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Peter Navarro is a business professor at
the Paul Merage School of Business at the
University of California, Irvine. He holds a
Ph.D. in economics from Harvard University
and is the author of The Coming China
Wars: Where They Will Be Fought and
How They Can Be Won, the best-selling
investment book If It’s Raining in Brazil,
Buy Starbucks, and The Well-timed
Strategy: Managing the Business Cycle
for Competitive Advantage, which illustrates

how a knowledge of macroeconomics can be used to improve executive
decision-making.

Professor Navarro’s articles have appeared in a wide range of publications,
from the Harvard Business Review, Sloan Management Review, and Wall
Street Journal to the Los Angeles Times, New York Times, and Washington
Post. He is a regular contributor on CNBC.

Professor Navarro’s weekly stock market newsletter, the Big Picture
Investor, is distributed to several thousand readers and is available free of
charge at www.peternavarro.com.

You will get the most out of this course if you
have the following book:

Peter Navarro’s The Coming China Wars: Where
They Will Be Fought and How They Can Be Won
(Upper Saddle River, NJ: Financial Times
Press, 2006).
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Introduction
China has emerged as the “factory floor” for global production, providing the
world with cheap goods at the astonishingly low “China Price.” But there is a
very steep price to pay for these low-budget consumables—a price that very
well may have dire consequences for the health and security of the planet.

In this eye-opening series of lectures, business professor and best-selling
author Peter Navarro dissects the Coming China Wars and their implications
for all mankind. China’s predatory economic policies are not just about inex-
pensive goods pricing out the competition. China’s rapid economic growth
has serious implications for issues ranging from oil prices and energy security
to global warming and environmental pollution, and from U.S. political inde-
pendence and financial market stability to hot-war military conflict.

The stark fact is that the current course of events foreshadows an
extremely difficult future for the United States and for the world as a whole.
As Professor Navarro illustrates, this does not have to be the case, but
awareness of this problem—and prompt actions!—are needed to prevent a
catastrophic outcome.



Napoleon once said, “Let China sleep, for when she wakes,
she will shake the world.” Over the last thirty years,
China has not just risen from its slumber. Its economic
growth rate has been nothing short of astounding.

Since 1980, China’s economy has grown at the white-
hot pace of 10 percent a year, while the size of its
economy has doubled an incredible three times during
that period. This is a rate of economic growth that has
far outstripped that achieved by Japan in its economic
heyday or even the so-called Four Dragons—Hong
Kong, Singapore, South Korea, and Taiwan.

Through this incredible growth process, China has now emerged as the “fac-
tory floor” for global production. It sells to the world at the competition-crush-
ing “China Price,” and we as consumers benefit greatly.

Unfortunately, this story doesn’t end with a cornucopia of cheap Chinese
goods on our store shelves. Rather, it is a story about how the rapid and
often chaotic industrialization of the most populous country on the planet has
put China on a collision course with the rest of the world.

At least a small part of this complex story is already well understood.
Indeed, many people around the world—from laid-off workers to presidents
and prime ministers concerned about rising unemployment—already under-
stand that China’s emergence as the world’s factory floor and its conquest of
so many of the world’s export markets is costing jobs, hollowing out whole
national economies, and driving down wages. But that story, tragic and polit-
ically explosive though it may be, is only a very small piece of China’s eco-
nomic puzzle.

In fact, the real story about the coming China Wars is far more complex. It is
a story that provides a thousand variations on the famous “Butterfly Effect,” in
which butterflies flapping their wings in China set in motion a seemingly dis-
parate and chaotic chain of meteorological events that eventually result in
typhoons in Japan or hurricanes in the Gulf of Mexico.

In this case, China is now flapping its mighty economic wings. In so doing,
China is causing all manner of energy, environmental, political, social, and, in
some cases, military shocks around the world.

In America, while the aisles of Wal Mart are stuffed with cheap Chinese
goods, the air Americans now breathe is often brown from Chinese smog—an
unwelcome visitor from the jet stream. And when America goes to fill up its
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The Suggested Reading for this lecture is Peter Navarro’s The Coming
China Wars: Where They Will Be Fought and How They Can Be
Won, introduction.

Lecture 1: The Dragon Awakes
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SUVs, gas prices are considerably higher not just because of increased
Chinese demand, but also because of uncomfortably aggressive activities
undertaken by the Chinese government to woo traditional oil suppliers like
Venezuela and Saudi Arabia from American shores.

Meanwhile, on America’s southern flank, the Chinese economic juggernaut
has all but derailed what might have been a golden age of Mexican prosperity
in a post-NAFTA treaty world. Indeed, when the United States and Mexico rati-
fied the North American Free Trade Agreement (NAFTA), the Mexican economy
initially boomed. Now, however, Chinese manufacturers are thumping Mexico
in product line after product line—even though they have to ship their goods
thousands of miles farther to reach the United States. And rising unemploy-
ment in Mexico has fueled increased illegal immigration and a crime wave in
major cities like Mexico City and Tijuana.

And what about South America? Its Amazon basin—the critical lungs of the
planet—is rapidly being ripped up and replaced with soybean fields that have
been planted to feed an increasingly hungry China—a China that is increas-
ingly unable to feed itself.

And how about Africa? In over fifty African countries, legions of Chinese
engineers and workers are building all manner of public works projects—from
roads and bridges to palaces and stadiums. But the quid pro quo is a heavy
price as many of these countries are being forced to hand over their natural
resources and raw materials to pay for China’s largesse.

Meanwhile, from Cuba and Nicaragua to Canada and Venezuela, China is
attempting to play itself off Uncle Sam as a means of forging strategic
alliances in the Americas—with the ultimate goal of resource extraction.

And how about China’s closer neighbors like Japan, South Korea,
Cambodia, and Vietnam? In Japan, while shoppers scour department stores
for bargains in everything from Chinese shoes and tube socks to high-defini-
tion televisions, an equally bustling trade is taking place in darkened alleys—
the sale of hard drugs like crystal meth and Ecstasy imported through North
Korea and originating from China.

In South Korea, sand storms originating in China now regularly dump tons of
debris on the streets of Seoul. And in Cambodia and Vietnam, the Mekong
River, the lifeblood of millions of peasants, is now threatened by massive
dam building in China.

This is all very serious business. It is a business that can end well for all of
us around the world, including China. But if events continue in their current
direction and we do not recognize the inherent risks of China’s unsustainable
rate of development, it is also true that we and our children are destined to
face a very, very difficult future.

7



1. What is the driving force behind the many coming conflicts with China?

2. How does the “Butterfly Effect” apply to China’s emergence?

Navarro, Peter. The Coming China Wars: Where They Will Be Fought and
How They Can Be Won. Upper Saddle River, NJ: Financial Times
Press, 2006.

Kynge, James. China Shakes the World: A Titan’s Rise and Troubled Future
and the Challenge for America. New York: Houghton Mifflin, 2006.

Starr, John B. Understanding China: A Guide to China’s Economy, History,
and Political Culture. Rev. ed. New York: Hill and Wang, 2001.

The Xinhua News Agency provides China View, an online news magazine —
http://www.chinaview.cn/china/index.htm

Websites to Visit

�
Questions

Suggested Reading

FOR GREATER UNDERSTANDING

Other Books of Interest
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Size and Population

China and the United States are almost identical in size—about 3.62 million
square miles for the United States versus 3.69 million square miles for China.
Yet China is the most populous country in the world. It has almost five times
as many people as the United States—about 1.4 billion versus about 300 mil-
lion in the United States.

Despite their similarity in size, China has significantly less arable or cultivat-
able land than the United States—about 14 percent versus about 19 percent
in the United States. This is in large part because a significant portion of
China—about 20 percent—is classified as desert. In fact, China is losing as
much as a million acres a year to the process of desertification—and some
experts believe that within a few decades as much as 40 percent of China
will be desert.

China has some of the largest cities in the world. Three of China’s biggest
cities are Shanghai (roughly fourteen million people), Beijing (twelve million),
and the port city of Tianjin near Beijing (ten million). This compares to New
York (sixteen million), Los Angeles (thirteen million), and Chicago (seven
million)—Tokyo (twenty-eight million) is the world’s largest city.

China also has over one hundred cities with a population of one million or
more. As you move down the list of the world’s one hundred largest cities,
there are far more Chinese cities than American cities.

The Pearl River Delta region in southeastern China is one of the most
vibrant areas of the Chinese economy. It is a major center for so-called “light
manufacturing” of products ranging from watches and clocks and computers
to toys, clothes, and plastics.

Heavy Industry

Most of the heavy industries of China are located in the Northeast of China.
These industries range from energy and iron and steel to heavy machinery
and a plethora of chemical industries. It is in the Northeast where China suf-
fers from some of its worst air pollution and unemployment problems.

China is rich in coal but relatively poor in petroleum. This energy endowment
has not only been a prescription for prodigious air pollution. China’s search
for enough oil to fuel its industrial machine is putting it into sharp conflict with
the United States.

Besides coal and oil, China’s energy industry also features substantial
hydroelectric power and a number of nuclear power plants. China relies on

The Suggested Reading for this lecture is Peter Navarro’s The Coming
China Wars: Where They Will Be Fought and How They Can Be Won,
introduction and chapter 1.

Lecture 2: The Statistics of Growth



an extensive web of dams for both electricity generation and flood control—
often with disastrous effects.

China also has emerged as the largest steel maker in the world, and its
machine-building industry is equally formidable.

China’s chemical industry is the third largest industry behind only textiles and
machinery. It accounts for fully 10 percent of China’s gross domestic product
and services between 35 and 40 percent of global demand for chemicals.

Unfortunately, many of China’s heavy industries are also the country’s
major polluters.

Geography

China has a number of major rivers. Flowing from its source in the Tibetan
highlands, the Yellow River moves through the North China plain, where
much of China’s breadbasket is located. The Yellow River is China’s second-
largest river and is often called the “Mother River of China” and the “Cradle of
Chinese Civilization.” The Yellow River is also often called “China’s sorrow,”
because it has been prone to frequent and devastating floods. In recent
years, however, the Yellow River has been running dry for much of the
year—a glaring symptom of China’s growing water shortages.

China’s longest and most important waterway is the Yangtze River. This
river also rises from the Tibetan plateau and traverses thousands of miles
before emptying into the East China Sea near Shanghai.

China’s Recent Economic History

Until the 1970s, China was an industrial backwater barely able to feed its
people. The pivotal event in China’s economic history was the establishment
of so-called special economic zones to attract foreign investment and stimu-
late international trade. These special economic zones represented a radical
departure from China’s previous foreign and economic policies under Mao
Zedong. Before these economic reforms, and under communist rule, China
had sought to develop an economy that was both self-sufficient and highly
decentralized.

By the 1970s, with Mao out of power (and soon to die), and the Chinese
economy lagging far behind others in Asia, China’s new leader, Deng
Xiaoping, put forth a series of economic reforms.

Deng Xiaoping’s great contribution to Chinese economic growth was to
pave the way for China’s unique brand of market socialism. While the state
would still be involved intimately in the Chinese economy, China would also
rely on free-market mechanisms.

Some of Deng’s reforms included the introduction of a planned and central-
ized management of the Chinese economy, and he allowed Chinese peasants
to earn extra income by selling the produce from their private plots. This was a
radical departure from the commune style of agriculture practiced under Mao
Zedong and led to a substantial boost in China’s agricultural output. In another
important reform, Deng encouraged local municipalities and townships to
invest in their own industries.
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The Iron Rice Bowl

The term “iron rice bowl” refers to the system of guaranteed employment
that was instituted after the communist revolution in 1949. After the revolu-
tion, all workers and farmers were put under the control of the Chinese state.
The workers would produce what they were told to produce and the farmers
would grow what they were told to grow. In exchange, they were guaranteed
free housing, free education, free health care, food, lifetime employment, and
a pension upon retirement. Predictably, this system led to vast waste and
inefficiencies in both the agricultural and industrial sectors.

The smashing of the iron rice bowl began in the 1980s and has had a pro-
found effect on Chinese society as well as its economy. In exchange for
faster economic growth, China has created a large population of unemployed
workers, even as it has decimated its health care system.

Special Economic Zones

China’s establishment of the special economic zones has been much more
successful. Businesses and foreign investors in the zones are entitled to a
wide variety of special tax incentives and land-use preferences designed to
attract foreign investment. The goal of these zones is to produce products
that can be sold for export.

The effects of these reforms have been to create what has been described
on the website China.org as “a chain of open cities extending up the Yangtze
River Valley, with Shanghai’s Pudong as the ‘dragon head.’”

In making the special economic zones a success, Hong Kong has played
an especially important role. Although a manufacturing center in its own
right, Hong Kong began to move its factories to the mainland because of the
establishment of the special economic zones and the rising cost of labor.
Today, over fifty thousand Hong Kong enterprise-run factories are in the
Pearl River Delta.

China’s emergence as an economic superpower was not a particularly
straight line. In 1989, the brutal suppression by reactionary elements of the
Chinese government of the democracy movement in Tiananmen Square put
a temporary halt to economic development and market reforms.

In the spring of 1992, Deng made what is now referred to as the famous
southern tour of China. He visited Guangzhou, Shenzhen, and Zhuhai and
spent New Year’s Day in Shanghai. In his travels, he made numerous
speeches and met with local officials to once again promote the economic
reforms he had embraced.

With Deng out of power, the new president and premier of China both tried
to ignore him. However, Deng skillfully used the national media to reignite
China’s fervor for continued economic reforms. Deng’s southern tour is
generally credited with permanently changing China’s attitude toward eco-
nomic development.

Since 1992, the Chinese State Council has continued to open a number
of border cities as well as all the capital cities of inland provinces and
autonomous regions to trade. The state has established some fifteen free
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trade zones, thirty-two state-level economic and technological development
zones, and fifty-three new and high-tech industrial development zones in
large and medium-sized cities.

Despite China’s many large cities and its booming coastal region, China still
remains relatively rural, with well over half of its population living as peas-
ants in subsistence agricultural fashion. There are huge income disparities
emerging between the relatively affluent and primarily coastal urban popula-
tions and the inland peasantry. These rural peasants, over 600 million
strong, stand as a reserve labor force ready, willing, and quite eager to
move off the farms and into the factories as workers. This large reserve of
potential workers helps keep wages low and allows China to continually
expand its industrial economy.

Economic Factors of Population: Numbers and Gender

At 1.4 billion people and counting, over one-fifth of the world’s population
lives in China. One of the remarkable things about the Chinese population is
its ethnic homogeneity. Almost 95 percent of the Chinese people are
described as ethnic Chinese or, more technically, Han. Despite this, there are
many Chinese dialects spoken throughout the country.

China has one of the highest ratios of men to women in the world. This gen-
der gap is particularly high in rural areas. Official Chinese figures indicate that
for every one-hundred nineteen boys born in China, there are only one hun-
dred girls born. In rural areas, the ratio of boys to girls is one hundred thirty-
three to one hundred. This gender gap is a product of the so-called “one child
policy” that was introduced in 1980 with the goal of limiting China’s population
to 1.2 billion by the year 2000. The policy is credited with reducing China’s
population by about 300 million. However, the policy has also led to the killing
of female babies and selective abortion based on sex identity. This gender
gap is contributing to all manner of public health problems, such as the trans-
mission of sexually transmitted disease through increased prostitution and the
spread of HIV AIDS through both increased prostitution and increased homo-
sexual behavior among males who are unable to find mates.

Health and Welfare

By limiting the amount of children Chinese couples can have, the Chinese
government has skewed its population in such a way as to create a looming
pension and Social Security crisis. The “1-2-4” phenomenon refers to the fact
that soon there will be only one child in the workforce to support two retired
parents and four grandparents. By the year 2050, some experts estimate that
there will be a staggering four hundred million people in China who are senior
citizens aged sixty-five and older. The problem of supporting senior citizens is
going to be a significant one.

China produces 60 percent of all the world’s tobacco. Even so, China can’t
grow enough tobacco for its own consumers. One of every three cigarettes
smoked in the world is lit up in China. More than 10 percent of all adult male
deaths in China are related to cigarette smoking. If current smoking habits
persist, roughly one-third of all Chinese men will die from smoking-related
diseases. By the year 2050, tobacco will be killing eight thousand people
every day in China—three million each year.



“Free” Speech

As for the Chinese media, there is heavy government involvement. The
largest media organizations include China Central Television, the major
broadcast network in mainland China; The People’s Daily, the official news-
paper of the Communist Party; and the Xinhua News Agency, the official
press agency of China.

The Xinhua News Agency serves the same kind of function as wire services
such as Reuters and the Associated Press. This agency generates a con-
stant stream of press releases and, to critics, is described as the largest pro-
paganda agency in the world.

Disparity, Politics, and Education

The Chinese media has not been untouched by market reforms. While ques-
tioning the legitimacy of the Communist Party within China remains a taboo,
some of the smaller media outlets are raising questions that make the gov-
ernment uncomfortable. Still, there is a long way to go before there is free
speech in China.

One of the most disturbing aspects of the repression of free speech in
China is censorship of the Internet. China employs thousands of bureaucrats
and technicians to erect and maintain what has been called the “great fire-
wall of China.” This firewall blocks access to websites that might otherwise
provide a free flow of information to Chinese citizens. Much of the censor-
ship of the Internet is done with the cooperation of major companies in the
United States like Yahoo, Google, and Microsoft in exchange for access to
the Chinese market. China is also developing a rather extensive system to
similarly censor cellphone text messaging traffic and to eavesdrop on cell-
phone conversations.

The gap between rural and urban incomes has been growing steadily since
1985, with farmers and peasants earning only about 35 percent of their
urban counterparts.

Unemployment is particularly high in the inland areas of China, and at least
eight million new jobs a year must be created just to maintain the status quo.

While China employs over half of its population in agriculture, the United
States employs only 3 percent. In South Korea, only 11 percent are involved
in agriculture, and 38 percent in the Philippines.

China is, and will continue to be, governed by the Communist Party. The
party boasts 68 million members, but this is in a country of 1.4 billion people.
These Communist Party members effectively constitute an important elite
segment of Chinese society. Even the lowly members of the party wield
enough power to be prone to corruption. And corruption is endemic in
Chinese society.

The highest ranking officials in the Chinese Communist Party are the presi-
dent and the premier. Other important organizations include the legislature,
the National People’s Congress, the judiciary, and the military. In general, it is
fair to say that political reform lags far behind economic reform. Much of the
decisions of the hierarchy in the Communist Party are rubberstamped by
those below.

13



Still, one of the great virtues of China is its education system. As one of the
few remaining legacies of the Communist revolution, the Chinese school sys-
tem is one of the most developed of any developing country. China is also a
world leader in training both engineers and scientists.

14
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1. Where is the Pearl River Delta and what kind of products is it known for?

2. What was the most important economic reform to jump-start the
Chinese economy?

Navarro, Peter. The Coming China Wars: Where They Will Be Fought and
How They Can Be Won. Upper Saddle River, NJ: Financial Times
Press, 2006.

Enright, Michael, Edith Scott, and Ka-Mun Chang. Regional Powerhouse: The
Greater Pearl River Delta and the Rise of China. Hoboken, NJ: John Wiley
& Sons, 2005.

Shenkar, Oded. The Chinese Century: The Rising Chinese Economy and Its
Impact on the Global Economy, the Balance of Power, and Your Job.
Upper Saddle River, NJ: Pearson Education, 2006.

