because things have not
been going in the right direction. Never-
theless, I've been guilty of being called
overly optimistic for many years. So I
will continue in that vein.

One important thing, in what
has been historically a successful
way of trust building, is cultural

exchanges.

We hear, of course, that Americans are
all too aware of the increased tension
in U.S.-China relations today, driven by
disagreement on a wide range of issues
from trade and supply chains to human
and civil rights issues. Unfortunately,
because of the anti-Chinese rhetoric in
the United States and growing nationa-
lism in China, too many embrace a dan-
gerous zero-sum mentality that defies
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common sense. Unfortunately, these
challenges are often presented without
discussion of ways to address them to
strengthen our important bilateral rela-
tions.

In fact, these issues and problems in our
bilateral relations make it more impor-
tant today than ever before that both
countries try and build trust not only
for our mutual benefit but for the bene-
fit of mankind. One important thing, in
what has been historically a successful
way of trust building, is cultural exchan-
ges. I know I have participated in it. To
open, as we all know here in this con-
ference, our mistrust lies in ignorance
about one another and — as the ambas-
sador would know — is particularly true
in the United States, We’re a big coun-
try and we often know very little about
other countries.

But through cultural and people-to-peo-

ple exchanges, we learn not only what
our differences are but the common
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ties of our humanity that we all have in
common, and both the advantages and
the joys of becoming more inclusive.
Now, of course, I'm representing the
foundation, and President George H.W.
Bush embodied that spirit. As you all
know, he was our second envoy to Chi-
na and headed our U.S. liaison office in
Beijing from 1974 to 1976. We engaged
with the Chinese people in a very deep
way, and he became known as the bicy-
cling ambassador. I don’t know whether
Ambassador Baucus also bicycled around
Beijing or not, but certainly George Bush
did.

I had the privilege in his post-presidency
of working very closely with President
Bush on a variety of bilateral matters, and
he would always say — I heard him say
this from the very beginning — U.S.-Chi-
na relations are the most important bi-
lateral relations for the United States. In
fact, when President Ford offered him
an ambassadorship to London or Paris,
which would be viewed as very plush, he
turned that down and instead, confoun-
ded everyone by saying he preferred to
be appointed an envoy to China — be-
cause even at that early stage, in 1974,
he recognized instinctively not only the
potential of China but how important our
bilateral relationship would be for man-
kind forever in the future.

His son, my good friend and our chair-
man Neil Bush frequently described vi-
siting China in those early days with his
father, along with his brothers. Most
of you know his brother, and how they
were viewed by the people in the streets
of Beijing often as some exotic species
from the Beijing Zoo. I understand that,
because I went to China relatively early,
as part of the U.S.-China friendship dele-
gation, in 1978. But of course, all of that
has changed.
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Given China’s incredible development
and opening-up under paramount leader
Deng Xiaoping — about whom, as James
mentioned, I had an anecdote, as I had
the privilege of being with him for two
days when he visited Houston in Febru-
ary 1979. Because of that, China opened
its very first consulate there, and he wan-
ted to visit and speak to the energy com-
panies. But he also wanted to go out to
NASA and the Johnson Space Center and
travel with his delegation out to the Si-
monton Rodeo, a little private rodeo, and
I think some of you would remember.

I knew it when it was happening with
two cowgirls on horseback. I know Se-
nator Baucus has been to many rodeos.
They rode over and leaned over and han-
ded Deng a 10-gallon Stetson hat, which
he took and put it on his head. And I saw
the photographers go crazy taking pho-
tos. And that photo for many years came
to symbolize the opening of the U.S.-Chi-
na relationship at a time when conditions
in China were in many ways far, far wor-
se than they are today.

Cultural exchanges have the power not
only to educate and broaden one’s under-
standing but to alleviate political tensi-
ons, to open markets and operate against
conflict — to build a strong foundation
for future understanding and cooperati-
on. I'm often asked how I became an in-



ternational and immigration lawyer, and
I regularly attribute that to the fact that
I was very blessed to be part of a cultu-
ral exchange program where I had the
opportunity to study international law in
South America, which changed and gene-
rally had a great influence on my career.
It changed my whole international out-
look.

