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EXECUTIVE SUMMARY

■■ The United States and China are not on a collision course. The Thucydides Trap can be avoided. 

■■ The risk of an incident at sea or in the air between the two countries’ militaries is real but it should not 
be exaggerated. The United States and China have a sound track record in skilfully managing crisis.

■■ For China and the United States to avoid conflict, leaders on both sides of the Pacific will have to 
remain intensely and constantly committed to crafting policies that maintain stable ties. 

US-China relations today have reached a level of stability and maturity that ties the knot between the two countries 
even more tightly than before. A mature political relationship, coupled with strong economic interdependence, are 
key stabilising factors; these can be expected to mitigate a possible derailing of the relationship. This situation will 
remain intact as long as astute leaders on each side of the Pacific pursue their country’s strategic interests based on 
pragmatism. In other words, leadership matters. Over the past year the Chinese and American militaries have agreed 
to adopt several mechanisms that are intended to help both sides reduce the possibilities of misunderstanding and 
thus lower the risk of unintended military incidents. Reaching agreement on best practices to ensure safe navigation 
when American and Chinese military assets come into close proximity has been deemed a ‘milestone’. While the 
risk of an incident at sea or in the air between the countries’ militaries is real and needs to be taken seriously, it is 
important not to lose sight of the track record of the United States and China in skilfully managing crisis. Over the 
years, many reported and unreported incidents have occurred without leading to conflict. It is important not to be 
complacent about the risks, but these should not be exaggerated.

Cover photo: President Barack Obama and President Xi Jinping at the Great Hall of People in Beijing, China 
Official White House photo by Pete Souza, November 2014

Research conclusions are derived independently and authors represent their own view, rather than an institutional one of 
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PRC tried to intimidate Taiwanese voters ahead of their first presidential elections 
by conducting missile tests in the Taiwan Strait. President Clinton responded by 
sending two American aircraft carriers through the Strait. Tensions erupted again 
in 1999 after NATO bombed the PRC 
embassy in Belgrade and in 2001 after a 
Chinese fighter aircraft and an American 
reconnaissance aircraft collided, killing the 
Chinese pilot and forcing the American 
aircraft to make an emergency landing on 
Hainan Island. 

In-between – and sometimes even 
during – the crisis periods, relations 
flourished. Engagement between the two 
countries intensified. American and Chinese citizens today interact in every possible 
sphere. Hundreds of thousands of Chinese and American businessmen, students, 
educators, researchers, engineers, scientists, artists, and government officials live 
in one another’s countries, and travel back and forth regularly. The two nations are 
economically interdependent; China is the now the largest trading partner of the 
United States; the United States is China’s second largest (after the European Union).2

Yet analysts, government officials, military officers and ordinary people across the 
globe ponder the possibility of confrontation between the United States and China 
– not a mere crisis prompting harsh words and a suspension of talks or the sale of 
technology (“just disputes and diplomacy” to quote Stein Tønnesson3) but large-scale 

In 1993, in one of my first candid conversations about China-US relations with a 
senior Chinese foreign policy official, he said: “Relations will never be as good as 
they appear to be when at their best; and they will never be as bad as the media 
makes them out to be when there is a crisis.”1

Over the past few decades I have often recalled this remark. In its simplicity it 
captures the dynamics of this complex relationship, one that is coloured by undue 
optimism and unnecessary pessimism, but above all by misperceptions and 
unrealistic expectations. 

At the time of my conversation with the foreign policy official, relations between 
the United States and the People’s Republic of China (PRC) were finally stable after 
four years of heightened tensions brought about by the Chinese government’s 
violent crackdown on the Tiananmen movement in June 1989. On becoming 
president in January 1993, Bill Clinton embarked on a policy of ‘comprehensive 
engagement’ with China, acknowledging the growing need for the two countries 
to jointly pursue mutual economic and security interests. President Clinton met 
President Jiang Zemin in November 1993, the first meeting between American 
and Chinese heads of state since 1989. China’s economy was expanding rapidly, 
foreshadowing the rise of the economic giant and military power that China is 
today.

The crisis in US-China ties following the Tiananmen crackdown was the first 
major interruption following the normalisation of relations between China and 
the United States. Many more crises followed including tension in 1996 after the 

Introduction

Relations will never be as good 
as they appear to be when at 
their best; and they will never be 
as bad as the media makes them 
out to be when there is a crisis
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military conflict defined by the deaths and injuries of military and civilian personnel. 
Political scientists and historians of all persuasions publish lengthy arguments 
explaining why a doomsday war is either inevitable or not. 