The World Factbook on the Central Intelligence Agency website provides up-
to-date background material on China —
https://www.cia.gov/library/publications/the-world-factbook/geos/ch.html

Websites to Visit

�
Questions

Suggested Reading

FOR GREATER UNDERSTANDING

Other Books of Interest
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The China Price

The “China Price” refers to the ability of Chinese manufacturers to signifi-
cantly undercut prices offered by foreign competitors over a wide range of
products. As a result of the “China Price,” China has captured over 70 per-
cent of the world’s market share for DVDs and toys; more than half of the
share for bikes, cameras, shoes, and telephones; and more than a third for
air conditioners, color TVs, computer monitors, luggage, and microwave
ovens. It also has established dominant market positions in everything from
furniture, refrigerators, and washing machines to jeans and underwear.

It is clear that five of the eight factors driving the China Price represent
unfair trading practices and include illegal export subsidies and tax prefer-
ences, currency manipulation, widespread counterfeiting and piracy, and lax
environmental and health and safety regulations. The other three factors
include low wages, large amounts of foreign direct investment, and a varia-
tion on the age-old practice of industrial network clustering.

Components of the China Price

Chinese wages are not the lowest in the world. However, the productivity of
Chinese workers is considerably higher than many other lower wage
nations, so China does indeed have an important labor cost advantage over
much of the rest of world—and one that accounts for a little over a third of
the China Price.

In most cases, the wage advantage of a developing country should disap-
pear over time, or at least narrow considerably, as it experiences rapid eco-
nomic growth and labor markets tighten. However, this is unlikely to happen
in China, at least for several decades.

Short-term downward pressure on wages is being exerted by a large
“reserve army” of unemployed workers estimated to be anywhere from 100 to
200 million. Many of these workers have been laid off or furloughed as a con-
sequence of the privatization of inefficient state-owned enterprises (SOEs).
With labor unions banned in China, there likewise has been no emergence of
any bargaining power for worker units.

Longer term, the heavier counterweight to rising wages is China’s official
policy of rapid urbanization to combat chronic rural poverty. The Chinese gov-
ernment seeks to move as many as 500 million peasants off the farm and
into China’s factories over the next several decades. Thus, wage pressures in
China are unlikely to significantly rise soon, making low wages a component
of the China Price for decades to come.

The Suggested Reading for this lecture is Peter Navarro’s The Coming
China Wars: Where They Will Be Fought and How They Can Be Won,
chapter 1.

Lecture 3: The “China Price”

16
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Counterfeiting and Piracy

China is considered to be the largest pirate nation; it accounts for an esti-
mated two-thirds of all the world’s pirated and counterfeited goods and 80
percent of all counterfeit goods seized at U.S. borders.

Counterfeiting and piracy provide Chinese manufacturers with a real cost
advantage, one that gives the China Price almost a 10 percent boost over
competitors.

A Web of Subsidy

The next factor driving the China Price is China’s export subsidies and tax
preferences. As a condition of entry into the World Trade Organization in
2001, the Chinese government promised to eliminate this complex web of
subsidies and tax preferences. Unfortunately, energy and water costs remain
heavily subsidized. Many manufacturers likewise benefit from subsidized rent
and cheap or free land, and many companies also get preferential access to
land by local and regional governments.

China’s state-owned banks continue to hold a large portfolio of non-perform-
ing loans. These NPLs often have been issued without expectation of repay-
ment. The biggest beneficiaries of this “free money” policy have been strug-
gling state-owned enterprises, which are concentrated in heavy industries like
steel and petroleum. Because of continued inefficiencies, many of these
industries run at a loss. However, the Chinese government is loath to allow
them to go bankrupt because of the loss of jobs that would entail.

China continues to use an extensive value-added tax rebate system for its
export industries—in direct violation of the WTO agreement. China’s value-
added tax is imposed over multiple stages of the domestic production and dis-
tribution process, generally in the range of 13 percent to 17 percent. This
China Price driver adds more than 15 percent to the China Price advantage.

Currency Manipulation

Since 1994, China has pegged its currency, the yuan, to the U.S. dollar at
roughly an 8-to-1 ratio. Under pressure from the United States and the inter-
national community, China adopted a “managed float” regime in 2005 based
on a market basket of currencies. For all practical purposes, however, the
dollar peg remains intact.

China maintains this peg by recycling large quantities of U.S. dollars gained
in its export trade back into U.S. financial markets. Through this activity,
China has become the de facto central banker of the United States, funding
both its budget and trade deficits, and within a few short years, China will
soon be America’s largest creditor.

The end result is a Chinese currency that is estimated to be undervalued
by anywhere from 15 percent to 44 percent. But any benefits from selling
exports with an undervalued currency will be at least partially offset by the
need to buy from foreigners the raw materials, electronic components, and
other imported inputs used in the manufacturing process with that same
weak currency.



In fact, the import content of most Chinese manufactured goods has been
estimated to be quite high, which substantially mutes the currency effect. Still,
even after accounting for this import content issue, China’s currency manipu-
lation still adds about 10 percent to the China Price advantage.

Health and Safety

While the Chinese government instituted new health and safety laws in
1995, few enterprises, either public or private, abide by the laws. There is
also very little enforcement by either the central government or local and
provincial governments, because the goal of economic growth has taken
precedence. Nor does any properly functioning legal system exist to protect
workers and ensure fair compensation for those who are injured, so the legal
liabilities of Chinese manufacturing enterprises are very limited.

China is one of the most dangerous places to work in the world, and work-
place injuries are endemic. The cost advantages to Chinese manufacturers
inherent in this lax health and safety regulatory regime range from the use of
cheaper equipment for workers and fewer safety-related expenses to savings
on training and safety-related large capital expenditures.

One way to estimate the cost advantage of China’s lack of adequate health
and safety regulations is to compare the expenditures on regulatory compli-
ance in the United States versus China. A joint study by Mark Crain and
Joseph Johnson (2001) estimates these costs in the United States to be 1.6
percent of gross revenues. This suggests that the contribution of lax health
and safety standards to the “China Price” may be rather modest.

Pollution

China is rapidly becoming one of the most polluted countries in the world. It
is home to sixteen of the twenty most polluted cities in the world. Of its
almost one hundred cities with over a million people each, two-thirds fail to
meet World Health Organization air-quality standards.

Seventy percent of China’s seven major rivers are severely polluted, and 80
percent fail to meet standards for fishing.1 Ninety percent of China’s cities
and 75 percent of its lakes suffer from some degree of water pollution,2 and
seven hundred million Chinese “have access to drinking water of a quality
below World Health Organization standards.”3 Liver and stomach cancers
related to water pollution are among the leading causes of death in the coun-
tryside.4 All of China’s coastal waters are moderately to highly polluted.5

Not all of China’s air and water pollution can be blamed on its manufacturing
industries. Other major sources include pesticide and fertilizer runoff in the
agricultural sector and large quantities of human and animal waste that are
dumped into waterways or seep into groundwater. However, China’s industri-
al sector is the primary contributor of toxic (versus organic) pollution.

Many of the polluting factories are small-scale and locally owned. Even
when such enterprises are highly unprofitable, they represent important job
generators in rural areas plagued by high unemployment. That makes it diffi-
cult for a local environmental protection bureau to close the polluters down,
fine them, or force them to comply with pollution-control standards.
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In many cases, large factories equipped with the latest and most sophisti-
cated pollution-control technologies don’t use the technologies for fear of
driving up production costs. Typically, this is done without any fear of sanc-
tions by lax regulators and often complicit local officials.

China’s state environmental protection agency is critically understaffed and
underbudgeted. As with its weak health and safety regime, China’s legal
system makes it extremely difficult for pollution victims to properly seek
any redress.

China’s lax environmental regulations and weak enforcement provide a vari-
ety of cost advantages to its industrial sector. Enterprises save money on
protective equipment for workers. Many don’t have to invest in pollution con-
trol technologies, while those that do save money by not operating it. Waste
disposal costs are considerably reduced.

The effect of environmental compliance costs on the China Price is similar to
that of lax health and safety regulations of just about one cent on the manu-
facturing dollar (albeit considerably higher for certain industries).

These relatively small cost advantages are imposing enormous costs on the
Chinese economy. The World Bank estimates that pollution annually costs
China between 8 and 12 percent of its more than $1 trillion GDP in terms of
increased medical bills, lost work due to illness, damage to fish and crops,
and money spent on disaster relief.

Network Clustering and FDI

Industrial network clustering refers to the practice of locating all or most of
the key enterprises in an industry’s supply chain in close physical proximity to
one another. What is different about industrial network clustering in China is
not just its large scale and broad scope. It is also the emergence of a myriad
of “supply chain cities” that focus on a single product or set of products and
serve as the focal points for highly localized supply chains.

In the Pearl River Delta area of China, there are entire cities that focus on
only one product or set of products. The bottom line is that industrial network
clustering adds another 15 percent or more to the China Price advantage and
is perhaps the one area of business where competitors can learn most from
the Chinese.

As the final China Price driver, there is foreign direct investment (FDI). Since
1983, FDI has grown from less than $1 billion a year to over $60 billion, while
72 percent of China’s FDI targets manufacturing.

China’s catalytic FDI provides a variety of competitive benefits. It finances
the transfer of the most technologically advanced production and process
technologies. It has brought with it managerial best practices and skills as
many FDI-financed enterprises are managed by foreign talent. FDI is also
often tied to the improvement of both marketing and distribution skills. When
all of these attributes are tied to one of the least expensive labor forces in the
world, FDI becomes a powerful competitive driver.

While much of the FDI flooding into China is attracted by cheap labor and
a desire to gain a foothold in what may soon be the world’s largest and
most lucrative consumer market, there is also a strong mercantilist pull to
China’s FDI.



As much as 20 to 30 percent of China’s FDI is estimated to be of domestic
origin. It is the result of the “round tripping” of mainland Chinese capital, pri-
marily through Hong Kong (and also the Virgin Islands). This round tripping is
driven by the special preferences awarded to FDI in the form of lower tax
rates, land use rights and subsidies, administrative support, and other subsi-
dies (most of which represent violations of the WTO), as well as by a desire
to evade foreign exchange controls. These are all unfair trading practices. In
addition, multinational corporations are moving from countries like Japan,
South Korea, and the United States to manufacture under far laxer environ-
mental and health and safety regulatory regimes.

Fight or Flight?

Non-Chinese enterprises facing the China Price are now being confronted
with a classic “fight or flight” decision. The “flight” option is driven by the wide
disparity between the China Price and the cost structures of foreign competi-
tors. This option involves what many foreign corporations have been doing,
offshoring and outsourcing much of their manufacturing production to China.

From a shareholder point of view, this may well be the right management
decision. There are, however, important issues to consider. First, there is
China’s increasing political instability. Second, corporations must consider
the implications of their own technology transfers to a country in which coun-
terfeiting and piracy are rampant. Third, the flight option poses serious ques-
tions of corporate social responsibility in regard to environmental and health
and safety concerns.

The corporate option of “fight” would necessarily entail comprehensive and
highly coordinated lobbying efforts across countries aimed at both domestic
governments and international agencies. The goal would be to level the man-
ufacturing playing field with China by pressuring China to adhere to interna-
tional economic standards of free and fair trade and to “social clauses” that
tie trade to international standards for environmental protection and workers’
rights and safety.

The preceding analysis suggests a number of proposals that should be high
on the lobbying agenda of non-Chinese corporations, as well as the policy
agenda of countries like the United States. These proposals include a zero-
tolerance policy on counterfeiting and currency manipulation and full compli-
ance with the World Trade Organization with respect to export industry subsi-
dies. In addition, corporations may find it necessary to put themselves in what
may be the uncomfortable and unfamiliar position of lobbying for more strin-
gent environmental and health and safety standards as part of any interna-
tional agreements on trade.
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1. What are some of the many export subsidies and tax preferences China
uses to illegally boost its export trade?

2. What is industrial network clustering and what kinds of direct cost advan-
tages does it provide China?

Navarro, Peter. The Coming China Wars: Where They Will Be Fought and
How They Can Be Won. Upper Saddle River, NJ: Financial Times
Press, 2006.

Bergsten, C. Fred, Bates Gill, Nicholas R. Lardy, and Derek Mitchell. China:
The Balance Sheet: What the World Needs to Know Now About the
Emerging Superpower. New York: Public Affairs, 2006.

1. BusinessWeek magazine website featuring a December 2004 article enti-
tled “The China Price” by Pete Engardio, Dexter Roberts, and Brian
Bremner —
http://www.businessweek.com/magazine/content/04_49/b3911401.htm

2. Download the “China Price Analysis” from Peter Navarro’s website —
http://www.peternavarro.com

1 Zhang, Guang-Xin, and Deng Wei. “The Groundwater Crisis and
Sustainable Agriculture in Northern China.” Water Engineering &
Management, 149(4): April 13, 2002.

2 “China Says Water Pollution So Severe That Cities Could Lack Safe
Supplies.” China Daily, June 28, 2005.

3 Butler, Tina. “China’s Imminent Water Crisis.” May 30, 2005.
Source: http://news.mongabay.com/2005/0531-tina_butler.html.

4 ibid.
5 Xinhua Agency Report. “The Frequency of Offing Red-tide Increasing.”
Source: http://monkey.ioz.ac.cn/bwg-cciced/english/warnings/warnings.htm.
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The Dangers of Counterfeiting

Chinese counterfeiting and piracy activities run the gamut from A to Z—from
autos and auto parts and batteries and condoms to refrigerators, semicon-
ductors, and Zippo lighters.

Pirates try to create a look-alike knockoff that can be sold to a customer
as such—whether it be a purse or a pair of jeans, you know you are buying
a fake.

Counterfeiting greatly ups the piracy ante by pawning off pirated products as
that of the real, branding corporation.

A few examples from The Coming China Wars illustrate how dangerous
Chinese counterfeiting can actually be:

Your scalp develops a severe rash because your knock-off “Head and
Shoulders” shampoo contains toxic chemical residue.

Your smoke detector doesn’t work because your fake “Duracell” batter-
ies leaked acid all over the alarm system.

You get hospitalized with a very bad case of the flu two weeks after tak-
ing a flu shot. Turns out your “vaccine” was bacteria-laden tap water.

Chinese counterfeiting and piracy can harm you—even as they are tearing
apart the job bases in countries from the United States and Germany to
Brazil, Cambodia, and Mexico.

China accounts for two-thirds of all the world’s pirated and counterfeited
goods and fully 80 percent of all counterfeit goods seized at U.S. borders.
According to the World Customs Organization, 5 to 7 percent of global trade
is now that of counterfeit and pirated goods.

Chinese pirates account for 70 percent of all counterfeit auto parts in the
world, and over half of all Chinese vehicles contain counterfeit components!
There’s an entire city sector in China that is dedicated to the counterfeit auto
parts market.

This type of activity is an absolute killer for the United States, European, and
Japanese automakers, because the selling of new cars is often a “loss leader”
to establish a lucrative aftermarket in replacement parts.

Up in Smoke

China produces 65 percent of the world’s counterfeit cigarettes. Moreover, of
the more than 35 billion cigarette sticks it produces annually, almost 30 billion
of them are exported.

The Suggested Reading for this lecture is Peter Navarro’s The Coming
China Wars: Where They Will Be Fought and How They Can Be Won,
chapter 2.

Lecture 4: Piracy and Counterfeiting
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The cigarette counterfeit sector is, however, a very different animal than the
highly organized and largely visible counterfeit auto parts sector. Indeed, this
is pure mom and pop entrepreneurship, as many of China’s cigarette pirates
operate quite literally underground, holed up in basements.

While the best-made cigarettes are killing machines, counterfeit cigarettes
offer even higher health risks: In smuggling thirty billion cigarettes out of
China, Chinese pirates are absolutely brilliant. Often, the cigarettes are
exported with, and within, packets of tea. Because tea and tobacco weigh
roughly the same, the contraband is difficult to detect. Moreover, the profit
margins are astronomical.

As reported by the World Health Organization (WHO), the United States
Food and Drug Administration estimates that counterfeits make up more
than 10 percent of the global medicines market and are present in both
industrialized and developing countries. A WHO survey of counterfeit medi-
cine reports from twenty countries found that 60 percent of counterfeit medi-
cine cases occurred in poor countries and 40 percent in industrialized coun-
tries, while it is estimated that up to 25 percent of the medicines consumed
in poor countries are counterfeit or substandard. These figures place the
annual earnings from the sales of counterfeit and substandard medicines at
over US $32 billion globally.

As noted by the WHO, the production of counterfeit drugs need not occur in
large infrastructures or facilities. The majority of the counterfeiters apprehend-
ed so far carried out their activities in ordinary households, small cottage
industries, in backyards, or under the shade of a tree. Counterfeiting of medi-
cines is a hugely lucrative business due to high demand and low production
costs. The absence of deterrent legislation in many countries also encourages
counterfeiters. When prices of medicines are high and price differentials
between identical products exist, there is a greater incentive for the consumer
to seek medicines outside the normal supply system. Poverty, then, is one of
the major factors in the production and consumption of substandard products.

The problem is compounded by a coordinated coverup. As noted in the arti-
cle The Global Threat of Counterfeit Drugs by Robert Cockburn and col-
leagues, most data on the epidemiology of counterfeit drugs are kept secret
by the pharmaceutical industry and by governmental agencies.There are no
reliable accessible databases whereby health workers or the public can
access current details of which products are being faked in a locality.
Governments are also often reluctant to publicize problems with the quality of
the drug supply in their country.

China is so proficient at counterfeiting drugs because of a huge production
capacity, a sophisticated distribution network, and the fact a lot of American
drug companies are moving to China—and proving to be easy marks for
Chinese counterfeiters. It is also because China’s drug pirates are able to
reproduce the so-called “blister packaging,” vacuum formed clamshells, fake
holograms, and distinctive pills so faithfully that drug companies typically can
only detect fakes using complex lab testing.

Note, however, that this uncanny ability of the Chinese to excel in highly
sophisticated piracy is attributable to precisely the same factors that have
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allowed China to become the world’s factory floor. Chief among these factors
is the flood of foreign direct investment that has brought in all of the latest
sophisticated machinery necessary to knock off whatever drug or product that
money can be made from. Once the pills and packaging are complete,
China’s counterfeit “dope dealers” are then able to harness many of the same
transportation, distribution, and sales channels established by foreign compa-
nies in China for legitimate purposes to distribute the illegitimate products
worldwide.

Once the contraband leaves Chinese soil, there are a thousand ways it can
find its way into the world’s supply chain or distribution network. Many of
these conduits are increasingly being controlled by organized crime networks,
particularly China’s infamous Mafia equivalent, the Triads.

These crime networks are now diverting resources out of traditional gang
staples such as drugs and prostitution and into counterfeiting on the basis of
pure economics.

Why Is It Allowed to Continue?

Chinese state-sanctioned piracy and counterfeiting is an important “policy
tool” that allows the Chinese government to control inflation, create jobs,
expand its tax base, raise the standard of living for the Chinese people, and,
perhaps most importantly of all, through the “opiate” of counterfeit goods and
the prosperity they bring, maintain political stability.

The bottom line is that China will never crack down on its counterfeiting and
piracy operations until it is in its best interest or until the international com-
munity puts sufficient pressure on the Chinese government to do so. That’s
why counterfeiting and piracy is going to be one of the most important fronts
in the coming China Wars for perhaps decades to come.
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1. How important is China in today’s worldwide trade in counterfeit and
pirated goods?

2. Why doesn’t the Chinese government crack down on counterfeiting
and piracy?

Navarro, Peter. The Coming China Wars: Where They Will Be Fought and
How They Can Be Won. Upper Saddle River, NJ: Financial Times
Press, 2006.

Fishman, Ted C. China, Inc.: How the Rise of the Next Superpower
Challenges America and the World. Reprint ed. New York: Scribner, 2006.