Virtually no global challenge today
can be resolved in any enduring or
meaningful way without effective
cooperation between the United
States and China.

First, the focus was on Mexico being clo-
se to Texas, then Latin America, and then
the rest of the world, particularly focused
on China. Unfortunately, I didn’t have
the opportunity at that time to do that.
It was early on, before we had diplomatic
relations. So I've always regretted that I
didn't have a chance to participate in an
exchange with China, because I would be
speaking fluent Mandarin today rather
than Spanish.

But the basic fact is that when people get
to know one another, the barriers that
created a lack of trust come down and
the opportunities for cooperation drama-
tically go up. And while we have cultural
differences, political systems and often
starkly different points of view based
upon our own culture and education, this
story can still have a mutual vision for a
world where we jointly help people out
of poverty, provide greater access to edu-
cation, healthcare and upward economic
mobility. It’s more important than ever
to join together, as we've discussed, to
help reduce carbon emissions, find our
common humanity and develop the will
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to address the tremendous challenges
both countries have. It will be challen-
ging to achieve these goals even having
a strong foundation of people-to-people
cultural exchanges, which will greatly
enhance the possibility of our countries
working together for the mutual benefit
of mankind.

The George H.W. Bush Foundation for
U.S. China Relations is guided by the
principle that virtually no global challen-
ge today can be resolved in any enduring
or meaningful way without effective coo-
peration between the United States and
China. Engaging in frequent, candid, ro-
bust bilateral dialogue was a pillar of Pre-
sident Bush’s vision for the relationship
and something we can continue to pro-
mote at the foundation.

The basic fact is that
when people get to know
one another, the

barriers that created a
lack of trust come down
and the opportunities for
cooperation dramatically
go up. It’s more
important than ever to
join together, as we’ve
discussed, to help reduce
carbon emissions, find
our common humanity
and develop the will to
address the tremendous
challenges both countries
have.
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The Cornerstone of China-U.S.

Relations

Zhang Xinsheng

Former Chairman of UNESCO Executive Board
Former President of IUCN
Former Vice Minister of Education, P. R. China

People-to-people exchanges are a good starting point for the
post-pandemic era. We have to consider how China and the United
States and others will work together. Since wars begin in the mind,
that is where the defenses of peace must be constructed.

We now face dramatic shifts in public
opinion and once-in-a-century trans-
formations. And there will be funda-
mental transformations and revoluti-
ons going forward. This pandemic is
more than a public health crisis and
it affects more than global economies
and societies. Many lessons can be
learned.

The deadly COVID-19 virus
doesn’t discriminate across
ethnicity, nationality or religion.
It threatens the whole of
humanity, and the only way out
is cooperation.

1. Current development models, which
we adopt to handle relations between
man and nature and between develop-
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ment and conservation, have reached
the end of the road. So have our con-
sumption patterns. Both of them are
unsustainable.

2. The deadly COVID-19 virus doesn’t
discriminate across ethnicity, nationa-
lity or religion. It threatens the whole
of humanity, and the only way out is
cooperation. The world can’t really be
freed from the pandemic as long as a
race or nation is in the grip of the vi-
rus, because we can’t grow in isolation.
We have to support each other in good
times and bad and form a community
with a shared future.

Ambassador Baucus shared his insights
into approaches to the expansion of
China-U.S. cooperation. Following
the introduction of reform and ope-
ning-up, I began to study abroad, in-



cluding in the United States. My personal
growth has benefited much from reform
and opening-up, from the normalization
of China-U.S. diplomatic relations, from
the handshakes between President Nixon
with Premier Zhou Enlai and Chairman
Mao Zedong, and from the agreement
signed by President Carter and Deng Xia-
oping to resume bilateral relations.

But these days I am a little bit worried.
It has been 70 years since World War II
ended, 30 years since the Cold War ended
and 40 years since our relations were
normalized. But what is it that places our
countries on the verge of confrontation?
What is it that pushes us toward another
cold war or decoupling from each other?
Aren’t we wise and coolheaded enough
to find a way out?

I believe that people-to-people exchan-
ges are the cornerstone of bilateral rela-
tions, and I want to make four points on
this issue.

