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Carla Hills: It’s 12:30 and we have a wonderful discussion ahead of us. I’m Carla 

Hills. I’m standing in for Adam Posen, who is in Europe today, and so it’s 
my great pleasure to be able to be here at the podium. 

 
Our topic, as you all know, is a policy brief: Preserving the Open Global 
Economic System: A Strategic Blueprint for China and the United States, 
written by Arvind Subramanian, Peterson Institute’s Dennis Weatherstone 
Senior Fellow. 
 
Arvind is highly accomplished.  Prior to joining the Peterson Institute in 
2007, he spent 14 years at the IMF, most recently as assistant director of 
the research department, and even earlier, he was hard at work at the 
GATT during the Uruguay Round negotiations. He is a prolific writer. If 
you go on the internet, he has the long, long list of books and policy briefs. 
 
This policy brief builds on his award-winning book, Eclipse: Living in the 
Shadow of China’s Economic Dominance. Arvind’s concern is that our 
bilateral and regional agreements are eroding our multilateral institutions: 
the World Trade Organization, the International Monetary Fund, and the 
World Bank. His remedy is for the United States and the Chinese 
government to strike deals in the areas of currency, finance, and trade, 
whereby the United States would relinquish some of its power to China 
and China would assume a greater amount of responsibility. He is going to 
lead off our discussion based upon his policy brief to explain exactly what 
he has in mind. 
 
Here to comment on both his concern and the remedy are two individuals 
with extraordinary credentials.  Professor Joseph Nye is a university-
distinguished service professor at Harvard University, where he has been a 
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member of faculty since 1964 and has served as dean of the Kennedy 
Center School of Government. Professor Nye has served in government as 
well as Assistant Secretary of Defense for International Security Affairs, 
as Chair of the National Intelligence Council, as Deputy Under Secretary 
of State for Security Assistance, Science, and Technology, and he, too, has 
authored a long list of highly acclaimed books including Presidential 
Leadership and the Creation of the American Era published just this past 
May. 
 
Kurt Campbell was until very recently Assistant Secretary of State for 
Asia Affairs, East Asia and Pacific Affairs.  He is currently chair and CEO 
of the Asia Group. He previously served as CEO and founder of the 
Center for the New American Security and Senior Vice President Director 
of International Security Programs, and the Henry A. Kissinger Chair for 
National Security Policy at CSIS. 
 
Now, Arvind will lead off explaining his position, followed by comments 
with Kurt and Joe Nye, and we’ll then bring the audience into the 
discussion. So, Arvind, why don’t you join me here at the podium and we 
are interested in what you have to say. 

 
Arvind Subramanian: Thank you very much, Carla. Thanks to everyone for coming here. We’ve 

just had the Sunnylands Summit, so perhaps timing- wise, this should have 
been held a week before, but as my good friend Steve says, this is just the 
beginning of a long, long relationship which is going to be with us for 
many years. So I think this is a topic that deserves a lot of attention 
perhaps less than it has deserved recently. 

 
So I want to begin by saying that I feel very much an interloper in the 
midst of serious IR people, both theoreticians and practitioners like Joe 
and Kurt. I feel I’m a little bit above my pay grade here, and that’s why I 
want to begin by saying that this topic---I’m going to focus on the 
economic dimensions of the strategic relationship, and in some ways, I 
think it’s a complement really to what happened at Sunnylands because a 
lot of the focus there was indeed on cyber espionage and cyber security. 
And I think there is this whole other complementary dimension to the 
relationship, or complementary aspect, which I’m going to focus on. 
 
And one way of kind of segueing into this is, of course, a lot of the 
discussion leading in the last six to eight months was centered around the 
Thucydides Trap, which Joe and Graham Allison have written about, and 
that of course applies a lot to the security and the political realm.  I would 
like to argue that there is a counterpart challenge to the Thucydides Trap, 
which I called the Kindleberger conundrum, which is really how do you 
maintain and sustain this open economic system that was the legacy of the 
United States after World War II in a way that actually mirrors the famous 
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line that Charlie Kindleberger had that the inter-war years we had this big 
problem because we had the U.K. which was increasingly unable to 
shoulder the burdens of leadership, and the U.S. had retreated and was 
unwilling to do so, and we had this vacuum which led to all the horrors in 
the ‘30s and ‘40s. 
 
So similarly, I think there is a parallel here, and the parallel can be 
summarized as the following: You do have a status quo power which is 
not weakened but is increasingly unable to lead while the rising 
precocious power is unable or unwilling to lead. It’s important to 
recognize that there is going to be this structural problem because as the 
supply of leadership from the U.S. declines, the shortfall cannot be met by 
this precocious power for the simple reason that China is a unique power, 
it’s not going to be amongst the richest like the previous two powers, so 
it’s kind of focused trade-off between domestic challenges and 
international will always be an issue, so its ability and willingness to 
supply international leadership will fall short structurally. 
 
So what do we do about this? What I want to explore today and in the 
brief is, is there a grand power for purpose bargain that the U.S. can strike 
with China? Essentially this would involve the U.S. giving up power in 
existing multilateral structures, multilateral institutions, and in return, 
China’s stake in, and hence incentive, to preserve this open system will be 
reinforced and enhanced. So I want to spend the rest of my time talking 
about why this might make sense for the U.S. and China and to give it a 
little bit of flesh, what kind of contents of this power for purpose bargain 
should be. 
 
I want to make clear one thing. I feel I’m in the lion’s den, the lion’s den 
of the U.S. foreign policy establishment. I’m an outsider. And a lot of the 
focus here has been—I think there’s a general consensus on what China 
needs to do to fulfill its side of the bargain much less attention with, if I 
may say so, a self-satisfied American foreign policy establishment about 
what the U.S. needs to do to make China in some ways the responsible 
stakeholder. So that’s what I’m going to spend the rest of my time doing. 
 
But before I do so, there is a relevant question to be asked. Why the fuss? 
Because if I’ve been presenting this about a year and a half ago when I did 
present my book, things looked very different. But now there is a kind of 
new modified narrative which is: America is back! So the shift in 
economic dominance that I had in my book was overstated. The U.S. 
recovery is back. China is growing slower. So what is this economic 
dominance we’re talking about in the first place? 
 
Point number 2: The U.S. still retains considerable power. Whether you 
talk about the Fed lending money to Europe and emerging market 
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countries to this crisis, whether you talk about the return to the dollar in 
the aftermath of the crisis as the safe-haven currency, or whether you talk 
about American explicit reassertion of power by way of initiating the 
trans-Pacific partnership and TTP, the U.S. still seems to have a lot of 
power. 
 
Moreover, I think finally, I think the notion that it’s all conflict is also 
somewhat exaggerated because while there’s conflict, the U.S. and China 
do also cooperate quite extensively in the economic sphere.  A number of 
examples:  they still litigate against each other in the WTO and abide by 
its rules broadly. Surprisingly, China was really happy to go along with 
Kim Jim and Christine Lagarde. Almost with unseemly haste, they 
supported the U.S. and European candidates for this, which was 
surprising.  Despite the fact that they were very good emerging market 
candidates, for all the rhetoric about BRIC power and emerging market 
power, China fell in line. 
 
And so the question is: What’s the fuss? I would argue that these cyclical 
changes do not detract from or take away from the fact that there is this 
secular challenge. My projections for Chinese relative shift in dominance 
was based on numbers which even today don’t seem implausible at all. 
They don’t require China to grow at gangbusters 10% for the next fifteen 
to twenty years. They require China to be reasonably dynamic over the 
next few years. 
 
And just to remind ourselves, it’s the largest economy in PPP dollars. It’s 
the largest trader. It’s been the way I calculate it, the largest net creditor. 
The U.S. is the largest net debtor. It’s the largest emitter, and we find 
increasing signs in some recent work that the renminbi has displaced the 
dollar as the reference currency in East Asia. So there is this structural 
thing still in place, and of course over the next fifteen to twenty years, 
China will pull away.  Of course, whenever you talk about power, you 
have to say I’m talking not about the soft power that Joe quite frankly 
emphasizes here, I’m talking about the currency of hard power here, and 
we can get into those discussions later. 
 