Phillips, Tim. Knockoff: The Deadly Trade in Counterfeit Goods: The True
Story of the World’s Fastest-Growing Crime Wave. London: Kogan
Page, 2007.

1. Consulate General of the United States for Hong Kong and Macau. See
the subheading “Trade and Investments” —
http://hongkong.usconsulate.gov/uscn_2007.html

2. Forbes magazine provides an article by Joann Muller from February 2004
entitled “Stolen Cars” about China’s counterfeiting of entire automobiles —
http://www.forbes.com/business/forbes/2004/0216/058.html

3. The Congressional-Executive Commission on China features a section
entitled “Intellectual Property Protection as Economic Policy: Will China
Ever Enforce its IP Laws?” and a statement by Professor Daniel C.K.
Chow (Moritz College of Law, Ohio State University) on counterfeiting in
China — http://www.cecc.gov/pages/roundtables/051605/Chow.php
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The Biggest Oil Guzzlers

With oil the lifeblood of every modern economy, considerable blood contin-
ues to be shed in the Middle East and elsewhere to control or protect the vast
network that brings this bubbling crude from faraway places to the world’s
factories and highway systems. What is new is the emergence of China as
one of the world’s largest petroleum consumers—and arguably the most
aggressive procurer of oil supplies.

At present, the biggest guzzler on the global oil block is the United States.
With less than 5 percent of the world’s population, the United States annually
consumes about 25 percent of the world’s oil production. In comparison, with
about 20 percent of the world’s population, China currently consumes only
about 7 percent of the world’s oil. However, as China’s economy continues to
rapidly grow, so, too, will its oil consumption and share of the world oil mar-
ket—even as the United States’s share of that market stabilizes.

With lots of coal but very little oil, China is heavily dependent on oil imports.
Indeed, China already imports more than 40 percent of its needs, and this oil
import dependence is projected to reach 60 percent by 2020.

China is the world’s largest economy without a substantial strategic petro-
leum reserve. With less than ten days of supply on hand versus about sixty
days for the United States and one-hundred days for Japan, that makes
China highly vulnerable to oil market disruptions.

Given China’s vulnerability to an oil supply disruption, it is hardly surprising
that China has become very aggressive in seeking to procure oil supplies.
What may surprise many Americans, however, is that one of China’s greatest
fears is that the United States will attempt to do what it once did to Japan—
disrupt China’s oil supplies as a means of exerting pressure on Chinese eco-
nomic, trade, or foreign policies.

A possible U.S. oil embargo scenario involves a Chinese invasion of Taiwan.
China has made it clear to the world community that this small island nation
“belongs” to the Chinese mainland. In fact, the U.S. Navy has already coun-
tered the Chinese military several times over Taiwan—once during the
Eisenhower Administration and once during the Clinton Administration. With
the United States continuing to promise to protect Taiwan, one response
might well be for the U.S. Navy to attempt to block the flow of oil to China.
Clearly, such a confrontation could quickly escalate into a larger war.

Lecture 5: Oil
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China Wars: Where They Will Be Fought and How They Can Be Won,
chapter 4.



Anything for Oil

The United States likes to rely on world oil markets for its supplies. China
wants to actually own and control the supplies—no matter what country the
oil reserves are in. China’s efforts to lock down oil reserves is a hard-edged,
conflict-generating strategy that is designed to lock out other potential buy-
ers such as the United States or Europe.

China will also do seemingly anything to get access to oil reserves. The
underlying philosophy of China’s energy strategy is not immoral, but rather
simply amoral.

Iran possesses the world’s second largest natural gas reserves after Russia
and controls fully 10 percent of the world’s oil reserves. This is a country
whose president has denied the existence of the Holocaust and pledged the
destruction of the State of Israel. This is also a country that has been sup-
porting the insurgency in Iraq with weapons and personnel.

China has sent entire factories to Iran for producing chemicals that, although
they have legitimate purposes, can also be used to make poison gas and
tons of industrial chemicals that could be used in making nerve agents.

A classic Beijing “blood for oil” play with Iran is aptly illustrated by China’s
maneuverings to lock down a deal for the development of one of the largest
natural gas fields on the planet—Iran’s massive Yadavaran field, which geolo-
gists believe contains up to three billion barrels of recoverable reserves and a
total production capacity of as much as three hundred thousand barrels a day.

Even as the United States was trying to block the development of nuclear
weapons in Iran through efforts within the United Nations, China used its
diplomatic leverage and UN veto as a permanent member of the UN Security
Council to counter the U.S. move.

China is also cozying up to Saudi Arabia—the world’s largest oil supplier
and one of the most important suppliers to the United States.

China is involved in deadly blood-for-oil games in many other parts of the
world. There is, for example, the almost incomprehensibly repugnant actions
of China in the Sudan and Angola.

Sudan is the largest country in Africa, and is strategically located along the
Nile River and Red Sea. China is just the latest superpower to seek to exploit
the Sudan. However, China’s activities in the Sudan provide a chilling exam-
ple of the kind of crass Chinese commercialism that is being shopped under
the UN banner of peace and humanitarianism.

The Sudan is one of six countries in the world that the United States has
designated as “state sponsors of terrorism.” To isolate the Sudan—and
attempt to change this rogue behavior—the United States has banned all
imports, exports, and investment into that country. The United States has
also tried to enlist Europe, Japan, and other countries in this boycott. This
has, however, only made the Sudan and its oil reserves that much easier
pickings for China.

The blood-for-oil deal that China has struck in the Sudan once again involves
China’s willingness to shop its UN veto in exchange for oil rights. The Sudan
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has emerged as China’s third largest trading partner in Africa, and China
annually consumes two-thirds of Sudan’s oil production—a good 5 percent of
China’s oil needs.

According to estimates by the World Health Organization and the United
Nations, the ethnic cleansing that has taken place in the Darfur region behind
the shield of Chinese diplomacy has led to the deaths of several hundred
thousand people and the displacement of almost two million others. As part
of the broader problem, China has also become one of Sudan’s main
weapons suppliers.

Angola and the South China Sea

China’s actions in Angola have been equally horrifying. Angola is a country
rich in both oil and diamonds, but the Angolan people are desperately poor.

At the root of Angola’s inner rot is what economists refer to as the
“resources curse.” The greater a country’s natural resource wealth, the more
likely it is that the country’s corrupt rulers will try to capture this wealth for
their own Swiss bank accounts.

To fight this corruption, the United States, the International Monetary Fund,
the World Bank, national export credit agencies, and various non-governmen-
tal organizations such as Global Witness have all come together to call for
“greater transparency” in the tracking of Angola’s oil revenues. Predictably,
the biggest obstacle has been China and its willingness to deal secretly with
Angola’s corrupt leadership. To get drilling rights in Angola, China regularly
shells out huge upfront payments to Angolan officials that are impossible to
track. China also provides lavish “soft loans” to the Angolan government,
much of which quickly bypass the public treasury for offshore accounts or are
funneled into the campaign coffers of the ruling party.

China is trying to muscle in on oil reserves lying beneath the South China
Sea near the Spratly and Paracel island chains. The Paracels are located
equidistant from China, Vietnam, and the Philippines, and are hundreds of
miles in extent. The Spratly Islands are another five hundred miles farther
south and cover hundreds of miles of open ocean between Vietnam,
Malaysia, and the Philippines. So far, China has occupied at least ten of the
islands. China is also building a “blue water navy” capable of challenging
U.S. fleets in places as near as the Straits of Malacca and as far away as the
Straits of Hormuz.

Of course, it’s one thing for China to strong-arm Brunei or Vietnam. It’s quite
another for China to confront an economic superpower like Japan over oil
resources in the Sea of Japan and the East China Sea.

This China-Japan oil war revolves primarily around a fierce dispute over oil
and gas reserves located deep below the waters of the East China Sea. In this
boundary dispute, there is a very clear middle or “median line” that has been
proposed by Japan that equally separates Chinese and Japanese claims.

Unfortunately, China has totally rejected the boundary. Instead, as it is
doing in the South China Sea, the Chinese prefer a much more expansive
“Chinese lake” definition that would effectively drive the Japanese back
toward its shores.
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Even if China were to accept the middle line offered by Japan, the highly
fluid oil and gas fields underlying this middle line beneath the seas know no
such boundaries. As geological surveys have shown, China’s gas fields are
inextricably linked to Japan’s gas fields. That means that whoever drills first
and pumps the fastest will get the oil no matter whose side of the line the
resource starts on.

Since at least 2003, it has been the Chinese who have been drilling first. Of
course, Japan has vigorously protested China’s move. The ensuing negotia-
tions between the countries went nowhere, however, even as China contin-
ued to drill. That’s when a frustrated Japan responded with its own efforts to
test drill on their side of the proposed median line.

On one front, China began a propaganda offensive to demonize the
Japanese. It’s now oft-used tactic is to raise the issue of Japan’s brutal occu-
pation of China from 1937 to 1945.

On the military front, however, China quickly dispatched two Russian-built
destroyers into the area to harass the Japanese drilling team.

As concerns mount that China will eclipse Japan as an economic power and
attempt to muscle Japan out of the way in its quest for markets and energy
resources, there is a growing view that Japan will have no other choice but to
remilitarize and officially “go nuclear.”

Is There Any Way to Avoid These Conflicts?

The answer lies in understanding how China’s model of economic develop-
ment is so different from India. While China has chosen the oil-intensive road
to heavy manufacturing to achieve prosperity, India relies more on high-tech-
nology and service-sector jobs to fuel its growth—and accordingly, China’s
projected oil demand is higher.

In fact, China’s oil demand is projected to roughly double to thirteen million
barrels a day by the year 2020, and that may well be a gross underestimate.

China plans to add hundreds of millions of new cars to its highways, most of
which will run on conventional gasoline. In addition, China is far more depen-
dent on coal than other major countries for its home heating and cooking
needs, but because of the heavy pollution from coal in homes, the govern-
ment wants to move to oil- and gas-fired systems.

What’s scary about all of this to Chinese officials is that even up until the
mid-1990s, China was totally self-sufficient in oil.

Unless both China and the United States, as well as other countries around
the world, move to the development of alternative fuels, the conflicts over
oil—now already quite intense—will only heighten.

This is all the more true because many experts believe that even as oil
demand is swiftly rising, the level of proven reserves may well have peaked
and already begun to decline. Looming is the possibility of a world in which
both China and the United States will be even more heavily dependent on
Middle East oil.



1. Why is China so heavily dependent on oil imports?

2. How has China used its UN veto to secure oil rights?

Navarro, Peter. The Coming China Wars: Where They Will Be Fought and
How They Can Be Won. Upper Saddle River, NJ: Financial Times
Press, 2006.

Gertz, Bill. The China Threat: How the People’s Republic Targets America.
Washington, DC: Regnery Publishing, Inc., 2002.

Mosher, Steven. Hegemon: China’s Plan to Dominate Asia and the World.
San Francisco: Encounter Books, 2001.

1. The Middle East Quarterly provides an article by Dan Blumenthal from its
Spring 2005 issue entitled “Providing Arms: China and the Middle East” —
http://www.meforum.org/article/695

2. Howard French, a senior writer for the New York Times, features an article
on his website by Karby Legget of the Wall Street Journal entitled “China
Flexes Economic Muscle Throughout Burgeoning Africa” —
http://www.howardwfrench.com/archives/2005/03/29/china_flexes_
economic_muscle_throughout_burgeoning_africa/

3. The Rand Corporation features a review of its publication Fault Lines in
China’s Economic Terrain by Charles Wolf, Jr., K.C. Yeh, Benjamin
Zycher, Nicholas Eberstadt, and Sungho Lee —
http://www.rand.org/publications/MR/MR1686/
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Exploiting the World’s Mineral Wealth

In choosing to be the “factory floor” of the world, China has chosen a heavy
manufacturing model that, in less than three decades, has transformed the
country from a quiet agricultural backwater into one of the world’s largest
consumers of metals, minerals, and other raw materials.

China is now at the forefront of exploiting the world’s mineral wealth. To
secure these minerals, China has emerged as the world’s biggest imperialist
power and has projected its tentacles deep into the heart of Africa and is in
the process of successfully snaring many countries in Latin America.

China is gaining control of the wealth of countries and continents around the
world without firing a shot. China begins by offering a country lavish, low-
interest loans and its huge army of engineers and laborers to help the country
build up its infrastructure. It might offer to build roads, dams, hotels, and sta-
diums, or parliament buildings and palaces and even satellite capabilities and
telecommunications networks. This kind of infrastructure is precisely what
developing countries typically need to bootstrap their economies into the
twenty-first century.

The problem is that in exchange for the low-cost loans and the use of
China’s large army of engineers and experts, the country must agree to
encumber its natural resources to China as “collateral.”

The end result is that China winds up financing the construction of an infra-
structure that literally paves the way for the extraction of the country’s
resources. China also insists on so-called bilateral trade agreements that give
China access to the country’s consumer market. In effect, China uses a
country’s raw materials to produce finished goods and then it sells some of
those back to the country at prices so low that local workers can’t compete.

In pursuing its imperialistic model, China is also able to generate lots of jobs
for its chronically underemployed people, even as it takes jobs from the coun-
try it is supposed to be helping.

Indeed, the biggest problem with this relationship is that this resource extrac-
tion deprives the developing country of the opportunity it needs to boost its
standard of living. The best way for the country to improve its economy would
be to turn its own natural resources into finished goods and sell them in both
the domestic and world markets. Instead of that outcome, it is China that
does the finishing—and reaps the rewards.

If lavish, low-cost loans aren’t sufficient to draw a country into its web, China
will also offer the country advanced weaponry. This is particularly appealing to

The Suggested Reading for this lecture is Peter Navarro’s The Coming
China Wars: Where They Will Be Fought and How They Can Be Won,
chapter 5.

Lecture 6: Imperialism



despots and dictators in Africa and Latin America. Equally appealing to these
despots and dictators is the opportunities that China can offer to directly pay
off the ruling elites who then siphon the money into Swiss bank accounts.

China in Africa

In the 1960s, Mao Zedong, the leader of China, aggressively moved into
Africa as a countervailing force to rising Soviet Union power.

At the time, China did much the same things it is doing today, but with a dif-
ferent motivation. China sought to build up an ally in Africa and thereby
spread its form of communism instead of that of the Soviet Union or the capi-
talism of the United States. Today, the business of China in Africa is simply
that. It’s pure business.

China is now able to leverage many of the relationships it began developing
back in the 1960s. Many of the very same rebels China once trained are now
in positions of power in many African countries.

The Congo has lots of copper and equatorial Guinea has lots of timber. In
both countries, China is laying down the roads that are going to be needed to
move these resources to port cities where Chinese ships await the transport
of these resources back to the home country. Rwanda has plenty of gold, tin,
and tungsten. China is not just building roads and railways there. It’s also
building convention centers and government buildings—even as Rwanda’s
debt with China piles up. Sierra Leone not only has lots of gold but also lots
of diamonds. Here, China’s building a new parliament building, a stadium,
and government office buildings along with sugar processing plants and the
country’s biggest hotel.

Then there is the northern African country of Algeria. It has the fifth largest
natural gas reserves in the world. China is helping Algeria develop everything
from nuclear reactors to five-star hotels to an airport terminal.

Then there is the tiny kingdom of Lesotho in Africa. Chinese businessmen
now own and operate nearly half of all the supermarkets and a handful of tex-
tile companies there. From cobalt in Zambia to timber in Gabon, China is lit-
erally all over the continent.

China’s aim is to build extraction and transportation infrastructures that
facilitate the export of African raw materials and resources to China—rather
than into African factories to manufacture their own finished goods. Thus
it will not lead to prosperity, but simply to environmental degradation
and impoverishment.

There is also the problem of using a country’s natural resources to build lav-
ish government buildings and well-equipped armies for the ruling elites who
are already looting the public treasuries.

South Africa’s mineral wealth is off the charts. South African mines not only
hold over half of the world’s gold and platinum reserves. South Africa is a key
supplier of two resources critical in the steel alloying process—manganese
and chromium, while much of the world’s aerospace titanium alloys wouldn’t
exist without South African vanadium.

Zimbabwe is a country run by one of the worst despots in African history,
Robert Mugabe. Like South Africa, Zimbabwe is sitting on an embarrassmentL
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of mineral riches and is the world’s second largest exporter of platinum. But
rather than spread the revenue from the sales of mineral wealth to the people
of Zimbabwe, Mugabe—with a large helping hand from China—has used that
wealth merely to feather his own nest and hang onto power. Meanwhile, the
country remains mired in a grinding poverty.

China in Latin America

Latin America is America’s backyard, and it is supposed to be a region of
the world where countries like China and Russia shouldn’t be able to project
economic and political power. But just the opposite is happening.

One common theme is that China refuses to make human rights an issue.
That makes Latin American dictators predisposed to a China relationship.
Another issue is that many Latin American countries are embroiled in a drug
war, and the United States typically has exerted a far too heavy hand in prose-
cuting that war, thereby alienating the populace. Still another problem is a big
populist streak in populations across Latin America, which, in solidarity with
countries like Cuba and Nicaragua, love to denounce the so-called “Yanquis.”

China is hungrily eyeing a continent almost as blessed as Africa with natural
resource wealth. The world’s largest copper reserves are in Chile. Bolivia has
the second largest natural gas reserves in South America and is rich in cassi-
terite, the chief source of tin. Both Argentina and Brazil play host to large iron
ore reserves. Even Cuba, most known for its sugar, is an important player in
the mining market, with the world’s fourth largest nickel reserves and the
sixth largest cobalt reserves. Meanwhile, Paraguay, Brazil, and Argentina
have become the world’s major areas for new soybean cultivation—a key to
feeding China’s increasingly prosperous population.

The case of Chile illustrates China’s clever use of free trade agreements to
develop a flow of natural resources to China in exchange for finished goods,
coupled with joint investment in a country’s resource industries. Chile was the
first Latin American country to establish diplomatic relations with China back
in 1970, and China played a key role in helping Chile win a temporary seat in
2002 on the United Nations Security Council.

The China-Chile liaison ties together the world’s biggest copper consumer
and producer. Predictably, China is stepping in to build up Chile’s shipping
infrastructure and ports along the Chilean coast to boost the flow of copper to
China while encumbering Chile with debt.

In exchange for its copper connection, in 2005, China coaxed Chile into
signing what threatens to be the bane for so many African and Latin
American nations, a free-trade agreement.

Venezuela likewise shows how China is playing a pivotal role in the world-
wide arms race. Venezuela has the seventh largest amount of oil reserves
and is the fourth largest supplier of oil to the United States. With populist
leader Hugo Chavez at the helm of Venezuela, the United States has cut off
its sales of weapons to Venezuela for fear that Venezuela will turn over the
weapons to both Cuba and Iran.

China, of course, has stepped quickly into this breach. With Chavez plan-
ning to devote a considerable sum of Venezuela’s oil wealth to developing a
modern army and navy capable of projecting power throughout Latin



America, it will be China, together with Russia, that will be selling the
weapons and training the pilots.

Equally troubling are China’s dealings with Cuba. China has never had any
qualms about allying with Communist dictators like Fidel Castro. The interest-
ing twist here is that Cuba’s nickel reserves fit nicely into Chinese imperial-
ism, while China is using Cuba as a listening post to gather intelligence on
the United States.

Then there is Brazil. The two big prizes here are iron ore and soybeans.
China lends Brazil money and helps build the infrastructure. After extracting
the resources, China exports a flood of consumer goods to Brazil. China’s
projection of military power and its need for raw materials dovetails with an
imperative to challenge the United States for supremacy in the sky and on
the high seas. China is also a key partner with Brazil in its development of
new digital reconnaissance equipment. One such application would be to
track and destroy U.S. intelligence satellites.