It is popular to highlight the Thucydides Trap with reference to the Greek historian’s 
metaphor about the dangers of a rising power posing a challenge to an established 
power—as Athens was viewed by Sparta in ancient Greece, or as Germany was 
by Britain a century ago. Graham Allison states that judging by the historical record, 
war between the United States and China is more likely than not.

Based on a study by the Harvard Belfer Center of 16 cases of rising and descending 
powers from the 16th century to the 1990s, Allison concludes: “However 
unimaginable conflict seems, however catastrophic the potential consequences for 
all actors, however deep the cultural empathy among leaders, even blood relatives, 
and however economically interdependent states may be – none of these factors 
is sufficient to prevent war, in 1914 or today.”4 

Allison alludes to the outbreak of the First World War in 1914 despite the affection 
for Great Britain that Kaiser Wilhelm of Germany, a nephew of King Edward VII, 
openly displayed; despite the close ties between segments of the German and 
British elites in the early 1900s; and despite trade between the two countries.5

Allison is not alone. Several analysts – in China, the United States and elsewhere – 
argue that a vibrant economic relationship will not save the China-US relationship. 
They accurately point out that it did not deter the outbreak of either of the world wars 
of the 20th century. However, as this report argues, the robust interdependency 
between China and the United States today is not comparable to that between 
England and Germany in the 1900s. 

This report could have begun, as do countless reports about ties between China 
and the United States, with the statement: US-China relations are at a critical 
crossroad. That the relationship is in a perpetual state of being at a crossroad is 
only natural, given the remarkable, but at the same time uncertain, step that China, 
the isolated Communist giant, and the United States, the leader of the capitalist 

world took in 1979 to tie their futures to one another by establishing diplomatic ties. 
It was a step laden with risk. Hence, the relationship will always be full of challenges, 
in part because of the differences (different political systems, for example), but also 
in part because of the commonalities. In both nations the country’s size, power, and 
historical legacy drive elites to be ambitious, to seek leadership, and make efforts to 
ensure their country is the strongest and most respected. One could argue that the 
two countries are constantly at a crossroad in their relationship because every time 
any transformation in their environment takes place or a new leader takes power, a 
new calibration of how to manage these ambitions is needed.

This report argues that US-China relations today have reached a level of stability 
and maturity which ties the knot between the two countries even more tightly than 
before. A high degree of maturity in the political relationship, coupled with strong 
economic interdependence, are key stabilising factors; ones that can be expected to 
mitigate a possible derailing of the relationship. This situation will remain intact as long 
as astute leaders on each side of the Pacific pursue their country’s strategic interests 
based on pragmatism. In other words, leadership matters, as this report concludes.

A politically mature relationship
In less than 40 years, the People’s Republic of China (PRC) and the United States 
of America (USA) have become intertwined in a way unimaginable in 1979. At a 
government-to-government level, interaction is unprecedented, unlike any of the 
government ties between other rising and established powers throughout history. 
Presidents Barack Obama and Xi Jinping have already met on 11 occasions at 
international gatherings or bilateral visits.6 They have spent literally hours talking to 
each other. They speak to each other on the phone. Foreign Ministers Wang Yi and 
John Kerry converse by phone even more frequently. Kaiser Wilhelm communicated 
with his uncle, the King of England, and other English relatives by letter.7 Chamberlain 
and Hitler exchanged telegrams.8 Generally speaking, interaction between citizens 
of the UK and Germany were much less broad-based and personal in the early 20th 
century than is the case today between China and the United States. 
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Today there are more than 90 official dialogues between China and the United 
States across government departments and agencies. Cabinet ministers, 
presidential aides, and officials involved in the US-China relationship at almost all 
levels not only meet formally at least once a year but also converse informally during 
multilateral meetings and bilateral visits. In these unofficial encounters personal 
bonds are formed and issues that exacerbate mutual distrust can be discussed. 
When there is a problem, an official usually knows who on the other side needs 
to be contacted. 

The United States and China have a mature political relationship, defined for the 
purposes of this report as a relationship in which policy-makers in both countries 
are not only familiar with the other side’s stance on divisive issues but also 
have a relatively sound understanding of the other’s decision-making processes 
and the people in charge of decisions. This is important to avoid a breakdown 
of communication when a crisis erupts. In recent years there have been several 
instances in which the maturity of the US-China relationship has been acutely 
tested. Two cases in particular are illuminating.