1. People-to-people exchanges are the lubri-
cant of state-to-state relations.

These exchanges include unofficial ex-
changes in such sectors as sports, art,
think tanks and nongovernmental orga-
nizations. Fortunately, I was involved in
exchanges in these sectors when working
in the government and after retirement.
Essentially, people-to-people exchanges
mean interaction between citizens.

In China, the government works for the
well-being of the people. Just as Presi-
dent Xi Jinping said, a people-centered
approach is at the core of everything the
government does, and the health and
lives of the people are at the top of the
government agenda. At the same time,
the U.S. aims to build a government of
the people, by the people, for the people.
In fact, both governments share the goal
of serving the people.
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Then why are bilateral people-to-peop-
le exchanges not directed by the gover-
nment now? It is rather confusing. The
roles of people-to-people exchanges are
plain for all to see. For example, the end
of our more than 30 years of hostility
owes much to the gift exchange between
Chinese table tennis player Zhuang Ze-
dong and his American peer Glenn Co-
wan in the 1971 Ping Pong Diplomacy.
Hearing their story, Chairman Mao deci-
ded to push for the end of hostility; Pre-
sident Nixon also responded positively.
The two American friends present here
today have lived this episode of history
personally, and thank you for your efforts
back then. Sometimes, people-to-peop-
le exchanges can work wonders as more
than a lubricant.

2. China-U.S. relations are at a crossroads.

Nowadays, China and the United States
are moving in increasingly contradictory
directions. There are two voices on the
scene. First, we need to place our own na-
tional interests above others and pursue
confrontation, decoupling and zero-sum
games. Ambassador Baucus, you said that
like his predecessor, the current U.S. pre-
sident has limited understanding of Chi-
na. We are fortunate to have friends like
you and Charles Foster. Just as we Chine-
se believe that if you know both yourself
and your enemy, you can win a hundred
battles without a single loss, it is crucial
for us to know more about each other.

The second voice, on the other hand,
argues for harmony in diversity, coope-
ration between major countries and ef-
forts to expand common ground, instead
of zero-sum games. Based on this line of
thought, I think our two countries can
make breakthroughs in educational coo-
peration.

When I was talking about the president
of Yale, Richard C. Levin, many years ago,
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China-U.S. relations were in a good shape.
Levin told me that exchanges between go-
vernment will inevitably have twists and
turns and political relations have high and
low points. But exchanges between univer-
sities and between citizens must be con-
ducted through solid, stable and long-term
channels because there is a persistent need
for people-to-people exchanges despite
changes of government. As we all know, a
university is where we enjoy intellectual
freedom and seek truth, and professors are
brought together by their shared intellectu-
al interests and shared pursuit of truth. To-
day, however, I know many presidents and
professors at Chinese universities are wor-
ried about the prospect of exchanges with
their American counterparts.

“Since wars begin in the minds of
men and women, it is in the minds of
men and women that the defenses of

peace must be constructed.”

These days, there are fewer restrictions on
Chinese students choosing to study in the
United States. But yesterday I learned from
news reports that American airlines may
abruptly cancel China flights that these stu-
dents have to take. On this issue, we need
to take a candid, open and inclusive attitu-
de and refrain from blocking communica-
tion between our people and civil society
in various fields. Our educational coopera-
tion, I think, is not a two-way street in the
real sense. For example, in China there are
many universities and colleges jointly built
by China and the United States, including
the Harvard University’s Weitz Innovati-
on Center in Suzhou, New York Universi-
ty Shanghai, and Schwarzman College at
Tsinghua University. As a consultant at the
two universities, I believe they are remar-
kable projects.
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In spite of all the challenges now, we will
continue to push for such cooperation and
exchanges — after all, 300,000 Chinese stu-
dents are now studying in the United States.
We also know that as a result of some po-
licies issued by the American government,
Chinese parents are worried about the sa-
fety and security of their children and thus
become hesitant about sending them to
America. But we persuade the parents to
send their children overseas, because we
aim for long-term bilateral exchanges.