China’s economic agenda merges seamlessly with its military, political, and
strategic agendas. At the top of China’s list of strategic goals is to bring what
China views as the renegade province of Taiwan back into the fold.

There is an uneasy standoff between mainland China and Taiwan, with
Taiwan defended both domestically by a capable military and internationally
by the United States’s naval umbrella. Rather than take Taiwan head-on mili-
tarily at this point, China is pursuing its imperialistic agenda with a Taiwanese
twist. Whenever China enters into new deals with an African or Latin
American nation, it also seeks to get that nation to renounce any of its diplo-
matic ties with Taiwan. Fully half of the remaining twenty-five countries who
now diplomatically recognize Taiwan are in Latin America.

China is sweeping across Africa and Latin America, gaining control of
resources and dominating markets. The problem is made all the worse
because the only likely challenger to this strategy, the United States, has
been preoccupied with events in the Middle East. Meanwhile, China has been
able to make inroads into a hemisphere that historically has been restricted
by the Monroe Doctrine.
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1. Describe the Chinese model of economic development and its impact on
the world’s natural resource markets?

2. Describe the Chinese strategy of imperialism as it is practiced in Africa and
Latin America?

Navarro, Peter. The Coming China Wars: Where They Will Be Fought and
How They Can Be Won. Upper Saddle River, NJ: Financial Times
Press, 2006.

Alden, Chris. China in Africa: Partner, Competitor or Hegemon? London: Zed
Books, 2006.

Broadman, Harry G. Africa’s Silk Road: China and India’s New Economic
Frontier. Washington, DC: World Bank Publications, 2007.

1. The New Statesman magazine provides an article from July 2005 by
Lindsey Hilsum entitled “The Chinese Are Coming,” which discusses
China’s economic role in Africa —
http://www.newstatesman.com/200507040007

2. Howard French, a senior writer for the New York Times, features an article
on his website by Karby Legget of the Wall Street Journal entitled “China
Flexes Economic Muscle Throughout Burgeoning Africa” —
http://www.howardwfrench.com/archives/2005/03/29/china_flexes_
economic_muscle_throughout_burgeoning_africa/

3. CNNMoney.com website features an article by Fortune magazine writer
Vivienne Walt from its February 2006 issue entitled “China’s African
Safari” —
http://money.cnn.com/magazines/fortune/fortune_archive/2006/02/20/
8369153/index.htm

4. The Heritage Foundation features an article by Stephen Johnson from
October 2005 entitled “Balancing China's Growing Influence in Latin
America” — http://www.heritage.org/Research/LatinAmerica/bg1888.cfm
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Made in China Air Pollution

Right now, hundreds of thousands of Chinese are dying each year because
of China’s increasingly foul air.

It’s not just the average Chinese citizen being forced to breathe filthy air.
Indeed, it is now a simple matter for air pollution generated in China’s indus-
trial heartland to hitchhike along the jetstream for the seven thousand mile
trip to American shores.

Also downwind of China’s foul breath are Japan and South Korea—both of
which now suffer significantly from the acid rain and sand storms that likewise
are “made in China.”

The problem of air pollution in China is far more serious than anyone in a
developed country such as the United States or France or Japan can really
imagine, not to mention the problem of China’s prodigious contributions to
global warming—and the threats of floods and drought it poses for China’s
own low-lying coastal areas and arid northern bread basket grain belt.

As the World Health Organization (WHO) has noted, sixteen of the twenty
most polluted cities in the world are in China. And two-thirds of China’s mil-
lion-plus cities fail to meet WHO standards, which are relatively low by
Western standards.

On the smog front, China is the world leader in sulfur dioxide emissions,
while on the global warming front, China is second only to the United States in
producing carbon dioxide and will soon assume world leadership. China is
also the world’s leading producer of pollutants that deplete the world’s ozone
layer.

China’s air pollution emissions are also much more toxic than those of other
nations. China releases over five hundred tons of mercury into the air each
year, nearly a fourth of the world’s non-natural emissions.

China’s acid rain damages forests, fisheries, and crops, and right now it is
affecting more than half of China’s land. As much as 50 percent of the acid
rain in Japan and Korea is of Chinese origin.

The dust storm problem is associated with the ongoing desertification of
China because of China’s lack of stewardship for its natural resources. These
dust storms can be as deadly as any hurricane, typhoon, or earthquake.

The death toll in China from air-pollution-related causes is rapidly rising.
Almost a half a million Chinese are now dying prematurely from lung or heart
disease, while the World Bank estimates that pollution is annually costing

The Suggested Reading for this lecture is Peter Navarro’s The Coming
China Wars: Where They Will Be Fought and How They Can Be Won,
chapter 3.

Lecture 7: Air
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China between 8 percent and 12 percent of its more than $1 trillion GDP1 in
terms of increased medical bills, lost work due to illness, damage to fish and
crops, and money spent on disaster relief.

China has aggressively shifted into heavy polluting industries like steel. In
just the last decade, its crude steel production has more than quadrupled.
China’s rapid expansion of its steel industry is roughly equivalent to building
three entire American steel industries in just one decade.

China’s steel production growth has far outpaced growth in the United
States and is also outgrowing the rest of the world. China’s share of world
steel production has skyrocketed from just one-eighth of world capacity in the
mid-1990s to over one-third today.

In the United States or Japan, air pollution control equipment is highly sophis-
ticated. In contrast, Chinese plants are very efficient polluting machines.

That said, many of China’s air-quality problems relate to its heavy depen-
dence on relatively high sulfur, low-quality coal for everything from electricity
generation and industrial production to cooking and space heating in the
home. In fact, China relies on coal for almost 75 percent of its energy needs.

The Problem of Coal

The large amount of coal in China’s “energy mix” results in air pollution that
is also different from other more developed countries. For starters, much of
what Chinese power plants and factories spew into the air is not just sulfur
dioxide, but also has a much higher percentage of fine particulate matter. It is
the fine particulates that are the most damaging airborne pollutant.

Small cities in China are no better off than large cities in terms of air quality.
This is because small cities are as likely as large cities to depend on coal in
both their residential and commercial sectors—imagine having to cook with
coal inside your house. China’s pollution woes are spread over the entire
country in cities small and large rather than concentrated in a few large
industrial hubs.

Even if China is able to get better control of pollution from factories and
power plants, and even if it is able to convert some of its population to
natural gas cooking, hundreds of millions of new cars and trucks are pro-
jected to crowd China’s rapidly expanding highway system over the next
several decades.

One of the big long-term concerns of global warming is the melting of the
polar ice caps and glaciers around the world. There is also the fact that as
very cold water warms up, it also expands. In this century, already punctuat-
ed by some of the hottest years on record, the rise in sea level will likely
accelerate dramatically. For China, this is a serious issue. As noted by Dr.
Peter Walker, “within eighty years, thirty million people in China are going to
be under sea.”2

As a purely scientific matter, the vast majority of climatologists believe the
greenhouse effect and attendant global warming is a serious and largely
uncontroversial phenomenon.

The ten hottest years in the twentieth century all occurred in the fifteen years
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leading up to 2000. Even more alarming, the area of the Arctic’s perennial
polar ice cap is now declining at the rate of 9 percent per decade. In addition,
both the snow cover in the Northern Hemisphere and floating ice in the Arctic
Ocean have visibly decreased.

Chinese Attitudes

China blames the Western industrialized countries, particularly the United
States, and believes that it shouldn’t be responsible for controlling its emis-
sions because it hasn’t reached the same stage of development as these
other nations.

It was precisely that sort of logic that led to both China and India being
exempted from the so-called Kyoto Treaty on air pollution—but until the
Chinese participate in a global warming solution, this problem, given China’s
current economic trajectory, is unsolvable.

Equally intractable—but potentially less deadly—may be the problem of
acid rain.

Acid rain results when the sulfur dioxide and nitrogen dioxide emissions from
fossil-fuel-burning power plants react in the atmosphere with water, oxygen,
and various chemicals to form sulfuric and nitric acids.

Acid rain kills fish and crops. It damages soil and reduces harvests. It indi-
rectly kills forests by weakening trees and making them more susceptible to
diseases. In addition, acid rain reduces visibility and eats away at building
materials and paints on houses or cars.

As China’s State Environmental Protection Administration has noted, roughly
a third of China’s territory and half of its cities suffer from acid rain,3 and the
problem continues to worsen despite efforts to boost controls. Moreover, a
third of Chinese cities currently have acid rain strong enough to damage
aquatic life and vegetation.

Downwind, Japan and South Korea are getting more than their fair share of
China’s acid rain. The irony here is that neither country is a model citizen
when it comes to controlling the pollutants that cause acid rain. The even big-
ger irony is that corporations in Japan and South Korea are offshoring their
production to China to avoid stricter environmental regulations at home.

Japan has sought to subsidize the use of pollution-control technologies in
China to protect itself, but it has also helped to finance the construction of
new coal-burning power plants, so the net environmental effect on Japan has
been negative.

Desertification

China is one of the most desert-plagued nations on earth. Fully one-fourth of
China’s land mass is desiccated dust, and this is mostly in the northwestern
part of China. Within twenty years, some experts predict that another 15 per-
cent of China will be lost to the desert.

According to the China Meteorological Administration, the frequency of sand
and dust storms is rapidly increasing. Today, China is likely to experience
more than twenty storms a year, which affect at least half of China.

As to why China is turning into a desert, most experts believe that most of
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this accelerating and intensifying problem is purely manmade. The major
causes include the aforementioned overcultivation and overgrazing. Other
causes include rampant deforestation, the mismanagement of water
resources, and, more indirectly, global warming. These causes are all inti-
mately tied to China’s rapid economic growth and imperative to feed its
people.

The Root of the Problem

China appears to have a set of environmental regulations almost as tough
as the United States or Japan. In practice, however, these laws are an almost
total sham. At the root of the problem lies a perverse set of economic incen-
tives that have effectively derailed virtually all attempts by the central govern-
ment to control pollution.

China’s Environmental Protection Agency is woefully understaffed and
underbudgeted. China’s SEPA has only three hundred people to oversee
environmental protection in a country with over a billion people and with close
to one hundred cities of a million people or more.

Second, the few federal regulators don’t have a lot of power. The local envi-
ronmental bureaus have been given the authority to enforce the central gov-
ernment’s environmental edicts, and these local bureaus are often far more
concerned with creating jobs than protecting the environment.

Third, many of China’s worst polluters are actually state-run enterprises or
companies in which the government is a major shareholder. This raises an
obvious conflict-of-interest problem, because it requires the government to
effectively police itself.

Fourth, some of the worst polluters are also some of the largest employers
in a given locality. Cracking down on such offenders becomes almost impos-
sible, because to do so would exacerbate an already serious unemployment
problem.

Fifth, Chinese regulators impose small fines on polluters. Rather than being
an effective deterrent, these fines are seen as a rather small cost of doing
business.

Sixth, China’s weak legal system makes it almost impossible for pollution
victims to properly seek any redress. Not only are the laws unclear, but the
judiciary is often pro-polluter.

Seventh, few environmental groups exist to assist pollution victims and
mobilize political pressures for compliance. As a byproduct of the repressive
nature of the regime, would-be environmentalists are subject to fines, jail, or
even beatings.

Eighth, China has no real historical or cultural relationship with the environ-
ment. For centuries, the country’s rulers have subjugated their surroundings
to their needs rather than attempting to live in harmony with them.

As a final cause of China’s lack of environmental protection and enforce-
ment, there is the rise of powerful foreign business groups and lobbyists in
the political and economic fabric of China. In fact, much of the foreign direct
investment that is flooding into China comes from countries like Japan,
Korea, Taiwan, and the United States, whose multinational companies are



1. What are the major air pollution problems associated with China?

2. What are the major reasons why China’s government is unable to solve its
air-pollution problems?

Navarro, Peter. The Coming China Wars: Where They Will Be Fought and
How They Can Be Won. Upper Saddle River, NJ: Financial Times
Press, 2006.

Brown, Lester R. “Deserts Invading China: From Ecological Deficits to Dust
Bowl.” The Earth Policy Reader. By Lester R. Brown, Janet Larsen, and
Bernie Fischlowitz-Roberts. New York: W.W. Norton & Co., 2002.

Economy, Elizabeth C. The River Runs Black: The Environmental Challenge
to China’s Future. Ithaca, NY: Cornell University Press, 2005.

1. The New Republic magazine provides an article by Joshua Kurlantzick
entitled “Purple Haze” from August 2004 —
http://www.tnr.com/doc.mhtml?i=20040830&s=kurlantzick083004

2. The National Resources Defense Council provides background information
on global warming — http://www.nrdc.org/globalWarming/f101.asp#1

3. The Global Policy Forum features an article by Jim Yardley entitled “Rivers
Run Black and Chinese Die of Cancer,” which appeared in the New York
Times, September 12, 2004 —
http://www.globalpolicy.org/socecon/develop/quality/2004/
0912chinapollution.htm

1 Economist, August 21, 2004.
2 “China’s Floods: Is Deforestation to Blame?” BBC, August 6, 1999.
Source: http://news.bbc.co.uk/1/hi/world/asia-pacific/413717.stm.

3 “China’s Acid Rain Pollution Worsens in 2003.” People’s Daily.
March 25, 2004.
Source: http://english.people.com.cn/200403/25/eng20040325_138514.shtml.
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A Filthy Stream

Seventy percent of China’s seven major rivers are severely polluted and 80
percent of these rivers fail to meet standards for fishing. In addition, 90 per-
cent of China’s cities suffer from some degree of water pollution, and fully
seven hundred million Chinese do not have access to water that meets World
Health Organization standards.

In China’s countryside, one in three peasants lacks access to safe drinking
water and there is a veritable epidemic of liver and stomach cancers related
to water pollution. It’s not just China’s freshwater rivers that are polluted. All
of China’s coastal waters are moderately to severely polluted, while a phe-
nomenon known as the red tide has been rapidly accelerating both in fre-
quency and intensity.

China’s water pollution is not just the result of its heavy manufacturing. In
fact, the farming and agricultural sectors share a large part of the blame, pri-
marily because of both an excess of fertilizer and pesticide runoff as well as a
mountain of animal waste.

China has the largest urban population in the world—with over one hundred
cities with a million people or more. The cities generate billions of tons of
human waste each year. However, unlike in countries like the United
States and Japan, fully 90 percent of these municipal wastes fail to
receive proper treatment.

Of course, the other major source of water pollution is China’s heavy manu-
facturing sector, as well as its light manufacturing industries in products such
as electronics.

Chinese factories commonly dump their toxic waste and chemicals into rivers
and streams rather than treat it. As for what the worst toxic pollutants are,
there is literally a list of the most toxic pollutants known to man: dioxins, sol-
vents, PCBs (polychlorinated biphenyls), mercury, lead, and copper. The
result of all this pollution is a dramatic rise in incidents of cancer. The most
vulnerable victims of this pollution are China’s peasants.

As to why China has so much water pollution, the problems are similar to that
experienced with air pollution. China has tough regulations on the books, but
there is a relatively lax enforcement. There simply aren’t enough regulators,
and those that do exist are often corrupt or simply favor economic growth over
environmental protection. So small- and medium-sized companies ignore
China’s water pollution laws. And big companies may invest in pollution control
equipment, but simply do not operate that equipment to keep their costs low
and jobs plentiful.

The Suggested Reading for this lecture is Peter Navarro’s The Coming
China Wars: Where They Will Be Fought and How They Can Be Won,
chapters 7 and 8.

Lecture 8: Water
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China’s oceans are likewise suffering from the phenomenon of red tide. The
wholesale dumping of fertilizers and human and animal waste into Chinese
waterways find their way into China’s oceans and create a decomposition
process that literally sucks the oxygen out of the ocean, allows algae to
bloom, and kills fish and plant life in its path.

China has seen an astonishing forty-fold increase in the incidence of red
tides in just the past few years.

Scarcity

China’s water pollution is exacerbating a problem in China that even without
that pollution would be very serious indeed: water scarcity.

Water is plentiful in certain parts of China, but where China needs water
most—in the north and the northern breadbasket—water is relatively scarce.
The problem is further compounded by the fact that much of China is actually
a desert.

What is at the root of China’s water scarcity problem? One major factor is
China’s newfound prosperity. People who earn more start to eat more meat
and drink more alcohol, and the production of meat and alcohol are both
water intensive. In addition, as incomes rise, so do the number of urbanites
with showers and flush toilets.

China is also extremely inefficient in its water use. For example, China uses
almost ten times the amount of water to produce a ton of steel as Japan,
Germany, or the United States. China also uses four times as much water
above the world average to produce a single unit of gross domestic product.

One solution really isn’t a solution at all: water extraction. The Chinese are
trying to meet their water needs by aggressively mining many of their deep
water aquifers. One-fourth of the agricultural land of China is irrigated from
deepwater aquifers. Many of these aquifers are not renewable. That means
that reliance on these aquifers is taking place on borrowed time.

The other not so subtle problem with groundwater extraction is that of subsi-
dence. Beijing extracts over two hundred million tons of subterranean water
each year. As a result, the city is sinking fast—almost thirty inches in the last
forty years, and continues to sink about an inch a year. The same kind of
problem exists in Shanghai, where the center of the city has sunk by almost
six feet in the past forty years.

A second major way that the Chinese are attempting to meet their water
scarcity means is the construction of the so-called South to North diversion
project, the largest project of its kind ever proposed. The core idea is to move
water from the water-rich parts of China and from the channel waters flowing
off the Tibetan plateau into the dry areas of China.

While the South to North diversion project sounds great, it’s going to require
an intricate pumping system that will consume large amounts of scarce elec-
tricity. The project runs the risk of creating massive environmental damage by
radically altering water levels. The project will put a tremendous strain on the
Chinese federal budget. And last but not least, the water that the project
intends to move may not really be usable because it will be moved through
some of the most polluted areas of China.
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A Dam-Happy Strategy

The third proposed solution to China’s water problems is to build the most
extensive and massive system of dams in the world. In fact, this solution is
already well underway—and already offering evidence that it is going to cre-
ate as many problems as it solves.

With more than eighty-five thousand dams and counting, China boasts of
having the tallest dams, the largest dams by reservoir capacity, and the dam
that is the most powerful producer of electricity.

The Three Gorges Dam is the largest in the world—so large that some sci-
entists think that the weight of the water in the reservoir when it is completed
will actually affect the tilt of the Earth’s axis.

Dams store water for use in irrigation, offer flood protection, help prevent soil
erosion, provide lakes for fish production, give safe passage for inland navi-
gation, and establish opportunities for recreation. The problem with dams is
that they often destroy the waters they’re trying to protect. Dams tend to slow
river flow. This decreases the ability of a river to naturally cleanse and rejuve-
nate itself.

The biggest problem with dams, however, may be their relatively short shelf
life. The taller a dam is, the more area it has for water flow to create electrici-
ty as it passes through turbines housed within the dam. Over time, however,
silt builds up behind the dam and the reservoir becomes shallower and shal-
lower. The result is that less electricity can be generated, and flood control
also becomes more difficult.

For all these reasons, many experts believe that using large dams to
address water issues can result in highly unacceptable risks.

Before the Communist revolution in 1945, China had only twenty-two large
dams. Within forty years after Mao took control, China had built more than
eighty thousand dams of varying sizes.

The Three Gorges Dam is almost six hundred feet tall and will stretch almost
a mile and a half across the Yangtze River. It will have a volume of twenty-six
million square meters and stretch over three hundred and fifty miles upstream
and inundate an area the size of Switzerland.