So against this backdrop, the Kindleberger conundrum I think remains 
very much valid and it remains the case that there is a narrative of mutual 
distrust between the two countries. If you read David Shambaugh’s book, 
for example, strong Chinese perception that the U.S. wrote the rules of the 
international order, it occasionally also rigged them in its favor, and so it’s 
not obvious that China buys into this. From the other side, the U.S. side of 
course, the distrust is based on the fact that China takes advantage of the 
openness of the rest of the world while being relatively closed itself and 
not contributing enough. 
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I would in fact argue that there is kind of a low-grade and indirect 
economic skirmishing going on between the two countries. The U.S. has 
undertaken the TPP and the TTIP. It’s dragging its feet on IMF reform. 
China in response to some of these things has kind of floated the idea of 
the BRICS bank and it’s pursuing its own regional agreement in the form 
of the RCEP in part to parry American forays in East Asia. So there is this 
low-grade skirmishing going on which I think we should not be unaware 
of or ignore. So then the question is, how do we overcome or address the 
Kindleberger conundrum? How do we make this kind of win-win or more 
cooperative relationship for the good of the world? 
 
So let’s talk about what China should do. I can say my colleague, Bob 
Zoellick, had this famous expression that China should become a 
responsible stakeholder. And I think there is the sense in which we all 
really still don’t understand what China’s vision is for the economic 
system whether it really buys into the liberal order that the U.S. created, 
whether it does not buy into them because it has problems with the content 
or just because it didn’t create them itself, all these issues. And I think the 
Chinese have to take on this responsible stakeholdership in part because 
this is the dilemma of the precocious superpower. It does not have the 
luxury of waiting for another twenty, thirty years before, because whatever 
it does, it affects the rest of the world. It has just becomes too big to 
ignore. 
 
So my main argument for why responsible stakeholdership--and this has 
been said by many people often--but I’m just framing it in a different way, 
which is that I think that China should take on leadership in the economic 
realm as self-interested insurance against external threats to its 
development. Just to name three big threats: financial instability, the threat 
that markets overseas might close down, what I call market access 
instability, and of course the environment and resources 
scarcity/instability. These are serious and tangible threats to China’s 
economic development and China needs to take insurance against them. 
 
And moreover, why responsible stakeholdership?  In some ways there is a 
broad coincidence of interest between what China needs to do 
domestically and what outsiders want China to do. If you believe my 
colleague, which I do wholeheartedly, what China needs to do in terms of 
rebalancing, I think the agenda for rebalancing is almost an agenda that 
could have been written by the U.S. Chamber of Commerce in 
Washington D.C. There is a kind of broad coincidence here. 
 
And just to give some flesh to this, it needs to strengthen the IMF as 
insurance against global financial instability because we saw in 2008 that 
when we had this crisis about 20 to 40 million Chinese people were 
potentially affected. And the IMF needs to be bigger because there’s been 
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a tectonic shift. Rich countries have become debtors. My colleagues, 
including Ted Truman, have argued that we might need a substantially 
bigger IMF. Nancy Birdsall here has also argued that. And the question is, 
the U.S. will be increasingly unable to provide these resources and so 
China must take the lead by contributing to the larger IMF because in the 
event of global instability it’s going to come back and bite China, so China 
is basically taking insurance against that. 
 
Now, in terms of revitalizing the trading system, I think some of us—I 
certainly don’t underestimate the potential for protectionism in the United 
States because of what I called the beleaguered middle class problem. 
Whenever I go to China and made this kind of presentation, I put up this 
stellar list of people and I say what’s common to all of them: Paul 
Samuelson, Paul Krugman, Michael Spence---three Nobel Prize winners--
-Larry Summers, Alan Blinder, again, huge economic intellectuals, and 
what is common to all of them? All of them have expressed misgivings 
about the impact of globalization on the United States. 
 
So [inaudible 00:17:09] says this is a kind of intellectual climate change 
that’s happened and if economic circumstances, especially the middle 
class problem doesn’t---I just should say that these are not insular 
protectionists. These are liberal international cosmopolitans who have yet 
thought it right to or appropriate to talk about the impact of globalization.  
Moreover, I think many of China’s actions raised trade concerns not just 
for industrial countries but for other developing countries as well. 
 
I strongly believe the Chinese exchange rate policy is bad, not because of 
my colleague Joe Gagnon’s calculations necessarily, but because of what I 
think it’s done to industrialization in large parts of the emerging world. So 
again here China needs to contribute to this openness to fend off the threat 
or to take insurance against the threat that in future markets might not be 
as open as China needs them to be for its own economic development. 
 
Similarly on climate change, I have a book with my colleague, Aaditya 
Mattoo, which has just been published by the Center for Global 
Development, where the main point we make there is that there needs to 
be a reversal of who takes leadership for climate change cooperation. If 
you think about it, the costs of climate change are in fact much greater for 
China and emerging market countries than the United States. 
 
I often say that the nightmare is not if the West pushes China and India to 
do more on climate change. The nightmare is to ask them to do nothing at 
all because that could serve as an excuse for inaction by the United States 
itself. So I think there is a good case to be made that, again, China needs 
to initiate this cooperation as a way again of getting the cooperation going 
and preventing an outcome that could be really adverse for China itself, 
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and there are heartening signs here. One could make the case that China in 
fact is making more strides in pricing carbon than even the United States. 
So this is by way of what China needs to do. 
 
But I want to focus on what the U.S. needs to do to some extent. And my 
point is that what the U.S. should do is empower, not contain. While I 
think there’s a lot of merit in the exhortation to China to become a 
responsible stakeholder, it cannot become an excuse for inaction by the 
United States itself. 
 
Now, I think as I’ve said, empower China in existing multilateral 
structure, and I’m going to make an argument that the U.S. should 
reevaluate its approach to regionalism and the implicit or explicit 
containment of China that those regional initiatives entail. 
 
So what should the U.S. do? Well, let me talk about why I think it’s in the 
interest of the U.S. to empower China to preserve the multilateral system. 
I think the U.S. needs insurance against Chinese unbenign hegemony. No 
superpower has not been unbenign at some time or the other. There’s a 
great line by John Adams who said, “Power always thinks it has a great 
soul.” And I think that’s true for the U.S. It could be true for China as 
well. And China has given us indications to be wary of China. 
 
So multilateralism provides insurance in a number of ways, standard ways. 
It provides collective heft on the other side to bargain with China and to 
enforce the rules against China. And I believe it has been increasingly the 
case that the U.S. can no longer do it alone in terms of using currencies of 
hard power to get China to change its policies. And I think above all, in 
the depleting arsenal of things we have, influence we have over China, one 
of the few quivers left is multilateralism defines what are legitimate norms 
and China is still quite sensitive to being seen as a deviant from these 
norms. For example, even in terms of China as a dodgy aid provider to 
Africa, we want China to be in the bank following international norms of 
lending than going off on its own.  . 
 
And the offensive argument for this empowering China is simply that once 
you empower China, it will have a greater stake in preserving the open 
system that China needs for its own development. I mean just to give an 
example, if the Chinese currency were to become a reserve currency, I 
think it will have less of an incentive to muck about and do the kinds of 
things that would undermine what it’s acquired and what perhaps it wants 
to acquire. And there are other examples of how we can see empowering 
China as actually reinforcing its stakes to preserve the open system. 
 
Now what forms should this empowerment take? I can think of two or 
three. One I would call what I call costless empowerment. Nick slightly 
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disagrees with me on this. I think the Chinese want to make their currency 
a reserve currency. All that they’ve done so far, of course, goes against 
what I’m saying. But I think going forward if you think they want to 
liberalize and open up their system as part of the rebalancing strategy, and 
I’ve been in Asia recently as well, one gets the sense that it’s not an 
outcome that they would be unashamed of or not seek. 
 