3. How can we enhance people-to-people ex-
changes?

The urgent task is to maintain peaceful re-
lations and a cool head. I used to work at
UNESCO, an international organization
that was originally founded by the U.S,,
China and the U.K. Back then, the head of
the American delegation, a renowned play-
wright and poet, said, “Since wars begin in
the minds of men and women, it is in the
minds of men and women that the defenses
of peace must be constructed.”

In his eyes, the focus is on culture, educa-
tion and science. His statement remains
relevant today. There has been a consensus
in UNESCO that ignorance of each other's
ways and lives has been a common cause
— throughout the history of mankind — of
that suspicion and mistrust between the
peoples of the world through which their
differences have all too often broken into
war.

As we work to build the defenses of peace
in the minds of people, people-to-people
exchanges becomes even more important.
These exchanges in fact involve an ultimate
question: Who are we? Where do we come
from? Where are we going? Two view-
points demand our close attention.

First, exchanges need to be based on a re-
cognition of cultural diversity. Cultural



diversity in fact derives form biodiversity
which is the key to the stability and resili-
ence of the earth’s ecological systems. Si-
milarly, in people-to-people exchanges, we
must recognize the diversity of the world.
It is by learning from Mother Nature that
we humans have become who we are today.
If we don’t respect nature and the law of
nature or fail to recognize the cultural di-
versity of the world, our people-to-people
exchanges will be unsustainable. In a word,
the law of nature is the fundamental source
of inspiration for human interaction.

If we place too much on our own
cultural identity, ignore others’
cultures and even take a self-
centered attitude, the world will not
be interconnected anymore because
our cultural identity is not inclusive
and thus leads to the rejection
of others.

That is why I want to thank Ambassador
Baucus and Chairman Foster, who have
done so much for people-to-people exchan-
ges. We can’t label each other based on so-
cial system or religion if we are to accelerate
bilateral exchange. We Chinese use chop-
sticks, while Americans use forks and kni-
ves. Chinese children sleep on their back,
and American children sleep on their sto-
mach. When I was studying in America in
1980, one of my American friends said that
his grandma once explained the differen-
ces between China and the United States to
him. For example, when Americans rise up
in the morning, Chinese people are spen-
ding the night.

Second, our common humanity must be
respected. This is the paramount issue and
the concept of a community with a shared
future actually is based on our common hu-
manity. In an increasingly globalized world,
an aggressive push for populism and nati-
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onalism will only aggravate divisions and
even lead to conflicts between nations, re-
gions and cultures. As we are interconnec-
ted both economically and technologically,
globalization threatens to cause cultural
and political rejection.

Harvard Professor Samuel P. Huntington
issued a similar warning in his 1993 book
“The Clash of Civilizations and the Rema-
king of World Order.” Unfortunately, his
message was misunderstood by some who
believed that he was arguing for conflict. In
fact, I listened in on his class and thought
that his idea was rather forward-looking.

As a scholar, he also aims to promote cultu-
ral identity. We, of course, need to accept
our cultural traditions, just as we take nos-
talgia for our hometown for granted. But
if we place too much on our own cultural
identity, ignore others’ cultures and even
take a self-centered attitude, the world will
not be interconnected anymore because
our cultural identity is not inclusive and
thus leads to the rejection of others.

In conclusion, people-to-people exchanges
need to highlight our diversity and focus on
our common humanity. This approach can
be very meaningful.

4. Pathways to sustained people-to-people ex-
changes

I think we can take actions on three fronts.
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We all want to
recover better in
a post-pandemic
era. This is an
idealized vision,

of course. A good

starting point, I
think, is
people-to-people
exchanges.

First, continue the policy of engagement
and dialogue. Mr. Zhang has organized a se-
ries of dialogues, proving that only through
dialogue can we increase mutual under-
standing. Back in UNESCO, I was invol-
ved in the resolution of Israeli-Palestinian
disputes on world heritage, which the UN
General Assembly failed to address. The
two sides were on the verge of conflict and
quarreled on almost every proposal the mo-
ment they entered the meeting room. But
we continued the policy of engagement and
dialogue and the two sides finally reached
consensus.

The best response to differences and
divisions is to maximize
common ground on major issues
while putting aside differences
on minor issues.