Even as China is building more and more new dams, it is neglecting the
maintenance and repair of many of the dams it has already built. According to
China’s own government, fully thirty thousand of China’s dams are in critical
condition and threaten over four hundred cities and almost one hundred and
fifty million people.

When many of these dams were built, they were built with both faulty engi-
neering and cheap materials. There’s also the larger problem of corruption
that plagues everything in China from the enforcement of environmental and
workplace safety laws to the cracking down on piracy and counterfeiting.
Because of such corruption, and the funneling off of funds from the projects,
many dams get built with cheap and poor quality materials.

Chinese dam projects are not just threatening Chinese citizens. China is
also aggressively damming a number of rivers within its borders that will sig-
nificantly affect rivers downstream in neighboring countries.
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The mighty Mekong river is 2,790 miles long and the twelfth longest river in
the world. It flows through six countries: China, Myanmar (Burma), Thailand,
Laos, Cambodia, and Vietnam. This river is a lifeline to more than sixty mil-
lion people who depend on the river for water, fish, and transportation. The
Chinese have a plan to construct as many as fifteen large dams on the
Mekong. Two of these dams were completed in 1993 and 2003, respectively.

It is the third dam scheduled to be built on the Mekong that is most alarming
to China’s downstream neighbors, principally Cambodia and Vietnam. This
dam will be as tall as a one hundred story building, rank as the tallest in the
world, and generate over four thousand megawatts of power.

The nation most at risk from China’s Mekong River strategy is likely to be
Vietnam. This is the last stop of the Mekong River on its way to the South
China Sea. Already, China’s dams on the Mekong River are having an effect.
Government officials in Vietnam recently reported that the Mekong River had
recorded its lowest level ever and that it was flowing close to rock bottom
near the end of its journey in Vietnam. If the Mekong were to run dry for a
significant part of each year, the effects on Vietnam’s food supply and trans-
portation base would be catastrophic.

A catastrophe of equal size is also brewing in Cambodia. Cambodians are
more dependent on fish than any other nation in the world. Much of the fish
that are caught in Cambodia originates in Lake Tonle Sap. For much of the
year, it is relatively small. During the rainy season, however, the flow from the
Mekong River helps deepen the lake to roughly thirty feet and increases the
area of the lake more than five times. This turns Lake Tonle Sap into one of
the best breeding grounds for fish in the world.

Already, however, China’s damming of the Mekong River is causing trouble
in Cambodia. Both water levels and water temperatures have begun to fluctu-
ate wildly. The longer run problem is that as China completes its dam pro-
jects, Lake Tonle Sap will not experience its annual flooding, and the ability of
the lake to breed fish will be severely compromised.

In the wake of two chemical spills, the Chinese government conducted an
analysis of the dangers posed by chemical plants along Chinese rivers. The
report found that there are more than a hundred chemical plants that do
indeed pose safety hazards that could jeopardize drinking water and spread
contamination. More than half of these chemical plants are located on
China’s two most famous rivers, the Yellow River and the Yangtze. These
rivers flow for thousands of miles and past population centers housing hun-
dreds of millions of people that depend on the rivers for drinking water. These
rivers are equally critical for farming needs.

The most sobering conclusion of the government report is that China’s eco-
nomic growth in industrial development was far outstripping any ability by the
government to address its pollution problems.

These challenges are not just China’s challenges. If China’s water problems
in turn affect China’s ability to feed itself, China’s search for grain, soybeans,
beef, pork, and other foodstuffs in the international market could have a
tremendous effect on prices worldwide.
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1. What are the causes of water pollution in China?

2. What are the major problems associated with dams?

Navarro, Peter. The Coming China Wars: Where They Will Be Fought and
How They Can Be Won. Upper Saddle River, NJ: Financial Times
Press, 2006.

Economy, Elizabeth C. The River Runs Black: The Environmental Challenge
to China’s Future. Ithaca, NY: Cornell University Press, 2005.

Elvin, Mark. The Retreat of the Elephants: An Environmental History of
China. New Haven, CT: Yale University Press, 2006.

1. The Tibet Justice Center at Harvard University provides a paper by Tashi
Tsering entitled “Policy Implications of Current Dam Projects on Drichu —
the Upper Yangtze River” —
http://www.tibetjustice.org/enviro/Harvard_paper_drichu.pdf

2. Mongabay website features an article by Tina Butler entitled “China’s
Imminent Water Crisis” from May 2005 —
http://news.mongabay.com/2005/0531-tina_butler.html

3. Planet Ark website provides an article by Reuters News Service entitled
“Toxic Red Tide Spreads off China” from May 2004 —
http://www.planetark.com/dailynewsstory.cfm/newsid/25118/story.htm
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Precursor Drugs

China is the single largest producer of the precursor chemicals that dope
dealers need to produce the world’s four major hard drugs: cocaine, heroin,
methamphetamines, and Ecstasy.

A precursor chemical is a chemical that is needed in the actual production
process to turn a raw material—opium or coca leaves—into a finished prod-
uct like heroin, cocaine, or crack.

China churns out over one hundred thousand metric tons of acetic anhy-
dride a year. Much of this production is smuggled into the two major areas of
poppy cultivation—the so-called Golden Triangle and Golden Crescent—to
make high-quality “China White” heroin and the more pedestrian “Afghan
heroin.”

China is also the world’s second largest producer of a chemical called potas-
sium permanganate. This is the key precursor chemical used in the oxidation
and separation process to turn the coca leaves of South America into cocaine.

As for what methamphetamine “superlabs” from Bangkok and Pyongyang to
the Mexican heartland and Australian bush need to produce speed, that
would be both bulk and synthetic ephedrine. China shares the dubious honor
of being the largest producer (along with India).

Finally, China is the world’s leading producer of sassafras oil and safrole,
which are used to make “PMK,” the key precursor chemical for Ecstasy.

The Opium Trade

In the 1800s, the British government began working with and through its
trading arm, the British East India Company, to promote the opium trade.
When Britain opened trade with China and began buying Chinese silks and
teas and rice, they didn’t have much to sell back to the Chinese in exchange.
The result was that Britain’s trade deficit with China ballooned. This deficit in
turn created strong downward pressures on the British pound and strong
upward inflationary pressures throughout Britain’s colonial empire.

Britain’s response was as astounding as it was ruthless. Britain began
exporting opium from its colony of India into China for the purpose of getting
the Chinese hooked on opium so they would buy it and bring Britain’s trade
deficit back into balance.

Britain’s mercantilist trade strategy worked with stunning speed and
appalling consequences. Millions of Chinese quickly became addicted to “the
pipe,” and the trade balance shifted back in favor of Britain.

Lecture 9: The Drug Trade

The Suggested Reading for this lecture is Peter Navarro’s The Coming
China Wars: Where They Will Be Fought and How They Can Be Won,
chapter 6.
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Even as the East India Company’s profits soared, this explosive drug trade
wreaked havoc on the Chinese economy and population. When the Chinese
government tried to put a stop to this opium trade, British (and later French)
warships protected the drug dealers.

This caught China by surprise, because they saw the British and French as
“barbarians.” But the British and French used their superior firepower, can-
nonry, and training to blow the Chinese junk warships out of the water.

The “Opium Wars” led to one of the most significant foreign policy events in
China’s history—the so-called “foreign humiliation.” After the British and French
navies destroyed China’s ships, China was forced to hand over key ports.

As part of the Treaty of Nanking signed in 1842, China was forced to hand
over control of Hong Kong to Britain. China was also forced to open five
other ports to foreign trade: Canton (Guangzhou), Shanghai, Ningbo,
Fuzhou, and Xiamen.

China’s response to its burgeoning trade deficits with Britain was to grow its
own opium so it wouldn’t have to buy the British-Indian import. This not only
institutionalized drug addiction in China, but also poppy cultivation as a lucra-
tive livelihood. When Mao Zedong rose to power in 1949, one of his first acts
was to eliminate opium production and opium addiction. Within just three
years, both were almost entirely suppressed.

But Mao’s crackdown also drove the opium trade deep into the “Golden
Triangle” of Burma, Laos, and Thailand.

In the beginning, the Golden Triangle heroin trade was overseen, in large
part, by the remnants of the defeated Kuomintang army of Chiang Kai-Shek.
Mao had run Chiang and his army out of China in 1949 and into Burma.

The American Central Intelligence Agency (CIA) decided to back the Chiang
army in exile in Burma in the hopes that it could mount a counterattack
against Mao’s forces. This campaign was part of a broader U.S. foreign poli-
cy to “contain China.” The CIA helped Chiang build up the heroin and opium
trade as a way of financing the war effort with U.S. taxpayer support.

Heroin

While the Golden Triangle is one major source of the world’s opium, relative-
ly little of this opium is sold on the world market. Instead, the poppies and
opium are first transformed into heroin, which provides a stronger high and a
much smaller product to smuggle.

One of the most important roles that China plays in the global heroin trade is
to provide criminal syndicates with the precursor chemicals needed to turn
opium paste into heroin.

As Mao consolidated power, Chiang’s Kuomintang used its growing drug
trade merely to pay their living expenses. Sadly, this once proud military
organization morphed into an equally well-organized gang network. And to
this day, in conjunction with an eclectic group of Burmese, Laotian, and Thai
hill tribes and ethnic groups, these gangsters run the China drug trade.

During the 1960s, in the early stages of the Vietnam War and as part of
its “containment policy,” the American CIA also used the drug trade and its
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infamous “Air America” operation to fund anti-communist guerrilla warfare by
Hmong tribes in Laos. This further boosted drug production in the Golden
Triangle, and ironically helped accelerate drug use in the United States by
increasing the supply, lowering the price, and improving the quality of heroin.

The stupidity of American foreign policy was hardly limited to Southeast Asia.
During the 1980s, the CIA again used this tactic of drugs for arms to finance a
guerilla war effort in Afghanistan against the Soviet occupation force.

In this way, the CIA gave birth not just to the Taliban regime that would
become the protectorate for Islamic terrorism around the world. The CIA
also helped create Osama Bin Laden, who was one of the leaders of the
Afghan resistance.

After the Taliban came to power in the wake of the Soviet retreat in 1989,
poppy cultivation exploded. However, in July of 2000, as a public relations
maneuver, the Taliban ordered a ban on poppy cultivation, and production
fell dramatically.

This ban stimulated additional worldwide poppy cultivation in the Golden
Triangle and other countries such as North Korea. After the U.S. military
toppled the Taliban following the 9/11 terrorist attacks and established a
“democratic regime” in Kabul, poppy farmers were once again allowed to
run free as a means of courting the support of the countryside. Today, a
supposedly free and democratic Afghanistan is once again churning out
bumper crops of opium.

Much of this Afghan opium is processed with Chinese precursor chemicals,
and much of the resultant Afghan heroin is shipped through Chinese gang
networks and ends up in big cities around the world.

Speed

Amphetamines were first synthesized in Germany in 1887. This was fol-
lowed by the synthesis of methamphetamines in Japan in 1919.

The real catalyst for speed addiction worldwide came during World War II
when the Nazis first used amphetamines during their blitzkriegs across
Europe. In Asia, both Japanese and U.S. soldiers found speed pills to be a
standard part of their field kits.

The next big development in speed came in the 1960s, when outlaw biker
gangs like the Hell’s Angels figured out they could finance their nomadic
lifestyles by selling dope. They figured out how to produce a low-grade and
highly toxic form of speed called DL-methamphetamine, and they found a big
market in long-haul truck drivers and, later on, budget-conscious addicts who
couldn’t afford cocaine.

The 1980s gave rise to what is now the most addictive and frequently
abused form of meth: D-methamphetamine, short for dextrose-methampheta-
mine, produced using ephedrine and pseudoephedrine, and it is in China
where much of world’s bulk and synthetic ephedrine is produced.

By overstimulating the brain’s pleasure nodes, the initial rush of speed
inevitably leads to a longer term depression. The biggest difference between
heroin and speed addiction is that heroin addiction is actually a physical
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addiction. Speed addiction is a mental addiction. Your mind craves the action
and the pleasure and the sense of power it conveys. And your mind keeps
craving it until the point you fry your mind into nothingness.

Physiologically, the neurotoxicity of meth results in damage to brain cells
and blood vessels in the brain. It can cause strokes, respiratory problems,
an irregular heartbeat, or extreme anorexia. Speed also increases the risk of
HIV infection.

As with the heroin trade, Chinese criminal syndicates facilitate the production,
transportation, and distribution of various forms of methamphetamines across
Europe, Asia, and the Americas. While scattered across the country, most of
China’s methamphetamine laboratories are concentrated in the provinces of
the eastern and southeastern coastal areas, while crime syndicates running
mobile meth labs are active in Guangdong and Fujian. In addition, ports in
southern China act as transit points for crystal methamphetamine.

While China is playing an ever more important role in world meth production
and distribution, its far more important role in the international “speed” trade
is to serve as the world’s leading supplier of bulk ephedrine. This is the prin-
cipal precursor chemical used to mass produce meth all over the world.

With its expertise in basic chemical manufacturing and its lax environmental
laws, China is one of only three countries that can cost-effectively mass
produce chemically synthesized ephedrine. These favorable economics
and market positioning have made China the de facto “factory floor” for
meth precursors.

While ephedra grass grows wildly in northern China, it is produced by the
ton on China’s own state-run farms. Despite what are supposed to be strict
controls on its distribution, much of this government-produced ephedra winds
up in the hands of criminal syndicates, often with the help of corrupt govern-
ment officials.

Ecstacy

Ecstasy is the chemical name for MDMA (Methylenedioxymethampheta-
mine). Take one of these bitter pills and you are in for a four- to six-hour high
that involves strong feelings of “closeness and connectedness” and “triggers
intense emotional release.” MDMA floods the brain with both serotonin and
dopamine, two of the brain’s principal chemical messengers of pleasure.

During the 1980s, the epicenter of Ecstasy use was not hip California but
cowboy Texas. Still legal at the time, Ecstasy was distributed openly in bars
and nightclubs and you could even order it by phone.

Alarmed by the dangers of Ecstasy, the U.S. Drug Enforcement Agency suc-
cessfully lobbied to turn MDMA into a “Schedule One” illegal drug. At that
point, MDMA drug production went deep underground.

Today, sophisticated labs in Belgium and the Netherlands produce 80 to 90
percent of the world’s MDMA, but the bulk of the precursor chemicals needed
for production comes from China.

Chinese gang syndicates use a variety of methods to illegally smuggle
both precursor chemicals and finished product to world markets. Smuggling
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methods range from the mislabeling of shipping containers and the forging
of documents to establishing front companies, using circuitous routing,
hijacking shipments, and outright bribery.

China, once victimized by the drug trade and humiliated by foreigners, is
now at the forefront of drug activity in the world. Because much of China’s
role in the international drug trade occurs in the supply chain rather than in
finished drug production, China’s role goes largely unnoticed. Without China,
however, many of the world’s drug cartels would find it very difficult to peddle
their wares.



1. What is a precursor chemical and why is it important in understanding the
role of China in the international drug trade?

2. What are the major precursor chemicals used to produce the world’s four
major hard drugs and what is China’s role in their production?

Navarro, Peter. The Coming China Wars: Where They Will Be Fought and
How They Can Be Won. Upper Saddle River, NJ: Financial Times
Press, 2006.

Hanes, W. Travis, and Frank Sanello. The Opium Wars: The Addiction of
One Empire and the Corruption of Another. Reprint ed. Naperville, IL:
Sourcebooks, 2004.

McCoy, Alfred W. The Politics of Heroin: CIA Complicity in the Global Drug
Trade. Rev. ed. Chicago: Lawrence Hill Books, 2003.

1. The U.S. Drug Enforcement Agency’s “Drug Intelligence Brief on China”
from February 2004 —
http://fas.org/irp/agency/doj/dea/product/china0204.pdf

2. Geopium.org (Geopolitics of Illicit Drugs in Asia) provides a comprehensive
background article entitled “Drug Trade in Asia,” which is an updated ver-
sion of the article by Pierre-Arnaud Chouvy published in the Encyclopedia
of Modern Asia (pp. 302–304), Chicago: Scribner, 2002 —
http://www.pa-chouvy.org/drugtradeinasia.html

3. LA Weekly News provides an article “Speed Sells: A Tale of Methampheta-
mine, Drug Cartels and an Amateur Chemist Named Fester” by Mitchell
Koss from February 2000 —
http://www.laweekly.com/ink/00/12/news-koss.php

4. MDMA.net features the reprint of an article by Jamie Doward and Tony
Thompson from the September 2003 issue of The Observer magazine
entitled “The Great Ecstasy Epidemic” —
http://mdma.net/club-drugs/global-ecstasy.html
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Blood for Money

China’s AIDS problem got its jumpstart from an unlikely source, namely,
blood transfusions. As part of China’s economic reforms, some bureaucrats
came up with a plan to cure rural poverty by recruiting peasants to donate
their blood for money. The worldwide market for blood pays premium prices.
This is because, in general, the supply of blood almost always fails to meet
the demand at reasonable prices.

China likewise faces a chronic blood shortage. So this blood donor program
looked like a promising way to generate income for peasants.

After the program got started, it quickly became apparent that giving blood
wasn’t the best way for the peasants to maximize their income. The problem
was simply that if the peasant gave blood too frequently, he ran the risk of
becoming anemic.

The solution to this problem was to shift the focus of the program to donat-
ing blood plasma. The plasma is extracted from your blood, and your blood
minus the plasma is returned to your body. Plasma donors could donate four
to six days a week without any ill physical effects.

Unfortunately, the Chinese developed a system of plasma donation that
would turn out to be the most effective transmitter of disease ever devised.

In the Chinese plasma extraction process, blood would be drawn from peas-
ants and then put in a common pool for the plasma to be withdrawn. After
that, each donating peasant would receive blood of the proper type drawn
from the common pool. One person with HIV infection or hepatitis B or any of
a number of diseases could infect everyone in the pool.

The blood donor clinics would regularly reuse dirty needles and contaminat-
ed transfusion equipment and blood containers. While this medical waste was
supposed to be disposed of, scavengers quickly sold it for reuse. This type of
recycling was particularly deadly and led to the spread of viruses even faster
across the donor pool.

Compounding the Problem

In essence, the Chinese blood donor program designed to boost the income
of rural peasants wound up mass-producing the HIV AIDS virus. This pro-
gram alone would kill millions of Chinese.

Once the Chinese bureaucrats realized that they were killing people, they did
not make this information public. They merely stopped the program without
explanation. But many peasants wanted to continue to sell their blood plasma.

Lecture 10: China’s Ticking Time Bombs

The Suggested Reading for this lecture is Peter Navarro’s The Coming
China Wars: Where They Will Be Fought and How They Can Be Won,
chapter 10.
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While the Chinese government was stonewalling, a group of entrepreneurs
known as the “blood heads” continued to perform the same kind of services
for many years after the Chinese government had outlawed the practice.

Today, the central government still refuses to admit its culpability in the
scandal. In fact, some of the bureaucrats in charge of the program even
got promoted.

The practical effect of this scandal has been to create a large number of
HIV-positive individuals who, in turn, are helping to spread the disease. The
HIV virus is now being spread through a number of different factors—from
prostitution and intravenous drug use to gay sex.

The Chinese people are also astonishingly ignorant of the dangers of sexu-
ally transmitted diseases, particularly HIV. Almost 20 percent of Chinese had
never heard of HIV AIDS, while over 80 percent of those infected with the
HIV virus don’t even know that HIV AIDS is their problem. In addition, close
to 80 percent of Chinese don’t realize that condoms can help prevent the
spread of HIV AIDS. For all of these reasons, many experts believe that
China will suffer from the worst AIDS crisis in history.