And in some ways it’s costless for the U.S. to, if you believe Fred 
Bergsten, my ex-boss, I mean he will want this outcome because it will 
produce a cheaper dollar among other things. And so I think this is 
something that the U.S. could easily do, and the concrete suggestion I 
have is just put the damn renminbi in the SDR basket. Forget about the 
technical things, the technical strictures that are invoked against this. 
Those are easily manipulated, changed, worked around. 
 
The other I think costly empowerment which I think needs to happen, is a 
bigger role in the IMF and the World Bank. And I think Larry Summers 
always says in these financial institutions creditors have power, not 
debtors.  I mean it is absolutely outrageous that the European Union which 
is now a debtor has collectively 30 to 33% of power and hence de facto 
veto.  So my claim is that if the U.S. and the—I mean, nobody should 
have veto power. But if the U.S. and EU too, so too should China and its 
influence should be commensurate with what I think China should be 
contributing in terms of a bigger IMF. So that’s another form of 
empowerment. 
 
And now we get into the more tricky, I would say, the part of the 
argument where I was more confident three months ago than I am now. 
And let me spell out the argument. So part of my thing is to empower 
them in multilateral structures, do not undermine them or contain them by 
doing these regional initiatives. 
 
So I would spend just a minute on what I think are the risks of something 
like the TPP. And the way I think about it is that I have a slightly cynical 
view of the TPP from the U.S. point of view. I mean, I think the TPP is a 
lot about the U.S. wanting asymmetric liberalization. The U.S. relatively 
open economy is unable or unwilling to actually engage in serious 
mercantilist negotiations where it has to give up by way of opening up its 
economy, much more difficult. So TPP is asymmetric liberalization so it’s 
fantastic for the U.S. 
 
Now, the question is, and the U.S. also has a mindset, or many people do, 
that this is kind of competitive liberalization, and in the kind of Bergsten-
Zoellick model of the world, competitive liberalization works and it’s 
good because eventually it leads to everyone opening up. I think the 
problem with that is that was suited for a world where the guy on the other 
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side or the country on the other side was anyone but China. With China, I 
think it’s a different dynamic altogether. 
 
So let me spell out or play out three possibilities. Scenario 1: TPP as open 
regionalism, that essentially what the U.S. says is that we’re opening up 
but we don’t want to exclude anyone. China, at any point, you can come in 
and participate or sign. But China is not going to sign on the dotted line ex 
post. If it’s going to be part of TPP, it’s going to be part of the 
negotiations.  
 
What about the TPP with China? And my contention is that if you think 
that the problem vis-à-vis China---remember, I forgot to mention that in 
this mercantilist world of trade bargaining, China has multiple chips 
relative to the U.S. Not only does it have the biggest in the growing 
markets, it also has the highest trade barriers. So in any mercantilist sense, 
the U.S. enters the chamber vis-à-vis China semi-naked. It’s open. And 
you have a partner with much bigger markets and also the weapons to give 
away, which is its protectionism. So if you think that is the essential 
dynamic vis-à-vis China and that’s why the U.S. does not have influence 
over China, then why not have on the other side of the table not just 
Vietnam and Japan but also Brazil, EU, Japan, and India. 
 
Scenario 3: TPP as hostile regionalism. I mean the Chinese certainly are 
interpreting it this way and I think Joe has also written about this. So the 
question is what happens if they retaliate via something like an RCEP? Do 
we get into a fragmented world? And sometimes I cynically think that the 
aim of the TPP is not to have China part of the TPP because once China 
comes in, it’s no longer this asymmetric bargaining dynamic that the U.S. 
wants and also it might be more difficult to sell in Congress because as 
Fred Bergsten has always reminded us, you sell these big trade deals on 
foreign policy grounds and not having China in and selling TPP as a hedge 
against China, the famous pivot to Asia that Kurt and others have worked 
on is the kind of selling point here. 
 
So having said this, my last slide is this. I have a broader proposition to 
put on the table. Is U.S. politics unfit for this new world of multilateralism 
that I’m talking about, or is it handicapped? And the specific question I 
have is, is the structure of U.S. domestic political institutions where 
Congress still retains considerable power on international economic 
matters, is this a handicap? 
 
Now, remember in the old world where U.S. had influence, it was perfect 
for the U.S. to have an insular protectionist congress because the 
administration could play the good cop/bad cop routine. Please open up 
your markets for intellectual property, which I witnessed, Carla is witness 
to that, because if you don’t, you have Section 301 that Congress has 
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passed which will hit you. And that was a credible threat and it worked 
very well because the U.S. had power and trading partners had to listen. 
 
But now when the balance of power has shifted, I think that dynamic 
doesn’t work. There’s a risk that the partners say, “Well, all fine, we’ll just 
do what we want to do.” And one example I want to mention here is that it 
took the administration four years to send IMF legislation to Congress, 
and we still don’t know when it’s going to pass, not clear. 
 
But in some ways if you think about it, the world cares less about this. 
We’re going to move on. China might create a BRICs bank, Chiang Mai 
Initiative. So it is a problem for the U.S. to engage internationally. 
Because of this change in power, continuing authority for Congress is a 
question that I want to raise here and many of you experts know more than 
me on this one. 
 
I think there is a subtler aspect to this, which I’ve witnessed firsthand. For 
example, on the exchange rate issue, when Brazil and China potentially 
had similar concerns to the U.S. vis-à-vis China, they found it more 
difficult to come on board with the U.S. to cooperate vis-à-vis China when 
it was a belligerent U.S. exercising hard power, which Congress forces it 
to do. So in that sense, multilateralism, kind of muscular first-order 
multilateralism as first recourse, is rendered more difficult by this. 
 
And for me, I sometimes say very speculatively and loosely is that what 
we need is to go back to something like what happened in 1934 when a 
big massive institutional change took place in U.S. politics when trade 
negotiating power was transferred from Congress to the executive and 
successively we’ve seen fast track which is rendered—as Carla well 
knows---which has rendered trade agreements, multilateral international 
trade agreements, more easy to negotiate for the good for the world. 
 
So just in conclusion I want to say, the U.S. gave us this multilateral 
system ironically when it was strong, but we didn’t really need open 
market.  [Inaudible 00:30:55] and still remains a relatively closed country. 
But it was kind of active enlightened self-interest where economic 
considerations were not necessarily the most important. 
 
I think the irony is that in some ways the question is: Can it sustain it 
when it actually needs this much more as a weakening power in the face of 
a resurgent China? So the question is: Does the U.S. have this ability to 
say we have to preserve our baby, but to do so, we have to do it by 
actually giving up power rather than trying to reassert the vestiges of its 
remaining power. 
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The brief, I found this quite recently, is the thought from Edmund Burke 
that’s coming: Does the U.S. need to graciously give up the power that it 
increasingly any case doesn’t have the power to withhold. Thank you very 
much. 

 
Carla Hills: We will follow with the panel. I’ll invite Professor Nye and Kurt 

Campbell to join up here and we will address some of these provocative 
suggestions that Arvind has made. Joe Nye will start the discussion, then 
we’ll go to Kurt Campbell, and at some moment, we’ll get to all of you. 

 
Joseph Nye: Thank you, Carla. And thank you, Arvind. I should say I really enjoyed 

not just the presentation but the paper that’s behind it, and I largely agree. 
I wrote an op-ed in the New York Times last January that said work with 
china, don’t contain it, and among other things, beware of over 
militarizing the pivot or rebalancing toward Asia. 

 
So in the large domain, I think Arvind is on the right track and I agree. But 
if I just praised him, it would be kind of dull. So I will pick some 
differences, which relate largely to timing and context where I would see 
some things differently. And timing means how fast should we do this 
transition and context means as we do it, how do we manage the effects on 
allies and on other areas like security. And those strike me as areas where 
Arvind and I will differ to some extent. 
 
Arvind mentioned the Thucydides Trap and the Kindleberger conundrum. 
In political science jargon, those are often called hegemonic transition 
theory and hegemonic stability theory. I think I first started this reference 
to Thucydides in an article I did for the economist about fifteen years ago. 
My friend Graham has now picked it up. I kind of wished I’d never said it 
because the great danger with historical metaphors and analogies is they 
get taken out of context.  As my colleague, Ernest May, a great historian, 
used to put it, any time you draw a historical metaphor, put down the 
things that are similar and the things that are different. 
 