Second, the best response to differen-
ces and divisions is to maximize common
ground on major issues while putting aside
differences on minor issues. This is in fact a
principle advanced by Premier Zhou Enlai,
and I think the Shanghai Communique was
achieved in the same spirit.

Third, find more areas of common ground.
We have shared interests in many areas,
such as climate change.

Today we all want to recover better in a
post-pandemic era. This is an idealized vi-
sion, of course. At this forum, we need to
prepare for the arrival of a post-pandemic
era, despite the existence of Delta and Omi-
cron. Especially, we have to consider how
China and the United States and the wider
world work together in a post-pandemic
era. A good starting point, I think, is peop-
le-to-people exchanges.
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The Importance of People

Chen Wenling
Chief Economist

China Center for International Economic Exchanges

Great progress will begin with three key steps: First, implement the
consensus reached by the Chinese and U.S. heads of state. Second,
examine the meaning and value of bilateral people-to-people
exchanges. Third, restart those exchanges on the basis of trust and

respect.

Here I have three points to make.

First, we need to enhance peop-
le-to-people exchanges as part of our
efforts to implement the consensus re-
ached by the Chinese and U.S. heads
of state.

Since the beginning of 2021, President
Xi Jinping and President Joe Biden have
had a telephone meeting and a video
meeting. In their Nov. 16 virtual sum-
mit, President Xi pointed out that one
of the most important developments in
the past 50 years is the resumption and
development of China-U.S. relations,
which delivers benefits to both coun-
tries and the wider world. In the next
five decades, he added, the most impor-
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tant thing in international relations is
for the two countries to find the right
path to coexistence.

President Biden affirmed that the Chi-
na-U.S. relationship is the world’s most
important bilateral relationship, and
echoed President Xi’'s comment that
history is a fair judge and that they
should make the relationship work and
not mess it up. China has been a major
power since 5,000 years ago.

In the video meeting, President Biden
was clearheaded and made some good
points. But many of his actions on the
ground don’t match his words. This may
be a result of a lack of understanding
of China, just as our American friends
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have said. China’s 5,000-year history
seems abstract, but it is pregnant with
life and meaning. If the United States
really respected a great country whose
history stretches back 5,000 years, it
wouldn’t have adopted its current stra-
tegies and approaches toward China.

It means that nations need to pay
attention to public opinion, but
shouldn’t be held hostage to it.

Second, we need to examine the me-
aning and value of China-U.S. peop-
le-to-people exchanges for the sake of
sustaining intellectual vitality and the
shared interests of humanity.

There is a big issue facing bilateral peop-
le-to-people exchanges. It was captured
in a survey shared by one of our Ame-
rican friends yesterday at the forum. He
said that according to the Pew Research
Center, 53 percent of Americans used
to have positive feelings toward China,
but now up to 76 percent have negative
feelings.

Yesterday I read findings from the 2022
Edelman Trust Barometer. According to
the report, which covered 28 countries,
91 percent of the Chinese people trust
the government, the highest level in the
world; 84 percent trust business, the
highest level in the world; 80 percent
trust the media, the highest level in the
world; 93 percent trust medical institu-
tions, the highest level in the world; 91
percent trust the central bank, the hig-
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hest level in the world; and 80 percent
trust NGOs, the second-highest level in
the world.

Produced by the prestigious global com-
munications firm Edelman, the survey
is now in its 22nd year. As a randomly
conducted survey, it is not based on sta-
tistics released by the Chinese govern-
ment or any other government or agen-
cies. Therefore, I believe the findings
are objective and match reality in China.

Another figure that I want to share with
you comes from an opinion poll by the
Harvard Kennedy School. The results
indicate that of the dozens of countries
involved, more than 90 percent of Chi-
nese respondents have been satisfied
with the central government for 10
years on end. If my memory doesn’t fail
me, the figure reached up to 93.1 per-
cent during the pandemic, the highest
in the world. In addition, The Econo-
mist carried out a survey in 50 countries
during the pandemic and found that the
satisfaction rate of the Chinese people
with the government is 94 percent.