The Price to Be Paid

The grimmest economic reality of HIV AIDS is that it strikes the most produc-
tive people in the workforce—those between the ages of twenty and forty—
because it is within this age bracket that people are most sexually active.

What happens to a society and economy when its most productive workers
are ripped out of the workforce because of disease? One cost is called “end
of service.” These costs include the payment of benefits in severance pay as
well as things like funeral expenses. Then there are the turnover costs.
Increased job vacancies mean more costs for recruitment and training. In
addition, as higher skilled workers are lost to the disease, companies and
institutions lose the know-how of key employees who often cannot easily be
replaced. On top of all of this, healthier people have to work more overtime.
This causes stress and reduced efficiency.

Finally, there is the third type of costs: sickness-related costs. These
include obvious problems like absenteeism, reduced productivity, increased
management time to deal with HIV AIDS-related problems, and, of course,
medical care.

At a macroeconomic level, HIV AIDS doesn’t just hit the factory floor and
office buildings hard. Because HIV AIDS lowers income and savings rates, it
also affects the level of consumer spending, which is a key stimulus to GDP
growth. Governments face a loss of tax revenues at the same time that they
face higher medical and social service costs.

China is facing a crisis in which as many as forty million people will die by
the year 2025, while the epidemic will conservatively shave anywhere from 1
to 3 percent off China’s GDP growth rate.

The Pension and Social Security Crisis

A second key crisis facing China is China’s emerging pension and social
security crises. China’s pension problems are rooted in the graying of its
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population, but the bigger problems may be traced to two aspects of China’s
government policy. Before China’s economic reforms in the 1980s and
1990s, pensions under the communist system were particularly generous,
with workers receiving about 80 percent of their final salary. In addition,
the retirement age had been set quite early—sixty for men and fifty-five
for women.

However, the advent of economic reforms and the so-called smashing of the
“iron rice bowl” left hundreds of millions of Chinese workers approaching
retirement without the prospect of either an adequate pension or health care.

The United States has the same problem with its own pension system, that
of social security. As in the United States, China’s pension system is a pay-
as-you-go system. In China or the United States, today’s workers are sup-
porting today’s retirees. As a country ages and there are more retirees than
workers, the workers must bear more and more of the burden of paying for
the retirement system. As China is rapidly aging, it’s retirement pool is grow-
ing sharply at the same time that its active worker base is shrinking.

It is going to be difficult for China’s working population to support its retire-
ment community. While this is a difficulty in the United States, the very big
difference is that the per capita income in the United States is much higher
than that of China. This means that at least in the United States, there is
more prosperity to be shared between the workers and retirees.

One Child

Under the controversial one-child policy that was instituted by the Chinese
government in 1979, families are limited to having only one child. One can
make the case that the one-child policy is needed. After all, China does
have the largest population in the world, and that population, roughly five
times that of the United States’s, resides on a geographic area that is rough-
ly equal to that of the United States and which has less habitable land.

That said, the one-child policy has led to large-scale infanticide. Because
boys are more valued in Chinese society, girl fetuses are frequently aborted
and baby girls are sometimes killed. In addition, a whole industry has sprung
up that effectively exports girl babies to foreign countries earning the govern-
ment and Chinese families income.

But the shortage of females in Chinese society has increased the rate of
prostitution, and the spread of sexually transmitted diseases.

The one-child policy has also helped fuel the underground labor market,
because many Chinese couples choose to leave their towns rather than be
punished or forced into sterilization by local party officials. Child kidnapping in
China has increased as young male offspring are frequently snatched and
sold to infertile couples.

The one-child policy is skewing China’s demographics in such a way that
China’s pension system is likely to go bankrupt. Looming ahead is the “1-2-4”
problem. Soon, there will be only one worker to support two parents and four
grandparents.

With the smashing of the “iron rice bowl,” many Chinese retirees will have no
pension from the government. The government has tried to shift the burden
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to the private sector as China has opened up its economy to the free market.
However, many private companies are ignoring or evading China’s new
social security system. One of the major reasons is that the social security in
China is steep—about 24 percent of wages. This is twice the level of the US
social security payroll tax. As a result, only about 10 percent of the urban
workforce is covered by the new system.

One obvious solution is to raise the retirement age, but this is politically diffi-
cult because it would anger a lot of senior citizens. It would also exacerbate
unemployment problems in the younger pool of workers.

Health Care

China’s third major internal crisis is that of a health-care system coming
apart at the seams. As with China’s pension problems, China’s health-care
problems may be traced back to China’s smashing of the “iron rice bowl.”
Before that time, China had an excellent health-care system. During the first
three decades after Mao Zedong assumed power in 1949, China developed a
low-cost model of state-provided health care.

The result was a system of comprehensive health-care coverage that actual-
ly led to a dramatic drop in infant mortality and an equally dramatic increase
in life expectancy. Under China’s universal health-care system, the govern-
ment was also able to wipe out or dramatically decrease the incidence of dis-
eases like measles and tuberculosis, while China totally eradicated other dis-
eases like schistosomiasis and syphilis.

Today, however, the Chinese health-care system is in shambles. This prob-
lem began in the 1980s and started with the end of the collective farm system
in the rural corroborative system. In almost the blink of an eye, 90 percent of
the rural peasantry who had been covered by China’s health-care system
plummeted to 10 percent. At the same time, the state-run enterprises that
helped provide health care to their workers likewise cut health care or simply
went out of business while the government slashed health-care funding by
more than half. Today, China spends only about 6 percent of its gross
domestic product on health care. This compares to about 8 percent in Japan
and 14 percent in the United States.

China’s new privatized model of health care has perversely stimulated the
inappropriate sales of prescription drugs to the Chinese. The problem is that
China has turned its hospitals and doctors into profit centers. The result is that
doctors have been radically overprescribing drugs and surgical procedures.

Infant mortality is once again on the rise and the immunization rates for dis-
eases like tuberculosis, diphtheria, tetanus, and polio are steadily falling from
levels that were close to 100 percent during the 1980s.

The decline of the Chinese health-care system couldn’t come at a worse
time. China’s rapid economic growth has spawned a host of air and water
pollution problems that are causing tremendous health problems.



1. How did China’s HIV AIDS problem really start in a big way?

2. What is the scope of China’s pension problem?

3. What are the major problems with China’s health-care system?

Navarro, Peter. The Coming China Wars: Where They Will Be Fought and
How They Can Be Won. Upper Saddle River, NJ: Financial Times
Press, 2006.

Goumei, Xia. HIV/AIDS in China. Beijing: Foreign Language Press, 2004.

Wang, Mei-Ling, Shuo Zhang, and Xiaowan Wang. WTO, Globalization, and
China’s Health Care System. London: Palgrave Macmillan, 2007.

1. USA Today provides an article by David J. Lynch entitled “Looming
Pension Crisis in China Stirs Fears of Chaos” from April 2005 —
http://www.usatoday.com/news/world/2005-04-19-china-social-securi-
ty_x.htm

2. The Washington Post features an article by Peter S. Goodman entitled
“Hospitals in China Find Profit in AIDS: Patients Pressured to Pay for Extra
Tests, Treatments,” from November 2005 —
http://www.washingtonpost.com/wp-dyn/content/article/2005/11/07/
AR2005110701671.html

3. The New England Journal of Medicine provides a paper by Therese
Hesketh, Ph.D., Li Lu, M.D., and Zhu Wei Xing, M.P.H., entitled “The
Effect of China’s One-Child Family Policy after 25 Years” from September
2005 —
http://content.nejm.org/cgi/content/full/353/11/1171

4. Time magazine and CNN provide an article by Beijing reporter Matthew Forney
entitled “China’s Failing Health System” from May 2003 —
http://www.time.com/time/magazine/article/0,9171,451006,00.html
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Repression and Dissent

Over the past decade, the number of protests and riots has risen dramati-
cally in China. What should be most alarming is the diversity of causes
of these protests and riots, which now number close to one hundred
thousand annually.

There is an ongoing worker revolt over everything from bad working condi-
tions and the withholding of wages to the banning of unions and free political
speech. There is considerable discontent among a large peasant population
over a heavy tax burden, corrupt government officials, and all too frequent
land seizures to make way for development. And in China’s northwest region,
there are repeated ethnic clashes and concerns over Islamic terrorism.

At the vanguard of Chinese repression is a large special police force that
features, among other things, mobile gas chambers. Thousands of Chinese
are also employed by the government to suppress free speech on the
Internet. In fact, China has the most sophisticated means of Internet filtering
in the world—a system referred to as the “great firewall of China.” Search
engines are employed as part of this great firewall, and American companies
like Yahoo, Google, and Microsoft have willingly engaged in self-censorship
under pressure from the Chinese government.

China has also begun to put into place a system that screens text messag-
ing from cell phones to detect words or phrases that might be politically
subversive. The system is so good that it appears to be capable of provid-
ing the police with automatic alerts of problems as well as keeping records
of messages.

Causes of Dissent

Well over half of the population of China is engaged in agricultural activities
that generate just enough income to survive at the subsistence level. One of
the major sources of friction between China’s peasantry and the central gov-
ernment is a widespread program of land seizures, often without adequate
compensation. Time after time, peasants have been moved off their land in
the name of any one of a number of industrial or infrastructure projects.

A second major source of friction causing peasant unrest is that of wide-
spread air and water pollution in the countryside. A dramatic rise in stomach,
liver, and skin cancers has occurred among many villages and towns where
China’s industrial activity is most intense. This pollution has often ruined farm-
land and killed fish—making it impossible for the peasants to feed themselves.

Lecture 11: Wars from Within

The Suggested Reading for this lecture is Peter Navarro’s The Coming
China Wars: Where They Will Be Fought and How They Can Be Won,
chapter 9.
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Corruption

The Chinese economic, political, and social system is one of the most cor-
rupt in the world. There is bribery, embezzlement, illegal earnings, misappro-
priation of public funds, and, of course, moral decadence. Corruption is a way
of life among the Communist Party elites. By one estimate, the elites squirrel
away over $60 billion a year in offshore accounts.

One of the major reasons corruption flourishes in China is that so little cor-
ruption is prosecuted. Chinese scholars have estimated that only about 10
to 20 percent of corruption cases are solved and less than 10 percent of
party officials who were disciplined for corruption received any type of
criminal punishment.

Another major reason why corruption flourishes in China is a lack of any
effective free press to investigate corruption. It’s not just that the government
suppresses free journalistic speech. Private industry involved in corrupt or
illegal practices is equally likely to silence its journalistic critics.

The government gets a lot of money from the peasantry through an onerous
system of taxation. For the 60 percent of the Chinese population involved in
agriculture, the average income is only about $400. Under the best of circum-
stances, it would be difficult to eke out anything more than a subsistence liv-
ing. But when the government takes a big bite out of this small income, it’s
easy to see the distress of Chinese peasants.

Reasons to Revolt

Chinese workers also have a long list of legitimate grievances against both
the government and the state and privately run companies that employ
them. Despite a high rate of economic growth for almost three decades,
China’s unemployment rate remains high in parts of China, a major source
of political unrest.

In addition, China’s factories, workshops, and mines are some of the most
dangerous on the planet. Thousands of Chinese die annually in China’s coal
mines. These coal miners are routinely forced to sign contracts that grant the
miners a small lump sum in the event of death or injury while they force the
miners to relinquish any legal claims.

In addition, workers in machine shops all over China lose fingers, arms, and
legs and are invariably provided with little compensation. Beyond the bodily
carnage, there are diseases like pneumoconiosis, chemical poisoning, and
leukemia, particularly acute in industries ranging from coal production and
metallurgy to building materials, nonferrous metals, machinery, and chemicals.

Last but not least, there are slave labor camps all over China. Often, a work-
er travels from a faraway village to a factory facility and is forced to sign a
contract. If that contract is broken because the worker wants to leave, the
worker is then slapped with a big fee he is unable to pay. In effect, he has
become an indentured servant.

In the cities, slave labor camps exist as well, and many construction workers
are given food and housing, but their bosses often withhold their pay for long
periods of time.
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All of these problems are compounded by the outlawing of labor unions, the
lack of any meaningful worker-protection laws, and the lack of enforcement of
the few laws on the books.

There is also a growing ethnic strife between the ruling Han ethnic group
and the numerically smaller national groups that exist in China. There are
over fifty separate ethnic groups recognized in China. However, almost 95
percent of the Chinese population is classified as ethnic Chinese or Han.

Of the more than fifty ethnic groups, the one group that is by far the most
contentious is the Muslim group. The epicenter of the problem is northwest
China and the primarily Muslim province of Xinjiang.

Xinjiang Province

Xinjiang is China’s largest province geographically, but is one of the most
sparsely populated. Much of Xinjiang is a virtual dustbowl. A combination of
overgrazing, deforestation, overplowing, and the misguided efforts of the
Chinese central government to turn Xinjiang’s fragile grasslands into farmland
have proven to be devastating for the environment of the province.

In 1994, the central government in Beijing decided to adopt an offset policy
for the loss of agricultural land to industrial development. The faster growing
coastal provinces, such as Guangdong and Shandong, were required to pay
other provinces to plow new land to offset their losses. Xinjiang was targeted
as a province for these offset payments, but the result was disastrous.

Beneath Xinjiang’s dusty soil and mountainous steppes there is considerable
treasure. This treasure includes as much as 40 percent of China’s coal
reserves. It also includes about thirty billion tons of oil, which represents as
much as one third of China’s total petroleum reserves.

Xinjiang is not just rich in energy and mineral wealth. It is also strategically
located because it serves as a gateway to Central Asia and the Russian
Federation. Accordingly, Xinjiang can serve as a transshipment area for
Middle East oil. The Central Asian republics adjacent to Xinjiang also promise
to be an important source of petroleum imports into China. For all these rea-
sons, China is building up a vast modern infrastructure linking Xinjiang both
to Central Asia and the Chinese industrial heartland.

Xinjiang was annexed to China back in the 1700s. However, right up until
the time of the communist revolution in 1949, Xinjiang remained relatively
independent.

Right after World War II, while Mao was fighting Chiang Kai-shek over con-
trol of China, Xinjiang was controlled by Russia’s Josef Stalin and the Soviet-
backed East Turkestan Republic. Because Stalin really didn’t want to support
a nationalist Muslim regime on what then was the border of the Soviet
Central Asian republics, Stalin brokered a deal between Mao and the Muslim
leaders of East Turkestan. The plane carrying the East Turkestan leadership
to Beijing to negotiate a peace agreement not so mysteriously crashed and
killed all aboard. Maoist military forces quickly stepped in and assumed con-
trol of Xinjiang, declaring it an autonomous province, but in name only.
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Hanification

Much of the problem relates to the central government’s policy of
“Hanification,” the intentional importation of ethnic Chinese or Hans into
Xinjiang’s territory. The intent of this policy of Hanification is to dilute the influ-
ence of the native population and take control of the land and pacify the local
population. As a result of this policy, the Han population is growing at a rate
twice as fast as that of the ethnic minority population. The result has, howev-
er, not been pacification. It has been the radicalization of the local ethnic
groups. Small-scale clashes break out nearly every day between the Chinese
military or police and ethnic freedom fighters.

To break the back of the resistance, China has attempted to identify these
minorities as being aligned with the terrorism of Al Qaeda and Osama bin
Laden. In the wake of 9/11, China cut a clever deal with the United States.
China agreed to support the U.S. war on terrorism, but only if the United
States would designate the activities of Xinjiang’s freedom fighters as that of
terrorists. Under the cloak of this terrorist threat, China engages in all manner
of suppression of rights in Xinjiang.

Because of the small-scale of Xinjiang’s minority population, it is unlikely that
this population would ever be able to overthrow the Chinese rulers. However,
in an age of small suitcase nuclear bombs and biological weapons of mass
destruction, it would be ironic if Chinese repression turns Xinjiang into a
hotbed of terrorism.

Tibet

For centuries, Tibet was ruled by magistrates who have come to be known
as Dalai Lamas. These Dalai Lamas derive their power from the belief that
they are spiritual incarnations of the gods.

Tibet’s problem with foreign domination began in 1904, when a British diplo-
matic mission, with the help of a large military force, forced its way into the
capital of Tibet. At the time, Britain was concerned that Russia might move
into Tibet and thereby prove to be a strategic threat in the region.

For many years before, the Chinese government had claimed that Tibet was
in its sphere of influence. However, it allowed Tibet to remain free. In 1910,
China tried to establish direct rule over Tibet, but within several years, Tibet’s
military forces drove out the Chinese.

While Tibet remained free for decades, China never renounced its claim of
sovereignty over Tibet. In 1950, the People’s Liberation Army invaded Tibet
and China began the process of putting Tibet under its thumb.

In the mid-1950s, Tibetans once again tried to revolt against their Chinese
masters, this time partly with the help of the American CIA. But the revolt was
crushed in 1959, and tens of thousands of Tibetans were killed. Still, Tibetans
continued to resist until 1969, when the CIA pulled out of Tibet.

As the Chinese consolidated their power in Tibet, they destroyed thousands
of monasteries and killed or imprisoned hundreds of thousands of Buddhist
monks and nuns, thereby ripping out the heart and soul of Tibetan resistance.
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According to at least some sources, over a million Tibetans have died at the
hands of the Chinese. While this number is in some dispute, what is not in
dispute is the fact that China practices the same kind of pacification policies
that it has adopted in Xinjiang. It suppresses religious expression and it
imports large amounts of ethnic Chinese as part of its Hanification strategy.
While the resistance in Tibet is far less intense than that in Xinjiang, Tibet
remains yet another front in China’s many wars from within.



1. What are the major causes of internal dissent in China?

2. What is the policy and purpose of “Hanification”? Where in China is
it practiced?

Navarro, Peter. The Coming China Wars: Where They Will Be Fought and
How They Can Be Won. Upper Saddle River, NJ: Financial Times
Press, 2006.

Pei, Minxin. China’s Trapped Transition: The Limits of Developmental
Autocracy. Cambridge, MA: Harvard University Press, 2006.

1. The Tapei Times features an article by its Beijing bureau entitled “Quarrel
Over Toll Station Sparks Deadly Riot” from November 2004 —
http://www.taipeitimes.com/News/world/archives/2004/11/17/2003211425

2. The China Labor Watch website provides an article by Kathy Chen entitled
“Chinese Protests Grow More Frequent, Violent,” which appeared in the
Wall Street Journal in May 2004 —
http://www.chinalaborwatch.org/en/web/article.php?article_id=50225

3. Congressional-Executive Commission on China website provides a report
by Wing-yue Trini Leung entitled “What Can Be Done for the Largest but
Deadliest Manufacturing Center in the World?” from November 2002 —
http://www.cecc.gov/pages/roundtables/110702/leung.php

4. China.org China Through a Lens website features an article entitled
“Migrant Workers’ Unpaid Wages a Nagging Problem” from August 2005 —
http://www.china.org.cn/english/2005/Aug/138763.htm

5. Uygur.org’s Spark website (Uighur Press on Eastern Turkestan) provides
an article entitled “The ‘Hanification’ of Xinjiang Province” from August
2004 — http://www.uygur.org/wunn04/08_26.htm
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Modernization

While the Chinese economy has been growing at a white-hot pace of 10
percent per year, its rate of military spending has been growing almost twice
as fast. The question that military strategists and foreign policy experts
around the world have been asking is this: What exactly is China’s military
agenda? Is it pure defense, as China’s leaders repeatedly have insisted? Or
is it world domination, as many military experts have warned?