And when you look carefully at the hegemonic transition and the lessons 
from Thucydides, you have to realize that the war wasn’t inevitable. 
Thucydides overdid it as Donald Kagan at Yale has pointed out. And 
secondly when people apply it to World War I, they forget that in World 
War I Germany had already passed Britain in overall economic power by 
1900. And if you look at China and the U.S., China is not about to pass the 
U.S. in any similar way. 
 
So the analogies can be misleading. The same thing has to do with Charlie 
Kindleberger’s---I like Arvind’s term---the Kindleberger conundrum. 
What Charlie was basically arguing is that as a country rises in power, it 



12 

doesn’t give up its incentives to free ride until too late, and therefore, 
doesn’t produce public goods to stabilize the international system. 
 
But again, if you look back carefully at the case that Charlie places his 
emphasis on, which is the United States replacing Great Britain as the 
dominant economic power after World War I but failing to live up to its 
responsibilities until after World War II, there are lots of things that ought 
to be in the fine print if we follow Ernest May’s advice. In my new book 
that Carla mentioned, Presidential Leadership and the Creation of the 
American Era, I point out the extraordinarily important fact that Woodrow 
Wilson when he went on his speaking tour to get the American Senate to 
ratify the Treaty of Versailles and thus join the League of Nations had a 
stroke. If the stroke had killed Wilson rather than merely debilitating, the 
Americans almost certainly would have joined the League of Nations and 
the ‘20s and ‘30s might have looked somewhat different. I mean history is 
full of little ironies of that sort. 
 
There’s also the point that if you explain why the Americans actually did 
contribute to the creation of global public goods and economics in the 
1920s but not the 1930s, there’s another factor that has to be brought in 
called the Great Depression, which all bets may be off in terms of the 
analogy with U.S. and China unless we have an event similar to that. But 
let me go back to the area of where I agree with Arvind on the overall, 
which I think the idea of integrating China and multilateral institutions is 
exactly right. John Ikenberry at Princeton has made this point for some 
time. 
 
To some extent it’s already happening and it’s happening not because of 
external pressure, because of domestic causes and change inside of China. 
And Arvind didn’t have a chance to really go into this in his presentation, 
but it’s nicely spelled out in the paper. A lot of the things that we want, 
we’re pushing on an open door. But that also means we don’t have to give 
up so much so fast. Notice the two facts: one is that the United States is 
not declining, at least I don’t believe so as Arvind thinks; and the second 
is that China is moving in a direction that’s compatible with our interest in 
terms of getting them into multilateral frameworks. 
 
Those things mean that we can take more time and pay more attention to 
the effect on our allies and on the security situation. So when I look 
specifically from that to the grand bargain, the three-part grand bargain, 
which is nicely simplified in the Financial Times column that Arvind did,  
on the IMF and the World Bank, I agree completely that we should 
increase Chinese quotas in the IMF. China should go from 10 to 17% and 
have a veto, the Europeans at 33% doesn’t make any sense at all, and if 
you had three large countries each with a capacity to veto, that might be 
useful. 
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The other point about the World Bank, I also agree that China’s role in the 
World Bank can be increased, but the threat that you used in the paper, not 
so much at lunch today, about the danger of a BRICS bank, is an empty 
threat, as you yourself in the paper actually show how fragile the structure 
of the BRICS bank is because of its internal asymmetries. So on point one, 
we’re in agreement. 
 
On point two, the RMB is a reserve currency. Again, in the paper you 
nicely make the case that being a reserve currency is a double-edged 
sword. We get some benefits from it, but it costs us at the same time. And 
sharing that with the Chinese, bringing them into the basket of reserve 
currencies makes a lot of sense. The argument that some people make, 
which is that systems are unstable when you have more than one major 
reserve currency I don’t think it’s proven by fact historically. So I think 
we could do that one relatively easily and it would help us in some of our 
other objectives. 
 
The area, I think, on the three parts of your grand bargain that I probably 
have most quibbles or disagreements with it is on trade. If TPP is part of 
an open regionalism, then I think a point that Carla was making to me 
earlier that competitive regionalism or competitive openness can actually 
be in the service of liberalization. And I suspect that if we treat TPP as 
something which is open to China in the long run, you might find China 
moving gradually not toward the negotiations that are happening right 
now, but towards some larger framework in which they would if not here 
be related to TPP. And I think recent Chinese comments in the last couple 
of weeks are interesting to that avail. 
 
And as long as one doesn’t try to see it as something that’s done rapidly or 
overnight, you can imagine watching the Chinese watch what we do with 
the Vietnamese on state-owned enterprises and saying, “Well maybe we 
could live with some of that,” particularly as we want to cut back on the 
role of state-owned enterprises. 
 
But the other point in the meantime is we don’t have to necessarily wind 
up with a situation where we have a fragmentation of a multilateral 
system. Kevin Rudd has made a very interesting proposal, the former 
prime minister of Australia, which is we should go to the Chinese and say 
while we’re doing TPP, which is open to you in the long run, why don’t 
you and we work on reviving DOHA. I mean we don’t have to have this 
be zero sum. This could be a thing where here’s a new set of higher 
standards which are open to you in the long term, but in the meantime, 
let’s not have competitive regionalism. Let’s revive DOHA or some other 
multilateral framework as a complement to it. 
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So that I would think of the three specific policy points that come out of 
your analysis in the grand bargain, I have most doubts about the trade. The 
other two I’m largely in agreement, with the few minor qualifications that 
I mentioned. 

 
Carla Hills: Joe, thank you. I think that really sets up a wonderful discussion, the 

issues that Arvind raised so well, and now we’ll go to Kurt Campbell. 
 
Kurt Campbell: Thank you, Carla and Joe and Arvind for the excellent paper, and it’s great 

to be here at the Peterson Institute. I think what I can do hopefully is to 
place some of Arvind’s thinking in contemporary context, what we’ve just 
experienced and what we think we’ve learned from this recent innovation 
in U.S.-China relations with the summit that took place in California. 

 
Now, much has been made of the informal quality of the engagements. 
But I must tell you if you noted even though no one wore a necktie, 
everyone’s shirt was exactly the same, so just the most formal informality 
that one can possibly imagine. But still, in many respects, this was an 
important innovation in almost 50 years of diplomacy between the United 
States and China. Before, we’ve only met in two kinds of context: one, 
summit with all the bells and whistles, enormously difficult challenges 
associated with all the protocol arrangements; or rushed meetings in 
multilateral fora with waiting countries backed up like bowling pins as the 
U.S.-China bilateral runs longer and longer and never getting through the 
dense agenda. So I think this in a sense was important, and we’re left 
subsequently to sort out the clues of what to make of this. I’ll give you a 
few things after conversations with friends in the White House and 
elsewhere that I think are important for us to consider going forward. 
 
The one thing that I think we have to look carefully at is the subtle shift in 
language about how China is referring to itself. And if you look at what’s 
transpired basically since the end of the 1990s to the period today almost 
fifteen years, a period in which China took great pains to focus on, first 
they talked about peaceful rise, but very anxious that we would read rise 
the wrong way. They probably see something in us that we don’t 
appreciate about ourselves, which is we will not go quietly as a great 
power. So they changed from peaceful rise to peaceful development, but a 
real sense that is China still developing, not yet to be treated or considered 
a great power. 
 
And then I think probably over the last five or six years, a difference with 
respect to venues. In certain circumstances, Chinese very much wanted to 
be considered a great power, but in others only a developing power. So 
when it came for a time for responsibilities associated with climate 
change, we’re still a weak country, but in terms of treatment on the global 
stage with respect to major institutions, insistence on China as a great 
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power. I think the important thing that transpired and I think augurs in a 
new period with respect to U.S.-China relations, is that President Xi 
Jinping I think unambiguously embraces the notion that China is a great 
power. And I think there are probably some very positive things to take 
from that and there are things that we’re going to have to watch carefully 
and to consider as we go forward. 
 