But what is public opinion? Public opi-
nion changes. In the early days of his
presidency, Biden’s approval rating pea-
ked at 76 percent. But it has dropped
to a little more than 30 percent now. It
means that nations need to pay attenti-
on to public opinion, but shouldn’t be
held hostage to it. But if an opinion poll
on China is conducted by a third party
and its findings remain consistent for a
dozen or even 20 years, I think its re-
sults are valid and reflect a strong and
solid social foundation for the nation’s
governance.



The dramatic drop of Biden’s approval
rating shows that public opinion is ra-
ther unpredictable — uncertain — with
a notable undertone of herd mentality.
In some countries, populism, nationa-
lism, egoism and anti-intellectualism
are on the rise in different forms. When
these sentiments prevail, public opinion
and values inherent in these societies
will produce different results.

Meanwhile, the behavior and life of hu-
manity consists of numerous variables,
thus leading to sophisticated issues that
are uncertain, unpredictable and un-
stable. Some variables are the result of
the free will and unpredictable ways of
thinking, which can’t all be quantified.

Humanity is far more complex than
the will of a nation and the simple jud-
gment of some politicians. Indeed, the
Pew survey reveals some changes in the
American people’s public opinion to-
ward China, but their opinions are still
changing. What some American politi-
cians say doesn’t necessarily represent
the opinion of the American public.
This is my understanding of public opi-
nion and a cultural perspective from
which we look at China-U.S. relations.

Third, we need to restart people-to-peo-
ple exchanges based on trust and res-
pect and stand on high moral ground.

This is an important issue these days.
Having lasted for more than two years,
the pandemic has impeded communi-
cation between peoples and nations.
That is why we have to meet online this
time. But what we see on our screen is
nothing but moving photos. The photos
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are talking, but it is difficult to get a sen-
se of intimacy as in face-to-face com-
munication.

This doesn’t mean that virtual meet-
ings are not important, but they are
really different from offline meetings.
That’s why I agree with Mr. Zhang that
we need to prepare for the arrival of a
post-pandemic era.

On China-U.S. relations, I'd like to offer
several recommendations.

1. Expand exchanges and cooperation
beyond the usual interaction. An urgent
task for China and the United States is
to work together to reexamine or reflect
on human civilization.

The entire world, especially these two
countries, needs to launch a worldwi-
de intellectual revolution in the pursuit
of the common values of humanity, ra-
ther than so-called universal values. For
example, do we need to build a commu-
nity with a shared future for mankind
or place our own national interest above
all else? Which one do we choose, bene-
volent government or hegemony, unila-
teralism or multilateralism? Do we want
to destroy the environment or protect
it and follow the law of nature? Do we
want to see the coexistence of civilizati-
ons or conflict among them?

These questions can be answered only
through a reexamination of human ci-
vilization. In a world awash with pro-
blems and chaos, I think an intellectual
revolution is needed. Without such a
revolution, and consensus, many ba-
sic things can’t be understood, and the
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right direction of development will be
elusive.

2. Dismantle physical barriers and,
more important, the invisible barriers
still in the way. To this end, we have
to identify issues that may lead to mis-
understanding, miscalculation and
misjudgment and listen to each other’s
voice in earnest.

In his inaugural speech, President Bi-
den said that politics need not be a
raging fire destroying everything in
its path. But look at what the country
has done. It politicizes economic is-
sues, the Winter Olympic Games and
all geopolitical issues. It even adopts
extreme measures toward China and
stigmatizes it. I think the Biden admi-
nistration has turned into a raging fire
to burn China down. The fire grows in
both strength and scope, with more
U.S. allies joining. But the United
States may not be able to destroy its
target and may burn itself instead.

For example, on Feb. 2, 2020, the U.S.
became the first country to evacuate
its nationals from Wuhan. Back then,
American politicians believed that
they could see a China overwhelmed
by the fire of the virus. But the fire has
caused greater damage in their home
country. As we see, the United States
has the world’s highest number of con-
firmed cases. It is said that the U.S. will
stop reporting its confirmed cases and
deaths caused by the pandemic, and in
this way it will become a country with
“zero infection case”, at least on the
surface.
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The story shows the importance of
reaching common ground and enhan-
cing mutual understanding in peop-
le-to-people exchanges and exchange
of ideas.