The People’s Liberation Army features the largest ground force in the
world—about 1.6 million personnel—while the Chinese military features an
overall active troop total of about 2.3 million. China can mobilize an additional
1.5 million reservists as well as the 1.1 million personnel now serving in the
People’s Armed Police. In comparison, the United States has about 1.4 mil-
lion active troops and a reserve force of about 850,000—and these forces are
spread far thinner than China’s.

As for the Chinese navy, it has a fleet of almost one hundred surface com-
batants and over fifty submarines. This fleet includes five nuclear subs and
five more soon-to-be-commissioned next-generation subs. This new genera-
tion of high-tech nuclear subs will significantly extend China’s deep-water bal-
listic missile range from one thousand miles to five thousand and be capable
of “nuking” cities like Los Angeles and San Francisco.

In addition, China has also invested heavily in Russian-built cruise missile-
equipped destroyers, and has already bullied Japanese ships in disputes
over oil.

More broadly, China is developing a “deepwater navy” capability. This will
ultimately include aircraft carriers, and within a decade, China may be able to
challenge the only other deepwater navy, that of the United States.

Complementing these surface and sea forces with more than two thousand
combat aircraft is the Chinese Air Force. As part of China’s military moderniza-
tion, China has invested heavily in highly sophisticated Russian jet fighters.

Modernization of China’s command and control system has received
considerable budgetary attention. As part of its electronic warfare focus,
China is also developing an extensive capability to intercept and jam
military intelligence.

China’s ballistic missile modernization program may be the most chilling.
Liquid-propelled missiles are giving way to more sophisticated solid fuel and
road-mobile weaponry. China has also put into orbit several spacecraft to
support its military missions and is developing a sophisticated anti-satellite

Lecture 12: Military

The Suggested Reading for this lecture is Peter Navarro’s The Coming
China Wars: Where They Will Be Fought and How They Can Be Won,
chapter 5, pp. 106–107, and chapter 11, pp. 212–217.
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strike capability to render U.S. military systems “deaf and dumb” in time
of war.

The only good news seems to be that Chinese weapons of mass destruction
appear to be limited to nuclear weapons—about five hundred of them—with
no evidence yet of the development of either chemical or biological weapons.

Triggers for War

Since the Communist Revolution in 1949, Chinese political and military lead-
ers have identified a large number of potential enemies and possible triggers
for war.

In terms of potential enemies, there was the Soviet Union (now Russia) and
the United States. China has also engaged in border wars with both India and
Vietnam and has used its military might to bring Tibet to heel. Increasingly,
there is also tension between China and both Japan and South Korea.

The most likely trigger for war in the short term is a confrontation with the
United States over Taiwan. Longer term, China and the United States appear
to be on a collision course over access to oil, raw materials, other natural
resources, and world export markets.

Since 1949, China has fought a hot war and numerous skirmishes in the
Taiwan straits with the Nationalist Chinese government-in-exile. China has
gone to the nuclear brink with the Soviet Union at least once. China has had
a short but bloody war with Vietnam, and it invaded India and seized territory
that was in dispute. China also has fought the United States directly in Korea
and indirectly in both Vietnam and the Taiwanese straits.

The Taiwan conflict began in 1949 when the deposed president of China,
Chiang Kai-shek, fled to Taiwan with one million of his followers. Chiang Kai-
shek set up military bases on two islands just eight miles off the coast of
mainland China. One of these islands was Matsu. The other, Quemoy, is
actually a group consisting of Quemoy, Little Quemoy, and twelve islets in
Xiamen Bay.

Shortly after arriving in Taiwan, Chiang Kai-shek provoked China on two
occasions by moving troops to the Matsu and Quemoy islands. Both times
the United States responded by offering its nuclear umbrella in support of
Chiang’s troop movements. However, in January of 1950, President Harry
Truman effectively withdrew support by announcing that the United States
would not intervene if the Chinese Communists attacked Taiwan. This hands-
off position by America was very short-lived.

When the Korean War broke out in June 1950, President Truman reasserted
U.S. support for Taiwan. At this time, the United States also imposed a block-
ade on Taiwan, effectively preventing Chiang Kai-shek from attacking, and
retaking, the Chinese mainland.

The removal of this blockade by the Eisenhower administration in 1953
sparked the first conflict in the Taiwan Straits. With the U.S. blockade
removed, Chiang Kai-shek moved troops to Quemoy and Matsu. China’s pre-
mier Zhou En-lai responded with a declaration that Taiwan must be liberated,
and in September of 1954, the Communist Chinese began a bombardment of
Quemoy. President Eisenhower was under pressure to respond with a
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nuclear strike against China. While Eisenhower resisted, the threat of nuclear
weapons did not go unnoticed by the Chinese.

This first battle over Taiwan would drag on for years. The United States pro-
vided the Taiwanese forces with air-to-air missiles and effectively knocked
China’s Russian-made MIGs out of the sky. The United States also sent
eight-inch howitzers capable of firing nuclear shells. More broadly, the United
States responded forcefully to the conflict by sending in a naval force.

China learned three important lessons from this first battle over Taiwan.
First, China’s historic reliance on ground troops was insufficient in a world of
U.S. air superiority. Second, the nuclear threat, coupled with China’s wish to
become more independent from the Soviet Union, convinced the Chinese
that it had to develop its own nuclear weapons. Third, China began to under-
stand the importance of naval superiority.

This first Taiwan Straits crisis effectively ended in October 1958 with a
peaceful settlement with the Nationalists on Taiwan. This effectively ended
the hot-war hostilities for a period of more than twenty years.

One China?

In 1995, the president of Taiwan attended a Cornell University reunion.
Beijing interpreted the trip as a symbolic step by Taiwan’s political leadership
after a long period of international isolation. During the trip, Taiwan’s president
repeatedly referred to the “Republic of China on Taiwan,” which was interpret-
ed as a challenge to the “one-China policy.” The essence of the one-China
policy is that Taiwan would tacitly agree that it was part of China, but mainland
China would leave Taiwan alone in a state of undeclared independence.

Provoked by the Cornell visit, the Chinese military began a set of missile
tests in July 1995 in the vicinity of Taiwan. The Chinese Air Force also moved
a number of aircraft to the coast. Beijing redeployed forces to coastal areas
facing Taiwan amid rumors of preparations for a missile attack on Taiwan.

In March of 1996, China conducted what would be the third round of missile
testing since the Taiwanese president’s trip to the United States. And these
missile tests were even closer to Taiwan.

Tensions were further heightened by the appearance of the American fleet in
the area. However, U.S. ships were careful not to enter the Taiwanese Straits.

While war was avoided, China was once again reminded of the naval superi-
ority of the United States and the presence of the U.S. protective nuclear
umbrella.

The Korean Conflict

The division of North and South Korea originally came about near the end of
World War II. In April 1945 at the famous Yalta Conference, the United States
proposed that Japanese troops in Korea surrender to U.S. forces south of the
38th parallel and to Soviet forces north of that line. The Soviet leader Stalin
agreed to this and the two Koreas were born—one starkly Communist and
the other democratic.

After World War II, the Soviet Union set to work building an elaborate political
and military structure in North Korea. North Korean youths were also taken to
the Soviet Union for training and a draft was instituted in North Korea.
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In contrast, South Korea focused on economic recovery and the establish-
ment of democratic systems. Although the United States continued to provide
modest military aid to the south, it withdrew its occupation forces.

North Korea first began to seek control of the South through guerrilla war-
fare. When these efforts failed, North Korea readied for a conventional attack.

By mid-1950, North Korean forces were massed along the 38th parallel. On
the other side of the 38th parallel stood a paltry and ill-equipped South
Korean army.

In what is now regarded as an infamous speech to the National Press Club,
U.S. Secretary of State Dean Acheson described a defense line in Asia that
omitted South Korea. This omission was interpreted by the Soviets and North
Korea as an open invitation to take South Korea by force.

Months later, the North Korean forces unleashed all-out attacks across the
38th parallel. Unexpectedly, however, President Truman ordered the use of
U.S. planes and naval vessels against North Korean forces, and Truman also
dispatched ground troops to the area.

At the same time, the United States asked that the United Nations send
troops to South Korea. Inexplicably, the Soviets walked out of the emergency
session. The result was that the UN approved the U.S. request for troops.
What followed was a three-year war that consisted of four distinct phases. In
the first phase, the North Koreans overran South Korea and pushed the UN
troops, which consisted mostly of U.S. forces, almost to the southern border
of the Korean peninsula.

The second phase occurred when reinforcements for the UN forces landed,
decimated the North Korean army, and pursued the remnants of that army
almost to the Chinese border of the Korean peninsula. China got into the war.
In November of 1950, the Chinese army surprised the UN forces and drove
them back. Many more months of heavy fighting would ensue, but eventually
the two sides would regroup and face off against one another in the vicinity of
the 38th parallel. At this point, the Korean War settled into its fourth phase—a
stalemate in which no new major battles were entered into. Finally, in July
1953, both sides agreed to a cease fire.

Today, China is reluctant to press for a reunification of the Korean peninsula
because it fears that a unified Korean peninsula would favor the United
States and pose a strategic risk. The United States continues to be reluctant
to crack down on the rogue activities pursued by the North Korean regime.
These range from the widespread counterfeiting of U.S. currency and North
Korea’s role in the international drug trade, to the development of nuclear
weapons. In this sense, the Korean stalemate provides China with an impor-
tant rationale to modernize its military.

India and Vietnam

In 1962, China attacked India to settle claims over disputed territory.
Surprised by the attack, Indian troops were quickly overwhelmed by the
Chinese, and the Chinese achieved their territorial objectives.

To this day, India considers border clashes with China as a potential threat
to its security. With India a potential threat, China faces an imperative to
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maintain a large standing army, and to match India as it develops its
military technology.

After the Communist Revolution in 1949, there followed a period up until
1958 when relations between China and the Soviet Union were uncharacter-
istically peaceful and strong. However, this relationship fell apart when the
two leaders—Mao Zedong and Nikita Khrushchev—had a falling out over
communist doctrine.

Aside from this peaceful interlude, China and Russia have fought for cen-
turies over millions of acres of disputed territory. In the modern era, bad blood
between China and the Soviet Union reached its zenith in 1969. Against the
backdrop of border clashes between Soviet and Chinese troops, China pre-
pared for a nuclear strike by the Soviet Union. China’s fears were augmented
by a dramatic build up of Soviet military forces on the Chinese border.

In the midst of this crisis, China decided that the Soviet Union was a greater
threat than the Americans. With President Richard Nixon opening the door to
China, China and the United States developed an alliance against the
Soviets, who were then supplying the North Vietnamese with weapons to
prosecute the Vietnam War.

China’s siding with the United States against the Soviets also helped lead
to what is referred to as China’s “last war,” a short but brutal war with
Vietnam. The trigger for this war was the invasion of Cambodia by Vietnam
to overthrow the pro-Beijing regime headed by Pol Pot.

China responded with its own invasion of Vietnam in February of 1979. What
was interesting about this war is the stunning defeat China suffered.
Overconfident Chinese troops encountered battle-hardened Vietnamese
troops with vast experience fighting Americans. After sustaining heavy casu-
alties, China chose to simply declare victory and retreat. By at least some
accounts, China lost more troops fighting in Vietnam in less than two weeks
than the entire American army suffered over more than a decade in Vietnam.

Chinese Strategy

In the 1990s, China’s leader Deng Xiaoping reduced the rate of military
modernization to boost the Chinese economy. Deng knew that China would
need a strong economy to move to the next stage of its military development.
That was the lesson learned from watching the emergence of the United
States as an economic superpower.

The lesson of the 1991 Gulf War waged by the United States against Iraq
after Iraq’s invasion of Kuwait was that any country with a superiority in tech-
nology and weaponry who commanded the skies and deep space could inflict
large casualties and defeat an enemy with relatively few casualties of its own,
and do so in a short period.

It follows that China now has a clear imperative to develop comparable
weapons as well as whatever technological means it can muster to neutralize
American air and space superiority. The Chinese now understand that they
must change their military focus from depending on manpower to a greater
reliance on science and technology.
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The second event influencing Chinese strategy was that of the second
war waged by the United States against Iraq after the 9/11 terrorist attacks.
That the United States could attack a country such as Iraq based on the pre-
emption argument that such an attack was necessary to prevent an attack
on the United States has greatly loosened the constraints around the United
States. In light of this, China once again sees the United States as a serious
threat—and is developing its military strategies accordingly.



1. Describe the rate at which the Chinese military budget has been growing
relative to the Chinese economy. What important questions does this rate
of spending raise?

2. Why did China’s leader Deng Xiaoping reduce military spending in
the 1990s?

Navarro, Peter. The Coming China Wars: Where They Will Be Fought and
How They Can Be Won. Upper Saddle River, NJ: Financial Times
Press, 2006.

Blasko, Dennis J. The Chinese Army Today: Tradition and Transformation for
the 21st Century. New York: Routledge, 2006.

Lewis, John Wilson, and Xue Litai. Imagined Enemies: China Prepares for
Uncertain War. Palo Alto, CA: Stanford University Press, 2006.

Scobell, Andrew. China’s Use of Military Force: Beyond the Great Wall and
the Long March. Cambridge: Cambridge University Press, 2003.

1. Sinodefence.com provides the China Defence Today website, which has
daily updates on China’s military — http://www.sinodefence.com

2. The Washington Post features an article by Edward Cody entitled “China
Builds a Smaller, Stronger Military: Modernization Could Alter Regional
Balance of Power, Raising Stakes for U.S.” from April 2005 —
http://www.washingtonpost.com/wp-dyn/articles/A45056-2005Apr11.html
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The Final Frontier

This lecture is based on joint work with an expert on the Chinese space pro-
gram, Greg Autry.

Today, a modern China has traveled light years in its pursuit of the ultimate
strategic high ground—the far reaches of space. A tipping point in that jour-
ney occurred October 15, 2003, when the Shenzhou-5 craft blasted off carry-
ing China’s first astronaut, Yang Liwei.

The importance of this single Chinese manned space flight to China’s grow-
ing national pride is hard to overstate. Shortly after Yang’s historic flight, the
Chinese National Space Administration announced a series of audacious
commitments to manned space travel. Among the many stated goals were a
permanent Chinese Space Station, colonization of the moon, and travel to
Mars.

The Chinese are rapidly rolling out a massive space-related infrastructure.
China surprised the world on January 11, 2007, by destroying a Low Earth
Orbit satellite with an anti-satellite missile. Many experts have been warning
that China’s manned space program is a cover for military surveillance, par-
ticularly of Taiwan and U.S. assets.

The modern history of the Chinese space program begins with an improba-
ble tale of a Chinese-American rocket scientist. Tsien Hsue-Shen’s journey to
the stars began in the United States with an engineering scholarship to the
Massachusetts Institute of Technology. It ended with his detention on
Terminal Island and five years of house arrest on trumped up charges of
Communist sympathizing. In between, Tsien distinguished himself as one of
the great minds of American missile technology. Indeed, after acquiring his
Ph.D. from Caltech, he made founding contributions to both the Jet
Propulsion lab at Cal Tech and Aerojet General. Tsien was also a key con-
tributor to the development of the first generation of U.S. missiles in the
1940s and—as a U.S. Army officer—was dispatched to Europe at the end of
World War II to debrief and collect German scientists.

In 1955, President Eisenhower sought to negotiate a trade of American
POWs still held by China from the Korean War. Eisenhower wanted eleven
pilots. The Chinese only wanted Tsien. After the exchange, Tsien returned
to China determined to establish Chinese missile and space programs.

Within months, Tsien drafted a secret proposal to establish a “National
Defense Aviation Industry” that called for the establishment of research facil-
ities and institutions of learning to facilitate the development of offensive

Lecture 13: The Coming China Space Wars
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missile technologies and space exploration. This proposal was enthusiasti-
cally accepted by the Chinese government, and Tsien would go on to devel-
op the Silkworm and Long March missiles along with a host of other tech-
nologies dangerous to U.S. and global security. As the godfather of China’s
space program, Tsien would also fulfill his personal dream of launching
China’s first satellite.

In December 1956, Soviet Premier Nikita Khrushchev made an attempt
to curry Chinese favor by delivering two R-1 missiles to China. But Tsien
rejected the R1 as a poor copy of the German V2 he had seen more than
ten years earlier.

Demanding something more sophisticated, Tsien traveled to Moscow. By the
following Christmas, Tsien got what he wanted.

On December 24, 1957, Tsien’s R-2 missiles arrived, and China had a mod-
ern missile with improved propulsion and fuel systems, a separating warhead,
and a sophisticated electronic telemetry system.

During August and September 1958, a pitched battle broke out between
China and Taiwan in the Taiwan Straits. In fierce air-to-air combat, the
Peoples Liberation Army Air Force engaged Taiwan’s military forces on a
number of small islands in the Second Taiwan Straits Crisis.

The aerial battles featured Chinese Soviet-supplied MIGs going gun-to-gun
with U.S.-made Saber jets. This battle provided the first real opportunity for the
Soviets and Americans to test their new jet planes in battle since the Korean
conflict. The results were a surprising disappointment for the communists.

Unknown to either the Soviets or Chinese, the United States was supplying
Taiwan with the world’s first operational air-to-air missile—the Sidewinder
AIM-9. At a critical juncture in the battle, the Sidewinders were released, and
dozens of MIGs were lost.

Despite the risk, Chinese pilots continued their assault. On September 28,
1958, a Republic of China F-86 fired a Sidewinder at a People’s Republic of
China MIG and the missile struck the MIG dead on. However, the
Sidewinder’s warhead did not detonate. The Chinese pilot was able to return
to base with his jet and the super-secret American weapon intact. This “gift
from the sky” would establish the basis for modern Chinese and Russian air-
to-air missiles. In fact, in 1983, the Soviets used just such a Sidewinder copy
to down Korean Airlines 007.

Legacy of the Challenger

Other external events have helped shape the Chinese space program. On
January 28, 1986, the space shuttle Challenger disaster severely wounded
America’s space program, which came to a crashing halt. With the shuttle
program out of commission for years to come and a growing demand in the
telecommunications sector in the market for satellite launch services, China
stepped into the market breach.

At the time, there was an explosion in the demand for satellite launch ser-
vices fueled by telecom deregulation and the growth of recently developed
technologies, including cell phones, cable and satellite television, and the
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Internet. The U.S. military also had a full plate of new communications, intelli-
gence, and GPS “birds” to fly as well.

NASA faced a huge backlog of projects and was moving payloads into
space very slowly. At the same time, the European Space Agency (ESA) and
major American launch providers also suffered through a series of untimely
launch failures.

Intelsat and other major U.S. firms felt compelled to use Chinese services.
China offered the most reliable space launch capability on the planet, and the
China Great Wall Industry Corporation was offering launches well below mar-
ket price to build its business—a high-tech variation on selling below cost and
a classic use of unfair trade practices to develop its technology markets.

By the 1990s, virtually every U.S. company was eager to do business with
China. Indeed, China was already being hailed as the next big market for
American goods and services.

Naïve telecom executives smugly pictured a billion plus Chinese using their
phone and satellite TV services in years to come. China, meanwhile, saw a
line of fools eager to actually pay Chinese military intelligence for taking a
close look at their invaluable export-restricted technologies.

GPS

America’s Global Positioning System and Global Information System pro-
vide tremendous economic and strategic benefits to the United States and
countries around the world. Indeed, the economic benefits to the United
States from civilian GPS use alone are projected to reach $50 billion annual-
ly by 2010, while the military benefits to the United States are incalculable.