Most of my discussions with China over the course of the last couple of 
years about what it means to be a great power fall more into the kind of 
discussions that took place between the United States and the Soviet 
Union in the run-up to what was called the Basic Principles agreement in 
1972 in which Soviet officials at the time were intent on receiving from 
the United States concepts that can best be described as basically spheres 
of influence, very geographically focused, more understanding for what 
are the unique requirements, shall we say, that the Soviet Union had in its 
immediate neighborhood. 
 
In many discussions that we’ve had as we’ve tried to understand what are 
the parameters of a new great power relationship, underneath it I think 
there are hopes from some Chinese officials that the United States will 
regard China’s rise as coming with it in areas surrounding China in which 
China has some unique responsibilities and requirements that the United 
States had to acknowledge. And in many circumstances frankly, Chinese 
friends would bring up our own experience in the United States, both 
Monroe Doctrine and the Rooseveltian Corollary to the Monroe Doctrine 
almost as a very regular happenstance. 
 
I think what we would often try to do is shift what you might describe as 
19th century conversations more to 21st century conversations about how 
the United States and China can work to uphold global norms, institutions 
that have essentially been part of the most remarkable period of Chinese 
and Asian success over the last 40 or 50 years.  And what I love about 
Arvind’s thesis of what he’s laid out here, there is a Mark Twain painting 
the fence quality to this like, “Gee, I’m having a great time painting this 
fence. But if you insist, we’ll give you a role and greater responsibilities in 
the IMF and the World Bank.” 
 
In truth, many Chinese friends look at those institutions as not examples of 
greater power on the international scene, but in fact the reverse, more 
responsibilities for rising on the global stage. So my hope is that Arvind’s 
feint will be successful.  If we are able to disguise these greater 
responsibilities as actually more power we might be able to have some 
success in these negotiations going forward. But I think the key about this 
conversation between Untied States and China, and in fact it’s not just 
between the United States and China, it’s all the countries in the Asian 
Pacific region, is in fact what passes for power in the 21st century as 
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opposed to the 19th century going forward. But I do like the conception 
that he’s laid out and I think it’s important going forward. 
 
I would quibble just with a couple of things just to undertake as we go 
forward. I think the irony of this issue of welcoming China into the 
multilateral institutions, first and foremost, is that much of this has already 
taken place. The United States really led the way with respect to the G20 
and to other institutions. We have in fact wanted China to play a larger 
role in many of these institutions for over a decade. Secondly, in some of 
these institutions, China was in before us. So the idea that, for instance, 
the East Asia Summit, which I believe will become one of the most 
important architectural designs of the 21st century in Asia, China preceded 
us by several years. In fact, it was China that welcomed the U.S. decision 
to join the institution, in fact the first country to welcome us, and we have 
worked I think remarkably well in that institution on issues of mutual 
concern going forward. 
 
I think it is also the case that anyone who focuses on Asia understands at a 
very deep and fundamental level that every country in Asia wants a better 
relationship with China, every single country in Asia, including Japan, 
including the Philippines, including Vietnam, including the United States. 
So the very usage of the term containment is just---it resembles the residue 
of a period in history that is just long gone. And so what it tends to do is 
confuse people about what the nature of the fundamental challenge is that 
we are facing in the Asia Pacific region. 
 
So I just want to conclude with a couple of observations which I think are 
at the heart of what Arvind concluded with, which is the nature of the 
American contribution to the Asia Pacific region. I think what’s 
interesting is that at least my experience when I first joined the Obama 
Administration in 2008-2009, the dominant thinking in China’s strategic 
circles was that the United States was rapidly on a period of dramatic 
decline and that we would be out of Asia before the not-too-distant future. 
So the combination of profound economic challenges and a view that the 
United States was deeply preoccupied in the Middle East and South Asia 
was animating a set of assessments among most of the strategic 
community in Beijing and Shanghai. 
 
And essentially what we have seen over the course of a few years is that 
there are three fundamental schools of thought in terms of China’s role in 
the world and particularly its interaction with the United States. The first 
school of thought is by far and away the most well understood, the most 
dominant until recently. It is often described as the bide and hide school, 
which is essentially not about goals. It’s about tactics. It’s about creating 
greater capacity, investments, creating greater power. And that school has 
been very able in terms of bringing both liberals and conservatives 
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together towards achieving a capacity which we will decide how we’ll use 
it in the future. 
 
The second school was very prominent between about 1996 to about 2000 
under the Jiang Zemin period, and it essentially was a group of 
theoreticians and practitioners in Shanghai and Beijing that argued that the 
most important problems required a high degree of coordination between 
the United States and China: climate change, trade issues, macroeconomic 
policy, piracy, and the like. Now while those writers are still very 
prominent in the Chinese system, they do not write as much on these 
issues anymore. So although the second school kind of exists in theory, 
they are not as active in the strategic debates on these topics. 
 
Instead, what we have seen essentially beginning about 2005 or 2006 is a 
school that has argued that China’s time has come and that China is now 
the dominant country in the international system. And I think as Arvind 
suggests, the last year or two has probably required some adjustment in 
that strategic surmise. But what we are looking for with Xi Jinping and his 
colleagues are some indications about where they’re going to situate 
themselves on this larger strategic template and whether frankly the 
second school, the idea that there is an essential requirement for U.S.-
China cooperation going forward will again be a central feature in 
strategic interaction with the United States. 
 
On the role of the United States in Asia, I think we face a couple of real 
challenges going forward. And it’s not the inevitable personnel challenges 
and whether the high-level engagement and interest in the United States 
will continue, which I believe it will. But if you look at the history, and 
Joe has written a lot about this, of American martial engagement, the 
Second World War, the Korean War, the Cold War, there is a tendency at 
the end of major martial campaigns for the United States to want to retreat 
from global politics. And the real key to the rebalance and the pivot is not 
that the United States would come home, but essentially change some of 
its strategic focus from the Middle East and South Asia to the Far East, 
Asia and the Pacific region as a whole. 
 
What’s interesting, and we are at the beginning stages of this, and I as a 
democrat am happy to admit this, what we have always been able to bank 
on in our domestic politics is that there has been a solid consensus in the 
Republican Party on internationalism, in our internationalist commitments 
and a strong defense. For the time basically since the mid-1940s, the 
Vanderburgh period, there is now an open debate within the Republican 
Party that matches the debate that has always been there on the 
Democratic side about whether the United States needs to have such an 
international pose. That will be challenging for us going forward to sustain 
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what has been largely a bipartisan commitment to maintain a commitment 
in the Asian Pacific region. 
 
But in addition to this challenge of wanting to sustain this rebalance to 
Asia, there will also be the contrary push which will be, it’s hard to leave 
the Middle East and South Asia with enduring problems of Syria and Iran 
and Iraq and Afghanistan. So the tendencies, the pulls, in both places as 
we are trying to refocus our commitments in the Asia Pacific region will 
be remarkable. 
 
My own particular sense is and I’ll conclude with this, Carla, the most 
important contribution that we can make in what will be an ongoing 
important conversation about cooperation with China and how we as two 
great powers can live together will be to sustain the sense of our own 
power both domestically and in the region. That more than any other 
innovation in global architecture or any other particular use of language 
will contribute to, I think, China’s strategic thinking about the need to 
work with us going forward, and I think that’s the best way for us to 
proceed. 
 
Ultimately, I believe we’re at a period in the U.S.-China relations where as 
much as we like the idea of grand bargains, major communiqués, big 
sweeping, bold opportunities and examples, in truth what we are really at 
is at a period where small steps of building constructive habits of 
cooperation in aid, in assistance, in military dialog is the most important 
thing that we can do, and in fact, it has turned out to be one of the hardest 
things that we’ve been able to focus on over the course of the last couple 
of years. So the hope is after this summit that we will find areas to actually 
struggle to cooperate and to establish those habits going forward. Thank 
you. 