Today you may stand idle and just
watch others trapped in a fire, but the
fire may spread to your house tomor-
row. This is true for the trade war as
well. President Trump initiated the
trade war to contain China, but as Se-
cretary of the Treasury Janet Yellen
has said, 94 percent of the imposed
tariffs are absorbed by consumers and
companies at home, and these tariffs
are also an important factor behind the
high levels of inflation in America.

3. Enhance people-to-people exchan-
ges. Since Mr. Zhang has shared many
of his observations on this issue, allow
me to skip it.

4. Strengthen friendship between peo-
ple in China, the United States and the
wider world. People-to-people relati-
ons are the cornerstone and wellspring
of friendship among nations.



In addition, I think we need to take ac-
tion on the following fronts.

* Resume the 100-plus exchange and
dialogue mechanisms between China
and the United States. Only four of
these mechanisms survived the Trump
administration, and bilateral exchan-
ges are far from full-fledged.

People-to-people relations are
the cornerstone and wellspring
of friendship among nations.

e Prepare for the post-pandemic deve-
lopment of tourism. It is important to
contain the virus. At the same time, re-
sume people-to-people exchanges and
state-to-state communication.

e Enhance education cooperation.
There are 5,762 universities in the
United States and 2,956 in China. In
Taicang, Jiangsu province, there sits a
well-managed campus of Duke Univer-
sity. In fact, much remains to be done
to deepen China-U.S. cooperation in
education.

» Promote exchanges and cooperation
between think tanks. Their cooperati-
on provides more than a forum to sha-
re ideas, and their roles and functions
can be expanded. The CCIEE and the
Peterson Institute for International
Economics have worked together on
some research programs, such as a de-
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cade of China-U.S. economic and trade
relations and two-way investment in
infrastructure. Our findings contribu-
ted much to the understanding of bi-
lateral cooperation and when released
in America garnered coverage by more
than 200 media outlets.

The research program on China-U.S.
economic and trade relations over a
decade was directed by Tung Chee-
hwa and headed by CCIEE Chairman
Zeng Peiyan and Executive Vice Chair-
man Wang Chunzheng. I was the head
of the research team, and today I still
have a fresh memory of the release ce-
remony. The program was designed to
enhance China-U.S. economic and tra-
de relations and predict their trajecto-
ry in the next 10 years. Unexpectedly,
President Donald Trump took office
and initiated a trade war with China. It
is a matter of great regret.

Finally, I want to say once again that
people-to-people exchanges between
China and the United States mean so
much.
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Misguided Condescension
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When the West engaged with China, it did so with the mistaken view
that the country would evolve toward Western values. Equal footing

and respect would have been better.

I’d like to make three observations, one
philosophical, one ideational and one
empirical.

First, the philosophical one. The bipar-
tisan consensus on engaging China sin-
ce normalization, which I label as the
“old engagement consensus,” contained
an epistemological fallacy that viewed
China as the “other” — the one that is
to be “transformed” and “integrated”
into the U.S.-led international order,
with the implicit expectation that China
would over time gradually become like
the U.S. economically and even politi-
cally. This fallacy is similar to the one
in an ancient Chinese fable called “Ke
Zhou Qiu Jian” (to carve a mark on the
boat to find one’s sword).

The story is about a gentleman from
more than 2,000 years ago. One day,
the man was about to cross a river, so
he boarded a ferry. In the middle of
the crossing, he accidentally dropped
his sword into the water. The man then
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took out a knife and carved on the gun-
wale and said, “This is the place where
I dropped my sword.” When the ferry
reached the shore, the man jumped into
the water from the mark on the gunwa-
le in hopes of retrieving his lost sword.
Not surprisingly, he failed.

The bipartisan _
consensus on engaging
China since
normalization,
contained an
epistemological fallacy
that viewed China as
the “other” — the one
that is to be
“transformed” and
“integrated” into the
U.S.-led international
order.



Now, many U.S. analysts believe that
the policy of strategic engagement with
China failed. Well, it failed for a reason.
The expectation inherent in the “old
engagement consensus” — that China
would be gradually transformed and
one day become like the U.S. — is like
the mark the man engraved on the gun-
wale. What the elites in the U.S. should
do is to treat China on an equal-footing,
and with respect, rather than as the
“other” that is to be transformed.