China’s most significant unmanned space operation is the orbiting of a com-
pletely Chinese Global Positioning System Constellation called “Beidou.” In
fact, China has already begun to offer military and civilian licenses for the
Beidou system to other nations. This is a real concern for U.S. military strate-
gists who are used to controlling GPS during war.

Manned Space Program

Since the successful launches of the manned Shenzhou V and VI capsules,
“space fever” has hit China. First on the list of the manned space “to-dos” is
project 921-2, a space station.

What practical reason would China have for pursuing a manned space
effort? How about unlimited, nearly free energy and mineral resources?

The holy grail of alternative energy production is nuclear fusion, a technolo-
gy that harnesses “the power of the sun” to produce virtually unlimited energy
with practically no radiation, pollution, waste, or greenhouse impact.

The preferred fuel for current fusion reactors is Helium 3, which is extremely
rare on Earth. But it is found in abundance in the lunar regolith, where it has
been deposited by the solar wind for millions of year. Scientists have specu-
lated that mining this material and bringing it back to Earth would facilitate a
revolution in energy production.
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The asteroid Eros was the target of NASA’s Near Earth Asteroid
Reconnaissance Project in 1998, and scientific analysis indicates that the Eros
asteroid contains vast amounts of metals that are easily extractable. Eros con-
tains more gold than has ever been mined in human history. In addition, Eros
contains platinum, palladium, titanium, and just about every other rare metal.
And Eros is one of millions of typically rocky asteroids available for mining.

Of course, the final stated goal of both the American and Chinese space
programs is the human colonization of Mars. While not perfect, Mars is a
world that many scientists feel could be “terraformed” into an Earth-like world.
Ironically, the key element of this process would be to warm Mars up by set-
ting up polluting factories designed to release vast amounts of carbon dixoide
locked in its surface—an intentional “greenhouse” gas project.

With China so overpopulated that it has to resort to government birth control
programs and so polluted that many Chinese are having a hard time breath-
ing, China sees space as an attractive frontier. China also clearly under-
stands the military advantages from wresting the ultimate strategic high
ground from the United States.

U.S. domination of space has allowed most American troops to stay safely
out of harm’s way while inflicting massive damage on the enemy. In this way,
America’s strategic space advantage has lowered the human cost of war by
many thousands of American lives and thereby made possible interventions
the American public might not have otherwise tolerated.

China’s long-held strategy of “human wave” troop strength is completely
undermined by U.S. space superiority. From the Chinese perspective, there
are at least two ways to counter the U.S. space advantage: Render U.S.
satellite surveillance systems “blind and dumb” or gain the highest strategic
ground in deep space.

The Chinese have already begun to develop an antisatellite missile capable
of turning U.S. “eyes and ears” in space blind and deaf. Such a tactical blow
to U.S. surveillance satellite capabilities over Asia, coupled with a disabling of
satellite communications and the Global Positioning System (GPS), would
degrade U.S. naval and air capability to a degree that would preclude a swift
U.S. reaction in the Straits of Taiwan. Consequently, PRC forces could com-
plete their invasion and consolidation before an effective U.S. counterstrike
was launched. The PRC forces would then be in a strong defensive position,
making extraction and retaking of the island extremely difficult.

At the same time, a Chinese attack on optical and radar surveillance satel-
lites could degrade U.S. capabilities far beyond China. For example, the loss
of geosynchronous and MEO satellites could degrade military communica-
tions from Afghanistan to Guam. Hits on several GPS satellites could render
the system militarily unusable.

At worst, China might also seek to “weaponize space” in violation of a 1967
treaty. In fact, many experts have claimed that China’s manned space pro-
gram is simply a thinly veiled military mission. A string of nuclear bombs in low
Earth orbit could be dropped without notice. Orbital warheads could simply be
“nudged” down with no tell-tale boost-phase infrared flare. Already at the top
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of their trajectory, they avoid a slow ascent phase and arrive on target quickly.
Consequently, they are virtually unstoppable by missile defense systems.

Experts have long been warning of impending doom, whether that comes by
overpopulation, resource depletion, economic failure, nuclear war, some high-
tech bio-disaster, or environmental depredation. Regardless of which dooms-
day scenario you worry about, each can be neatly resolved by opening up
human migration to the moon, space stations, and other solar bodies. Put
simply, space gives mankind a golden opportunity to expand in a non-con-
frontational manner. The question is which society and political organization
will represent humanity in the cosmos. At least at this juncture, China is
clearly in the lead.



1. What are some of the major elements of the Chinese space program?

2. How did the space shuttle Challenger disaster help boost the Chinese
space program?

Harvey, Brian. China’s Space Program: From Conception to Manned
Spaceflight. New York: Springer-Praxis Books, 2004.

Navarro, Peter. The Coming China Wars: Where They Will Be Fought and
How They Can Be Won. Upper Saddle River, NJ: Financial Times
Press, 2006.

1. Encyclopedia Astronautica provides a page devoted to the Chinese space
program — http://www.astronautix.com/articles/china.htm

2. Federation of American Scientists features detailed information on the
Chinese space program — http://www.fas.org/spp/guide/china/index.html
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The China Price

The China Price refers to the ability of Chinese manufacturers to undercut
foreign competitors in terms of price by 50 percent or more. Wielding the
China Price, Chinese manufacturers have been able to capture a large frac-
tion of most of the low- to mid-technology manufacturing areas.

China, however, is not playing fair in the international marketplace. Clearly,
if the United States and Europe, as well as developing countries from Brazil
and Mexico to South Africa and Lesotho, are going to protect their job
bases, it is essential that government policymakers around the world unite in
their opposition to the unfair trading practices of China.

The U.S. Treasury Department has the authority to brand China a currency
manipulator and impose appropriate sanctions. The U.S. Trade
Representative has the authority to file formal complaints at world bodies
such as the World Trade Organization. And the United States Congress cer-
tainly has the power to pass a fair trade bill that imposes appropriate restric-
tions if China fails to play by international rules.

The United States must bear some responsibility for the large trade deficits it
is now running with China. To the extent that the United States runs large
budget and trade deficits and refuses to live within its means, it is merely
facilitating Chinese mercantilism. Accordingly, an important part of the
response to the rise of China economically must be the practice of fiscal and
monetary responsibility by the United States. If the United States balances its
budget, the United States won’t need to be heavily dependent on China to
finance its deficit. Therefore, China will not be able to wield political and
financial influence over the U.S. economy.

Piracy and Counterfeiting

The hope is that as China becomes a more developed nation, it will have
more of a vested interest in protecting intellectual property. The clear danger
here is that this may well be a very false hope given the cultural history of
China and its long-standing disregard for intellectual property rights.

It is important that each of us fight Chinese counterfeiting and piracy by
refusing to buy fake Chinese goods. This is not just a moral and ethical issue.
It can also be a very important public-health issue.

A zero tolerance policy on unfair trading practices such as counterfeiting and
piracy should be adopted by countries like the United States and continents
like Europe. But a second important policy response that would dovetail nice-

The Suggested Reading for this lecture is Peter Navarro’s The Coming
China Wars: Where They Will Be Fought and How They Can Be Won,
chapter 11.

Lecture 14: Solutions and Responses to the China Problem
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ly with the need for greater national security and the war on terrorism would
be to simply tighten up our borders.

Such a policy of enhanced border protection would likewise dovetail nicely
with the need to crack down on the flow of precursor chemicals from China
that are used to produce the world’s major hard drugs.

It takes the willing cooperation of the Chinese government to surreptitiously
ship the millions of tons of these chemicals to illegal drug cartels all around
the world. The Chinese government does not crack down on illegal drug
trade and trafficking because the production of these precursor chemicals
creates thousands of jobs in China, and perhaps millions. The need for inter-
national drug cartels to smuggle drugs out of China creates lucrative opportu-
nities for corruption and payoffs.

China is unwilling to police itself. Therefore, it is incumbent upon the rest of
the world to crack down on this illegal trafficking in precursor chemicals. That
inevitably means tighter border controls and a dramatic increase in the securi-
ty screening of Chinese shipping and containers as they arrive in foreign ports.

Conflict Over Energy and Natural Resources

The battle between China and the United States over oil resources is
increasingly bitter. The big problem with China’s strategy for energy security
is its insistence on the physical control of resources rather than a reliance on
world markets for procurement. A collateral problem is China’s amoral willing-
ness to use its UN veto as a bargaining chip for access to oil in rogue
nations. Thus far, the United States has been unwilling to confront China on
these issues. However, diplomatic confrontation now may prevent military
confrontation in the future.

China’s imperialistic activities in the countries of Africa and Latin America
have gone equally unchallenged. Unless this situation changes, China will
soon gain control of a significant fraction of the world’s resources. That real-
ization alone should be enough to spark action in both Europe and the
United States.

Air and Water Problems

China’s air-pollution problems are not just China’s. Dust and chemical pollu-
tants are traveling along the jet stream from the Chinese industrial heartland
to wreak regional havoc in countries such as Japan and South Korea, and
eventually to despoil the skies of the United States.

One important international response is to ensure that every free trade
agreement includes a pledge to impose reasonably stringent air-pollution and
water-pollution standards. This is a strategy that was used by the United
States when it entered into a free-trade agreement with Mexico under the
terms of the North American free-trade agreement.

China’s lax environmental protection regulations actually contributed relative-
ly little to China’s competitive advantage. On the other hand, studies by the
World Bank have shown quite clearly that environmental pollution in China is
taking a very significant bite out of China’s gross domestic product.
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The broader point here is simply that China could dramatically improve its
environmental protection at relatively low cost to its competitive advantage
with a relatively high benefit to economic growth. The problem is getting the
government and industry on the same page on this issue, and it is difficult to
be optimistic about this issue.

The issue of global warming and China’s role in that phenomenon is even
more distressing. Carbon dioxide emissions represent the primary contributor
to the global-warming phenomenon. As these carbon dioxide emissions build
up in the earth’s atmosphere, a greenhouse effect worsens and thereby
increases the temperature of the planet.

As a purely factual matter, the United States is the largest global warmer—
the United States is the number one emitter now of carbon dioxide. That
means the United States must take some very significant actions to help solve
the global-warming problem. That said, this problem will never be solved with-
out the cooperation of China and to a lesser extent India. Indeed, China will
soon overtake the United States as the world’s biggest global warmer.

In the next decade, China, India, and the United States will build what will be
close to an additional one thousand large coal power plants to generate elec-
tricity. At present, coal-fired electricity generation contributes almost half of
the carbon dioxide to the earth’s atmosphere.

The Kyoto treaty provides a framework for reducing carbon dioxide emis-
sions and helping to solve the global-warming problem. Over the next
decade, the countries that signed that treaty promise to reduce their carbon
dioxide emissions by millions of tons. China, India, and the United States
have, however, refused to sign that treaty. Despite the best efforts of the rest
of the world, China, India, and the United States will, as a group, defeat the
goal of solving global warming. And of these three countries, China is the
worst offender.

Water Pollution and Scarcity

China’s water-pollution and water-scarcity problems may turn out to be
almost as serious in their planetary implications as China’s air-pollution prob-
lems. Virtually every major river and stream, as well as the oceans bordering
China, are significantly polluted. This has led to a virtual epidemic of liver,
stomach, and skin cancers, as well as a variety of other diseases.

The severity of China’s water pollution is also increasing the severity of
China’s water scarcity. Major cities like Beijing and Shanghai are quite literal-
ly living on borrowed time, as a significant fraction of their water needs are
being met by drawing upon deep-water aquifers that are not replenishable.
China may not have enough water resources to grow the food and fiber it
needs for its population. When China boosted its grain subsidies to increase
its grain output so it could feed its people, Chinese farmers began to substi-
tute grain crops for soybean crops. This act sparked a global boom in soy-
bean production as farmers in the Amazon basin cut down thousands of
acres of trees to plant soybeans. As the Amazon basin shrinks, so too does
the capacity of the planet to cleanse its atmosphere.

Most of these conflicts will require Chinese solutions, and the world can only
stand by and watch to see if these solutions are forthcoming.
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Health and Corruption

China’s looming HIV-AIDS crisis can only be addressed if China is willing to
be more forthcoming about the problem, a tall order for a totalitarian society.
As for China’s looming health-care and pension crises, China’s leadership will
soon be confronting a classic guns or butter decision. China’s military budget
is growing even faster than China’s economy. Implicit in this growth is the fact
that China is not devoting enough to social welfare issues such as the ade-
quate provision of health care. Perhaps most troublesome about China’s
health-care crisis is the reemergence of diseases ranging from tuberculosis
and schistosomiasis to syphilis.

The other aspect of China’s wars from within are corrupt government officials,
in league with industry, who are helping to seize land from the local peasantry
and failing to provide the peasants with adequate new living conditions. The
number of protests and riots in China is approaching one hundred thousand
annually, and the intensity of these protests and riots has been increasing.

While the Chinese government is trying to address these issues of corrup-
tion, corruption is so embedded in Chinese society and politics that it is prov-
ing very hard to uproot.

Military, Space, and the Future

The Chinese military modernization program and a very impressive Chinese
space program should give pause to any world leader who believes that
China’s ultimate goals are peaceful. China already has the world’s largest
standing army. If it develops a deepwater naval capability and arms itself with
the most modern weapons available, China would be a very formidable
threat. By the same token, if China is able through its deep space program to
seize the ultimate strategic high ground and if China does indeed use deep
space for military purposes, this capability, coupled with China’s growing mili-
tary might, would position China as the ultimate superpower.

The question for countries like the United States and continents like Europe
is whether to engage China in an arms race or whether to try to work with
China diplomatically to somehow diffuse the Chinese military and deep space
threats. Clearly, diplomacy is the preferred option. However, historically, it
has been difficult to negotiate with the Chinese on such issues.

Only history will tell whether China—the mighty dragon now rising—will be
friend or foe to the rest of the world. With more than one-fifth of the world’s
population on a land mass that is effectively shrinking every day because of
desertification, China is indeed a force to be reckoned with.

There is a path to prosperity that all countries of the world can share, and
China can be a positive force in the development of a prosperous global
economy. However, the more likely scenario is one of increasing conflicts
with China over energy, natural resources, raw materials, markets, and envi-
ronmental goals. Any one of these economic and environmental conflicts
could spill over into military conflict. This lecture course has been dedicated
to preventing any such military conflict by promoting joint solutions to the
emerging set of China problems.



1. Of the eight drivers of the China Price advantage, which five represent
unfair trading practices?

2. What responsibility must the United States bear for its large trade deficit
and what is the solution here?

Navarro, Peter. The Coming China Wars: Where They Will Be Fought and
How They Can Be Won. Upper Saddle River, NJ: Financial Times
Press, 2006.

Donald, Stephanie Hemelryk, and Robert Benewick. The State of China
Atlas: Mapping the World’s Fastest Growing Economy. Berkeley: University
of California Press, 2005.

Naughton, Barry. The Chinese Economy: Transitions and Growth.
Cambridge, MA: The Massachusetts Institute of Technology Press, 2007.

1. The China Economic Review website provides up-to-date and in-depth
coverage of the Chinese economy —
http://www.chinaeconomicreview.com/

2. China News features the Voice of China website —
http://www.chinanews.cn/
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Suggested Readings:

Harvey, Brian. China’s Space Program: From Conception to Manned
Spaceflight. New York: Springer-Praxis Books, 2004.

Navarro, Peter. The Coming China Wars: Where They Will Be Fought and
How They Can Be Won. Upper Saddle River, NJ: Financial Times
Press, 2006.

These books are available online through www.modernscholar.com
or by calling Recorded Books at 1-800-636-3399.

Other Books of Interest:

Alden, Chris. China in Africa: Partner, Competitor or Hegemon? London: Zed
Books, 2006.

Bergsten, C. Fred, Bates Gill, Nicholas R. Lardy, and Derek Mitchell. China:
The Balance Sheet: What the World Needs to Know Now About the
Emerging Superpower. New York: Public Affairs, 2006.

Blasko, Dennis J. The Chinese Army Today: Tradition and Transformation for
the 21st Century. New York: Routledge, 2006.

Broadman, Harry G. Africa’s Silk Road: China and India’s New Economic
Frontier. Washington, DC: World Bank Publications, 2007.

Brown, Lester R. “Deserts Invading China: From Ecological Deficits to Dust
Bowl.” The Earth Policy Reader. By Lester R. Brown, Janet Larsen, and
Bernie Fischlowitz-Roberts. New York: W.W. Norton & Co., 2002.

Donald, Stephanie Hemelryk, and Robert Benewick. The State of China
Atlas: Mapping the World’s Fastest Growing Economy. Berkeley: University
of California Press, 2005.

Economy, Elizabeth C. The River Runs Black: The Environmental Challenge
to China’s Future. Ithaca, NY: Cornell University Press, 2005.

Elvin, Mark. The Retreat of the Elephants: An Environmental History of
China. New Haven, CT: Yale University Press, 2006.

Enright, Michael, Edith Scott, and Ka-Mun Chang. Regional Powerhouse: The
Greater Pearl River Delta and the Rise of China. Hoboken, NJ: John Wiley
& Sons, 2005.

Fishman, Ted C. China, Inc.: How the Rise of the Next Superpower
Challenges America and the World. Reprint ed. New York: Scribner, 2006.

Gertz, Bill. The China Threat: How the People’s Republic Targets America.
Washington, DC: Regnery Publishing, Inc., 2002.

Goumei, Xia. HIV/AIDS in China. Beijing: Foreign Language Press, 2004.

Hanes, W. Travis, and Frank Sanello. The Opium Wars: The Addiction of
One Empire and the Corruption of Another. Reprint ed. Naperville, IL:
Sourcebooks, 2004.
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Other Books of Interest (continued):

Kynge, James. China Shakes the World: A Titan’s Rise and Troubled Future
and the Challenge for America. New York: Houghton Mifflin, 2006.

Lewis, John Wilson, and Xue Litai. Imagined Enemies: China Prepares for
Uncertain War. Palo Alto, CA: Stanford University Press, 2006.

McCoy, Alfred W. The Politics of Heroin: CIA Complicity in the Global Drug
Trade. Rev. ed. Chicago: Lawrence Hill Books, 2003.

Mosher, Steven. Hegemon: China’s Plan to Dominate Asia and the World.
San Francisco: Encounter Books, 2001.

Naughton, Barry. The Chinese Economy: Transitions and Growth.
Cambridge, MA: The Massachusetts Institute of Technology Press, 2007.

Pei, Minxin. China’s Trapped Transition: The Limits of Developmental
Autocracy. Cambridge, MA: Harvard University Press, 2006.

Phillips, Tim. Knockoff: The Deadly Trade in Counterfeit Goods: The True
Story of the World’s Fastest-Growing Crime Wave. London: Kogan
Page, 2007.

Scobell, Andrew. China’s Use of Military Force: Beyond the Great Wall and
the Long March. Cambridge: Cambridge University Press, 2003.

Shenkar, Oded. The Chinese Century: The Rising Chinese Economy and Its
Impact on the Global Economy, the Balance of Power, and Your Job.
Upper Saddle River, NJ: Pearson Education, 2006.

Starr, John B. Understanding China: A Guide to China’s Economy, History,
and Political Culture. Rev. ed. New York: Hill and Wang, 2001.

Wang, Mei-Ling, Shuo Zhang, and Xiaowan Wang. WTO, Globalization, and
China’s Health Care System. London: Palgrave Macmillan, 2007.

These books are available online through www.modernscholar.com
or by calling Recorded Books at 1-800-636-3399.

C
O
U
R
S
E
M
A
T
E
R
IA
L
S

COURSE MATERIALSCOURSE MATERIALS

82