 
Carla Hills: Thank you. I would say that we’ve had three really outstanding 

presentations giving us plenty of food for thought. Whether or not we are 
declining, I think Joe points out, we ought not to slam the door on China. 
There are many areas where we can work together and we have no 
possibility of containing it. Kurt has just given a very good example of 
what’s at issue and how we have to guard against turning inward as 
historically has been a danger and how we work with our Congress and 
people more broadly, and I think that you can be very proud of what you 
have stimulated in your process. So we’ll go to the audience and are there 
thoughts, comments?  Yes. I’ll start here and then we’ll go to the middle 
of the room. Where’s the mic, right here over here on the wall? 
 

 
Gautam Adhikari: My name is Gautam Adhikari. I’m a columnist for the Times of India. 
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Carla Hills: Speak up. 
 
Gautam Adhikari: My name is Gautam Adhikari. I’m a columnist for the Times of India, 

now living in the United States. Thank you, Arvind, for a very exciting 
and bold presentation. But I was just wondering whether I can ask a larger 
question, which is that as you integrate or try to achieve a more durable 
balance of power in the economic field is there a simultaneous eclipse that 
might happen with the dividing line in the soft power of China and the 
United States in the sense that the United States and China are actually 
growing or offering other countries models of competing models of 
economic growth. And one is based on liberal democracy and individual 
rights, the other is kind of a Confucian capitalism based on harmony and 
consensus. Which model---and there are two reasons why I’m asking this 
question---which model is appealing a lot now to many other emerging 
economies? And the second reason I’m asking the question is that the 
inventor of soft power is sitting right here. 

 
Carla Hills: Do you want to take that? 
 
Arvind Subramanian: You know I have a fairly strong and straightforward view on this. I don’t 

think there are lots of countries out there who genuinely believe that they 
want to follow the Chinese economic model. I think a lot has been made 
about capitalism in crisis after this global financial crisis. But I think most 
people come away with the interpretation I think in the emerging market 
world that, don’t let finance get out of hand; be more prudent in fiscal 
policy. But the notion that somehow this means that everyone is going to 
go to state capitalism and put up protectionist barriers and start violating 
intellectual property etc., I just don’t think—I mean I look at India, Brazil, 
South Africa, all these countries, in the aftermath of the crisis. Nobody is 
racing to go back to a kind of dirigiste model of running the world. 

 
So I think China—I don’t think China itself believes in some serious way 
that---of course, it wants to acquire soft power. In fact, David 
Shambaugh’s book has a whole chapter devoted to all the ways it’s doing.  
But I don’t think they really---and correct me if I’m wrong---that they 
seriously believe that their model is what the rest of the world is aspiring 
to. I mean, they themselves aspire to some kind of American model, of 
course, with tweaks here and there. So I don’t buy this China offering a 
really plausible convincing economic model as manifestation of its soft 
power. 

 
Carla Hills: There was a hand back there.  Yes, please. If you’re close to the 

microphone in the back of the room, take that one. But I think that the mic 
is migrating towards you. Oh, Nancy, with the light I couldn’t see you. 
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Nancy Birdsall: Thank you. Nancy Birdsall, Center for Global Development. This question 
follows a little from the last one. But first, thank you very much, Arvind.  
You know, a masterful piece, broad-sweeping, and great, thoughtful 
comments. You did inspire a wonderful session. 

 
What I wanted to ask about is democracy. I was trying to put myself in 
the—what am I saying—to think as a responsible, thoughtful member of 
Congress would be thinking. And what I would fear wearing that hat is not 
the economic model, but the political model. What I worry about is what I 
have is a lack of trust that without the checks and balances which 
undermine multilateralism as an approach in the U.S. as you suggested, 
without those checks and balances, that special interests will prevail in 
China, not in the enlightened self-interest of the Chinese people or of the 
world, but in the self-interest of these special interests. 
 
And even the issue of the renminbi, which as you said, the Chinese 
seemed to be hesitating to want it as a reserve currency, doesn’t that 
reflect some of the problems inside China that are essentially about checks 
and balances on special interests? So I wonder if you or Joe or any of you 
would— 
 
One more point here, we seem—I as a member of Congress fear more than 
I feared at the time of the Soviet-U.S. competition. I fear a different 
political model even more than I fear a different economic model. 

 
Arvind Subramanian: So, Nancy that’s a great question. I think part of this is also something that 

Joe said that there’s a question of timing. I mean I don’t think as I said 
earlier about the economic model, I don’t think the Chinese themselves 
think that this is a model that they want to preserve forever and ever and 
there’s going to be natural evolution, and there’s no doubt that the more it 
evolves, the more trust it will engender in everyone else. There’s no 
question about that. 

 
But I think that essentially the point I think I’m making in the economic 
realm is that some of those checks and balances are inherent to integration 
and the fact that China needs this open market for its own economic 
development. So you’re right. I don’t know how to interpret whether they 
do or they don’t want the rise of the renminbi. My sense is that clearly 
they wanted to follow an economic policy of mercantilism which required 
closing its capital account, maintaining undervalued exchange rate, all the 
things that Nick has written about that obviously went counter to what you 
needed to do to make the renminbi a reserve currency. 
 
But I think going forward, the sense that China believes itself to be a great 
power, that they have chafed under-dollar dominance gives me the sense 
that they do want some of that in the future going forward. And I think we 
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should harness that, as Joe and Kurt have also said. For one thing, to some 
extent their liberalization will be facilitated politically if they can say, “Oh 
we’re opening up our capital account. We’re opening up the exchange 
markets. But hey, in return, we’re getting this reserve currency status.” So 
they can use that kind of nationalist card to get some of these towards 
where they want domestically.  
 

 
Joseph Nye: If you use public opinion polls to measure the attractiveness as a country 

which can be a surrogate for their soft power, the last five years should 
have been a period where we would see China increasing in its 
attractiveness in a lot of countries because of the failure of “the 
Washington consensus” and the great sense of the so-called Beijing 
consensus. That’s another indication of why you want to avoid that kind of 
gross metaphor. If you look at the recent BBC poll of 26 countries, China 
has seen a tremendous decline in its attractiveness over the last five years. 

 
So I think their economic success compared to political didn’t do them a 
lot of good in terms of what this BBC poll found. But I think, Nancy, your 
point about looking ahead to the future is an interesting question. I 
wouldn’t have called it democracy because there are so many different 
ways you can define democracy. It’s political participation. We do know 
that if you get above, what, 8000 to 10,000 per capita income, the demand 
for participation grows and ruling a middle class country is a lot harder 
than ruling a rural country. 
 
And the big question, I think, is what’s China going to do as it crosses this 
threshold. And I think they don’t know. I mean they definitely want to 
keep it what has been jokingly called a market Leninist system. But how 
can they keep the Leninist part of it when the market succeeds as well as 
it’s been doing. And I think that’s the big question for the future and how 
long that will take is uncertain. 

 
Carla Hills: Kurt, did you want to comment? 
 
Kurt Campbell: More questions. 
 
Carla Hills: Okay. Question, Scott. 
 
Scott Miller: Thank you. I’m Scott Miller of CSIS. Arvind, congratulations on an 

excellent paper, very provocative. I enjoyed reading it. 
 

I have a question really about Kurt’s comments on your paper. Your paper 
is about grand gestures. And those things are kind of hard in Washington 
these days.  I mean, we’re having a tough time with annual appropriations 
bills, let alone grand gestures, which is a point you made later. 
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Kurt made a fairly compelling argument for consistent small piece by 
piece, step by step, action. I won’t call it small ball, because that sounds 
denigrating, because I think he’s onto something, and it’s something that 
has been successful in the relationship over the past seven to ten years. 
Can you comment on Kurt’s suggestion? And would you reframe your 
thesis differently if you had to step back from the grand gestures and move 
to a set of small consistent determined action? 