The problem is, while Biden and top ad-
ministration officials have publicly con-
fessed that Washington no longer seeks
to change the political system in Chi-
na, elites in the U.S. have now shifted
from one extreme to another, viewing
China as an authoritarian power that
is determined to challenge and replace
American hegemony. Hence, the vow to
“compete” with China in defending U.S.
primacy.

Worse still, underneath the
rhetoric of values and rules, one
may detect an implicit sense of
racism in the approach to
competing with China.

Second, an ideational observation.
Using ideological rhetoric, Washington
has engaged in a process of “othering,”
which also involves dehumanization
and demonization, framing China as an
authoritarian, repressive and aggressive
power that stands in opposition to the
“liberal, democratic world” represented
by the U.S. and its allies. By touting the
so-called rules-based order, Washing-
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ton has made no secret of its attempt
to frame Beijing as a rule-breaker in the
existing international order.

Worse still, underneath the rhetoric of
values and rules, one may detect an im-
plicit sense of racism in the approach
to competing with China. For instance,
U.S. Secretary of Commerce Gina Rai-
mondo said in an interview with CNBC
last September that the U.S. needs to
work with Europe to “slow down Chi-
na’s rate of innovation.” Most recently,
EU High Representative Josep Borrell
Fontelles told a forum in November
2021: “We Western people — the U.S.
and EU — we have been ruling the wor-
1d... We were the masters of how tech-
nology was working... If we are no lon-
ger standard-setting, we will not rule
the 21st century.”

This Western-centric superiority and
public arrogance could not be more
appalling. Yet, the inherent racism has
been coated in an ideological discour-
se that is used to justify and rationalize
efforts to maintain Western dominance
in the world. Other evidence of racism
in the U.S. approach to competition
with China includes the rise of neo-Mc-
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Carthyism in the United States in re-
cent years. I just read the news yester-
day that the FBI has dropped the case
against Professor Chen Gang of MIT,
one of the most prominent cases of the
now infamous China Initiative first lau-
nched by the Trump administration. If
the U.S. were to develop a progressive
China policy in the years and decades to
come, such a tendency of racism should
be reined in and rectified.

We should be prepared for
post-COVID engagement, and
people-to-people exchanges
should take the lead in recoupling
our two societies.

Third, an empirical observation. I want
to join the distinguished panelists to
stress the importance of people-to-peo-
ple exchanges between our two coun-
tries. In my own capacity directing
the Institute for Global Cooperation
and Understanding at Peking Univer-
sity, we have over the years engaged
in many exchanges. Mr. Charles Foster
may know this well. In collaboration
with the George H.W. Bush Foundation
on U.S.-China Relations, we did three
dialogues, focusing on economies and
trade, security and Afghanistan, respec-
tively.

Also, since 2016, we have been jointly
hosting the U.S.-China Young Scholars
Forum annually, in collaboration with
the Carter Center and Global Times.

On April 10 last year, for the 50th an-
niversary of Ping-Pong Diplomacy, we
did a special event marking the fifth an-
niversary of the Young Scholars Forum,

assembling over 50 alumni of the YSF.
President Jimmy Carter was kind en-
ough to send words of warm encourage-
ment to the young scholars. We also did
several rounds of student exchanges be-
tween Georgetown and PKU, including
one on climate change last year.

What [ was most impressed is that when
young people gather together, there is
no baggage of ideological prejudices,
and they are able to engage in genuine,
candid, mutually respectful, warm and
indeed inspiring exchanges. President
Xi Jinping has said many times that
“the hope of China-U.S. relations rests
on the shoulders of young people.” This
cannot be more true. Although COVID
has brought uncertainties and difficulty
to people-to-people exchanges, thanks
to technologies such as Zoom, we are
still able to connect, though to a much
lesser extent. I'd also like to echo Minis-
ter Zhang’s last point that we should be
prepared for post-COVID engagement,
and people-to-people exchanges should
take the lead in recoupling our two so-
cieties.
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