On 6 February 2012, Chinese officials were working on the last minute details of 
Vice-President Xi Jinping’s visit to the United States when they received word 
that a vice-mayor of Chongqing had entered the US Consulate in Chengdu, 
Sichuan province and asked for protection, stating that he feared for his life. One 
can only imagine the anxiety this news must have caused Xi and, as the news 
spread internally within the echelons of power in Beijing, among all senior Chinese 
officials. Xi’s upcoming visit to the United States was not an ordinary visit. Xi was 
designated later in the year to become the new leader of the Communist Party of 
China (CPC). On 14 February he was due to meet President Obama in the White 
House. The vice-mayor in question was no ordinary one either. Wang Lijun, vice-
mayor and head of the public security bureau, was notorious – at least to people in 
Chongqing, a metropolis of over 20 million people in Sichuan province. To some, 
Wang was the man who put the mafia behind bars following a public campaign 
launched by Bo Xilai, CPC Party Secretary of Chongqing, to stamp out organised 
crime, a popular move among ordinary citizens. To others, Wang was the official 

who condoned arbitrary justice and the torture of suspects in his zealous attempt to 
do away with criminal gangs. 

Wang’s close association with Bo Xilai made Wang’s pursuit of protection at the 
US Consulate after his falling out with Bo Xilai an action fraught with controversy. 
Leadership transitions in China make for extremely sensitive political times. Bo was 
a powerful CPC leader. Though Xi was the heir apparent, Bo was presumably Xi 
Jinping’s contender and at a minimum, vying for a seat on the all-powerful CPC 
Politburo Standing Committee. There were several other factors contributing to the 
complex circumstances; among others, the mysterious death three months earlier of 
a British businessman who had close ties to Bo and Bo’s wife.9

Wang stayed in the US Consulate in Chengdu for more than 24 hours. During that time 
Chinese police encircled the consulate, while in both Chengdu and Beijing, Chinese 
and American officials frantically tried to find ways to defuse the standoff and not 
let the incident jeopardise Xi’s visit to 
Washington.10 This was no easy feat. 
The unfolding political drama captured 
the attention of social media in China, 
which alerted the international media 
to make enquiries.11 US Embassy 
officials realised that if the Chinese side 
were to interpret American actions as 
contributing to or exacerbating China’s 
loss of face in this awkward situation, the Xi visit would be cancelled with potentially 
dire consequences for the overall bilateral relationship. American officials were 
disciplined in their conversations with outsiders, aware that despite the international 
press attempts to churn out every titbit from the fascinating incident it was important 
that they did not publicly let on what Wang told the Americans about Bo Xilai or other 
sensitive information about the leadership.12 

In the end, the fallout for US-China relations was minimal thanks to the skilful handling 
of the case by both Chinese and American officials. Afterwards, a senior CPC leader 

The two countries are willing to 
go to great lengths to keep the 
relationship on track and increasingly 
they know how to do just that
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was reported by state media to have said at a CPC meeting in Chongqing that the 
scandal greatly damaged the image of the CPC and the nation.13 He did not find fault 
with the US handling of the incident. In fact, one senior Chinese official involved in 
negotiating with American officials later said privately that it was the first time he 
could say with certainty that all the face time spent with his counterparts in the US 
Embassy, working on various cumbersome issues, had paid off: “We knew how 
to deal with each other under stress.”14 

The Obama administration wisely “disentangled itself from Chinese domestic 
politics” as soon as a compromise regarding vice-mayor Wang had been reached.15 
The United States did not grant Wang asylum. Instead, a senior public security 
official flew to Chengdu from Beijing and was allowed to escort Wang out of the 
US Consulate after which they both flew to Beijing (Wang was later sentenced to 
15 years in prison). The Xi visit to the United States went ahead and was deemed 
a success.