 
Arvind Subramanian: I think this is entirely a kind of presentational point. When I say grand 

bargain, it’s a kind of theoretical way of saying all that needs to happen 
for this relationship to succeed going forward. It doesn’t have to be a 
summit in which they sign an agreement saying you get 17% more of the 
IMF etc., etc. I mean, it’s completely consistent with what Kurt said about 
all these things having to happen incrementally in small steps. But this is a 
kind of an analytical way of laying out all the things that need to happen 
and frame it in a certain way. So I didn’t mean it as the next summit they 
should sign this agreement. If I did, it’s my fault. 

 
Carla Hills: Okay, yes, please.  This table right here. 
 
Matt Goodman: Matt Goodman with CSIS. I also wanted to just comment on two things, 

extending really points that Kurt made. On TPP as a manifestation of 
containment, I just don’t even understand that because trade agreement 
can’t contain a country and nobody in that group wants to contain China. 
As Kurt said, everyone wants to engage with China and be more 
economically involved with China. 

 
I think TPP is what the U.S. government says it is. It’s to help establish 
rules of the road in the international system to upgrade and update them in 
the face of having tried other paths to the summit and not being able to get 
to the summit, which is multilateralism. Everybody wants that ultimately. 
But we haven’t been able to get there by DOHA and TPP is the next best 
thing, second best admittedly, but it is the second next best thing, and 
China should ultimately be part of that. So I feel pretty strongly about that, 
that certainly TPP has nothing to do with containment. 
 
But the question relates to the G20 which you didn’t mention, I don’t 
believe, but Kurt did again. I mean, what about that, because the U.S. did 
make a pretty substantial concession when it moved from the G7-G8 
centric world to a G20 centric world, admittedly out of possibly 
desperation. But it did, because it needed China’s help and everyone’s 
help. But that was a pretty substantial concession of multilateral 
governance influence in the world. What do you think about that as a 
vehicle for the U.S. and China to make progress, again not on a grand 
bargain, but in little ways to build habits of cooperation? 
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Arvind Subramanian: Let me talk about the TPP for a second, because also Kurt said some 

things about it and Joe said some things about it, and I want to come back, 
and Carla is here. So let’s focus on TPP for a second. 

 
I think as an economist, a preferential agreement is both liberalization and 
containment by definition. You lower your tariffs to a partner who’s part 
of it, by definition, you’re disadvantaging a third country. So the fact that 
you’re doing it, U.S. and Asian markets will have preferential arrangement 
vis-à-vis each other, by definition will. And I think that’s—I mean if you 
think—as Joe was saying, all the noises that are coming out, I mean, 
maybe it’s working, but it’s working because it’s economic containment. 
So I don’t think we should lose sight of that fact. 
 
Where I kind of am a bit open and where I would agree with Joe and Kurt 
is something that I didn’t have a chance to spell out, is that I do say very 
strongly that my problem with China and India and other emerging market 
countries has been that they’ve provided the fodder for TPP, etc., to make 
sense, because of the lack of progress in the DOHA Round and the 
multilateral front. 
 
So in my paper policy brief, I say very clearly that--so my thing on what 
China needs to do on the trade side is very much take the lead on the 
multilateral, and my colleague Aaditya Mattoo and I have a paper on it, on 
a possible China round of trade negotiations where you kind of expand 
DOHA in ways where you can have deals where China gains and others 
gain vis-à-vis China as well. 
 
And then it becomes a matter of emphasis whether you emphasize that or 
have a TPP in parallel or whatever. But I do think that my last point here 
is that, and this is something that all of you know better than I do, there are 
uncertainties and contingencies in this, Joe, right. So you say I completely 
agree with you, the BRICS bank, not a threat. TPP coming around, not a 
threat, not really a problem. But I mean how much of that is due to the fact 
that we are not plugged into how the Chinese are thinking about these 
things. And to say Chinese itself is a bit silly because it’s a monolith 
within China. How’s the Chinese army viewing TPP? I mean, we don’t 
have a clue. 
 
So if you factor all these contingencies and potential malign 
interpretations of what we’re doing, then I think it becomes a little bit 
more difficult to maybe unambiguously say, “Oh TPP is a good thing and 
China will come onboard.” So I have a measure of kind of openness and 
agnosticism about this, in part because I don’t think we listen to enough of 
how the Chinese—I mean there was an op-ed in the FT by Yao Yang very 
explicitly saying that we think TPP is contained. And if you feed that 
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sentiment in China, I don’t know where this might lead to. So it’s a kind 
of nervousness about that. 

 
Carla Hills: Kurt. 
 
Kurt Campbell: Thanks. Thank you, Arvind. I find myself very sympathetic to some of the 

points that Matt made. I will say that what was striking about the TPP 
debate, and we lived through this, is that for several years, frankly rightly, 
I think there was a lot of criticism for a lack of trade strategy in that we 
were not being very ambitious in Asia. And in fact, most countries looked 
at TPP as being pretty weak tea. And then overnight, there is now another 
debate about how TPP is an incredibly powerful vehicle of containment. 
So it’s gone from being not befitting of a great power to some sort of tool. 

 
I would say generally speaking, we actually know very much about what 
the Chinese are thinking and talking about with respect to TPP. There’s a 
very rich set of analysis and it follows almost precisely that, a real sense 
that the United States did not have a strategy for economic engagement. 
And that’s one of the reasons why China and other countries had so many 
other corresponding, I wouldn’t say competing ventures, but ASEAN Plus 
Three, a variety of other institutional trade initiatives that were laid out 
over the course of last several years and now again much more concern 
around TPP. 
 
I will say I sat in thousands of hours of dialog and discussions in 
diplomacy over the course of the last several years, and one of the things 
that troubled me the most---I won’t name the interlocutor, but a person 
that I respect enormously, greatly, just I think is one of the finest 
diplomats of this generation---and in a particularly difficult time in our 
relationship---I’m not going to go into great detail here---he and I had a 
one-on-one in which we had not had any sleep for many days. And he 
said, “Before we go further, I just need you to assure me of one thing.” 
And he was not kidding. He said, “I need you to tell me that all of this that 
we’re living through is not part of a larger American plot.” 
 
And this was not a talking point. It was a deeply felt sense of anxiety 
about what the United States was up to in Asia. And so the fact remains 
that there is indeed some willful misunderstanding, but there is also some 
very genuine concern about what the United States is up to in Asia. And 
here I think myself I would fault us, me, and others for not being clear 
enough that as we seek to focus on Asia, at the very heart of that is a 
desire to have a better responsible strategic relationship between the 
United States and China as well as other powers in the Asia Pacific region. 
I think that’s possible, but it’s going to take much more work on the public 
explanation dimension of what we’re seeking to do. 
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Carla Hills: Did you want to say anything? Kurt, let me just ask you. When I talk to 
people in China, I think that they originally had the view that we were 
excluding them. There has been some recession from that. And the 
question is, in your view, do you think that we have done enough or could 
do more to welcome them in to TPP, to suggest as I think the Peterson 
Institute has suggested, that as China moves forward with a regional 
comprehensive economic partnership which has an overlap of tremendous 
numbers, about 50% of the people we’re negotiating with in the TPP that 
we would build a bridge? In other words, that we’re out there searching 
for mechanisms to bring them into an economic arrangement that really 
dates back to the APEC trade agreements, where we really wanted the 
Asia Pacific region of 21 nations including China to be vibrant trading 
partners. Is that possible? 

 
Kurt Campbell: Well, first of all Carla, let me say there is always a tension in government 

between those people like myself who view trade and other economic 
agendas as having important strategic underpinnings and those who say, 
“Look, you’ve just got to look at it completely on the merits and you can’t 
get ahead of yourself.” And generally speaking, you know it well from 
your experience at USTR. I would put myself frankly closer to your view. 
And I believe that some of the commentary that we have received in the 
last two weeks and it’s been echoed in a few places that China wants a 
dialogue with the United States on TPP. I think that’s extremely hopeful 
and I know that it was an issue that was raised in the meeting between 
President Xi and President Obama. 

 
I do think that it is impossible to describe if you’re inside an 
administration how fraught any negotiation is on a trade issue. And so just 
as we’re getting our hands around this one, just the context with the new 
addition of Japan and some of the challenges that we face in Canada and 
Mexico, the idea of this other major swirling sun that would come into the 
orbit of this is very intellectually and strategically challenging. However, I 
do believe that at the basis of peace and stability in Asia has to be a sense 
that the TPP is not invitational, but aspirational and that it is entirely 
appropriate for China to aspire and that in fact it will not be up to the 
United States to decide, but that we can help facilitate a dialog whereby 
some form of negotiation going forward makes sense. 
 
But in addition to that, Carla, I will say what I’m worried about in the 
short term frankly is what TPP does in Southeast Asia where other 
countries like Indonesia and the Philippines are saying, “Hey, what about 
us? What about us?” And so we need to be able to make clear not just to 
China but to other countries that we’re prepared with stepping stones and 
other vehicles that will allow them ultimately to join as Matt indicates this 
21st century trade agreement. 
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Carla Hills: I know we have some Chinese journalists here.  Yes, question from one of 
our Chinese friends.  Yes. 

 
Male Voice: Gregory Ho from Radio Free Asia. This question is for Dr. Campbell. I’m 

concerned about the NSA lead story, especially the main character guy, 
Edward Snowden, who is stationed in Hong Kong presumably. So as 
China is now an emerging great power, as it came, what kind of role 
should China play in this drama?  Should China follow the Russia 
[inaudible 01:20:01] Mr. Edward Snowden seek refuge in Russia, they 
were granted. So what kind of advice—well don’t say advice, China 
doesn’t want to hear that—what kind of best outcome you would think of 
for this tough issue between China and the U.S. Thank you. 

 
Kurt Campbell: You know a lot of these lies at a legal level and extradition issues which 

I’m really not very well equipped to answer. I would say that at a time 
where clearly the issue between the United States and China that is at the 
top of the list, which is cyber-related issues, to have this happen sort of on 
the wake of the summit I think provided challenges for the President and 
the U.S. team to try to explain our position on one and our issues on 
another. 

 
I think that obviously Congress, the executive branch have made very 
clear that they’re going to prosecute this case. But it will probably launch 
a conversation in the United States which frankly ultimately is probably a 
healthy conversation about what are the appropriate areas that we allow 
the state, the government, to have a role in the lives of American citizens. 
 
And I think the interesting thing about that debate is that it does not break 
down on traditional Republican and Democratic grounds. It can touch 
people in different parties in different ways. I think probably the same 
discussion takes place in various ways along the lines that we’ve been 
discussing Nancy’s question about democracy in China and Russia as 
well. 

 
Carla Hills: Yes, please. 
 
Female Voice: Thank you. Thank you for hosting this wonderful discussion. [Inaudible 

01:22:05] with China’s Xinhua News Agency.  First, I want to ask, in my 
view, many American people are competitive, forward-looking, fond of 
setting rules.  They are by nature the number 1. So how can the U.S. in the 
coming decades overcome the psychological threshold to be number 2 in 
some ways and share power with other emerging powers? What’s the right 
pace of sharing the power? Secondly after Sunnylands Summit in 
California, how can China and the U.S. best use the next months’ strategic 
and economic dialog to reduce mistrust and expand cooperation? Thank 
you. 
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Kurt Campbell: The question of U.S. as number 1 and number 2, Arvind and I may have 

slight disagreement on this. But if you look at the year 2030, and he has a 
table in his paper, China will be slightly larger than the U.S. in size of the 
overall economy at market rates, not PPP, and half the size of the U.S. in 
per capita income, which is another measure of the sophistication of an 
economy. That doesn’t add up to me about the U.S. being number 2 and if 
you look at overall power, that’s merely an economic power. 

 
If you compare and add to that military power and soft power, the idea 
that the Americans are being passed by China by 2030 strikes me as 
inadequate analysis. I’m closer to the view of the National Intelligence 
Council on their report on 2030 which I think says in 2030 the United 
States will be primus inter pares, it won’t be a post American era, but the 
pares will be a lot stronger than they are now. 
 
That gives the United States time to make the adjustment that it’s going to 
have to make to what I call not decline, but to rise of the rest.  Not just 
China, but Brazil, India, and others. And I think the real task for American 
political leadership is to get the American people to start thinking not is 
China about to pass us and become a threat, which I don’t think is the right 
way to frame it, but how do we deal with the world where there are many 
more actors with many more sources of power which makes things a lot 
more difficult to control. 
 
So I think that’s the task that we face in the years ahead. And I think if we 
focus too much on the so-called China threat, China passing us and we’re 
becoming number 2 and so forth, it’s going to create the kind of fear that 
is going to prevent us from adjusting the way we need to adjust. 

 
Arvind Subramanian: I want to ask a question of Kurt and Joe if I can use my privilege here as 

the presenter. Kurt said that potentially the kind of bipartisan consensus in 
favor of all this is not broken down but it’s being challenged. Hey, Joe, is 
that a threat? And if so, the point I made about, does domestic U.S. 
politics and political institutions need to change to cope with the more 
multilateral or to cope with more active multilateral engagement by U.S. 
rather than traditional unilateral and bilateral approaches?  Is that an issue 
at all for you or would you say that it’s too far out in the future now? 

 
Kurt Campbell: Just to address first a very good question from our friend from Xinhua. I 

think the best indication---I like the way Joe painted in the future---but I 
also think you can take some hope from our experience in the past on a 
couple of different case studies. First frankly is the case study of Japan’s 
rise in the 1970s and the 1980s before the lost decade of the 1990s. Joe’s 
good friend, our colleague, Ezra Vogel, wrote a very powerful book, 
Japan as Number One, and there was a period of time where it was taken 
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as just an article of faith that the United States had declined. The Cold 
War was over. Japan had won. 

 
And frankly, if you look in that period, even though there were tensions in 
the U.S.-Japan relationship, Japan owns some very prominent parts of the 
United States, we still had a robust political dialog and we did nothing to 
try to take Japan off its strategic course. Similarly, at the end of the Cold 
War, it would have been easy for the United States to take steps to prevent 
the reunification of Germany, or the unification of Germany, as it’s 
described. But in the administration that Carla served in, a very brave 
strategic set of arguments, Joe describes it in his excellent book on 
transactional leadership that the steps that went into remaking the post-
Cold War world. And we decided not to take those steps that could lead to 
a very dominant state in Middle Europe even though that had been the 
source of some historic tensions in previous sets of circumstances. 
 
I believe personally that there are things in the American strategic 
character that are welcoming to sharing power. We already understand 
that goods and services provided elsewhere can be superior to those that 
we receive here. I think that psychologically we both have issues that 
would suggest that we can accommodate and that there are issues that will 
be challenging for us. But I would say if we are looking for a partner in 
these challenges that face the very same cultural tensions in either 
direction it is clearly China, a country that has traditionally seen things 
flow to it and tends to think in most circumstances in terms of big 
countries and then smaller states. 
 
So I think both of us have our work cut out for us. I believe that is what 
the nature of the diplomatic project of the next twenty-five or thirty years 
will be about. Nothing could have prepared us worse for this challenge 
than the example of the Soviet Union black and white experience 
completely different than the multifaceted set of engagements that we’ll 
have with China, and it is inevitable that we will have both areas of 
cooperation and areas of competition. And it’s going to be the mixture of 
this sort of multicultural dynamic set of challenges, areas of closeness and 
competition that will provide the greatest threat to how the American 
public and officials see China. 
 

Joseph Nye: Since we’re past our time, I’ll just quickly answer Arvind. American 
institutions are inefficient. They were designed that way by the founding 
fathers. If you think they’re bad in trade now, look at the period before 
1934 that you described. They were a lot worse. Congress does have the 
capacity every once in a while to recreate itself, base-closing procedures in 
trade, the idea that you can have everything lumped together. It’s designed 
to be an inefficient set of institutions. But it’s also not prevented us from 
doing reasonably well since they were first designed. 
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Carla Hills: Well, I wish we could go on all afternoon and we can thank Arvind for 

getting us started, Kurt and Joe for making this a very rich discussion, and 
all of you who participated. So I thank you very much. 

 