Just two months later American and Chinese officials were confronted with a 
second high profile crisis, one that was even more delicate than the Wang case. 
It was viewed by some in Washington as the “greatest test in bilateral relations in 
years, probably going back to ’89.”16 In late April, less than a week before Secretary 
of State Hillary Clinton was due to arrive in Beijing for the Strategic and Economic 
Dialogue, a civil rights activist sought refuge at the US Embassy in Beijing after 
a dramatic escape from house arrest in his home village hundreds of kilometres 
away. Chen, a blind self-taught lawyer, was not a thug like many had presumed 
Wang to be; quite the opposite. Chen was a hero of sorts. Since the late 1990s 
he had fearlessly petitioned the authorities on behalf of disabled people, women 
who had been forced to undergo sterilisation, and farmers who had been forcibly 
evicted from their land. He had been imprisoned for many years but continued to 
speak out even when harassed by thugs during house arrest. In 2006 Amnesty 
International had identified him as a “prisoner of conscience”.17 

Unlike in the Wang case, China and the United States were dealing with high-
stakes diplomacy under intense media scrutiny. Once out of the clutches of 
Chinese authorities, Chen Guangcheng used every opportunity to publicly draw 

attention to his plight. He appealed via an internet video message to China’s prime 
minister to investigate and halt the abuse of his family, he spoke via phone at a US 
congressional hearing about his situation and human rights abuses in China, and 
he gave telephone interviews to the international media. At the height of the crisis 
there was no mistaking that the Chinese government’s patience was wearing thin. 
The PRC Ministry of Foreign Affairs demanded that the United States apologise for 
meddling in the internal affairs of China and the Beijing Daily accused Chen of being 
“a tool and a pawn for American politicians to blacken China.”18

The extremely tense situation was ultimately defused via an intricate process of 
negotiation including six rounds of talks led by two officials who knew each other 
thoroughly: Chinese Vice-Minister Cui Tiankai and US Assistant Secretary of State 
Kurt Campbell. A compromise was reached allowing Chen and his family to travel 
to the United States. Chen and Clinton have both written about the process in their 
respective memoirs.19 Though they differ in their recollection of the details, these 
memoirs and other publications about the Chen episode underscore both the value 
that the Chinese and American governments place on the relationship and how far 
American and Chinese officials have come in dealing with each other in a crisis. Put 
another way: the two countries are willing to go to great lengths to keep the relationship 
on track and increasingly they know how to do just that. The situation was an acute 
diplomatic quandary at a time when Washington was seeking Beijing’s support in 
dealing with crises in Iran, Sudan, Syria, and North Korea. The outcome “reflected a 
maturing relationship able to weather a fraught diplomatic entanglement.”20 

Committed to building relationship skills 
There is a degree of familiarity between senior Chinese and American officials, 
in particular ones dealing with finance and the economy but also those versed in 
foreign policy, which rarely exists among officials from countries that consider each 
other partners, let alone strategic competitors or rivals. In part this is a result of the 
fascination Americans and Chinese have had for each other’s country since the 
1800s. The love-hate relationship continues and spurs people on both sides to try 
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and understand the other side. In part it is a result of the tremendous effort both 
governments have invested since the 1970s to strengthen engagement. 

A casual observer of the relationship is often not aware of the huge commitment 
that both sides continue to make to ensure government officials are well versed 
in the bilateral relationship. The hundreds of American junior to mid-level officials 
with Chinese language skills and in-country experience who are employed by the 
US Embassy in Beijing and four US consulates around China constitute a wealth of 
policy-relevant knowledge and understanding of the relationship. The exact same 
can be said in reverse about the hundreds of Chinese officials working in the PRC 
Embassy in Washington, DC and the four consulates around the United States. 
Senior American officials are granted one-year’s study leave in China before taking 
up their new posts at the embassy or consulates. 

Americans and Chinese alike benefit from scores of exchange programs that target 
policy-makers at the central and local levels, military officials, and next generation 
leaders. For example, the National Committee on United States – China Relations 
runs numerous annual programs that bring together policy-makers, young 
professionals, diplomats, and military officers respectively, to discuss substantive 
issues and learn about the relationship. Since 2001 more than 500 Chinese 
local government officials have taken short-term courses at the Ash Center for 
Democratic Governance and Innovation at Harvard University’s Kennedy School of 
Government. More than 200 Chinese senior policy-makers at vice-ministerial level 
or higher have participated in the centre’s ‘New World Fellows’ program.21 Tony 
Saich, professor at Harvard’s Kennedy School says: “One of the things they often 
say to me is, ‘well we don’t agree with you any more than we did before, but at 
least we have a sense of why you think the way you do.’”22 The most prominent 
Harvard enthusiast among Chinese leaders is Li Yuanchao, Politburo member and 
PRC Vice-President, who has publicly praised his Harvard mid-career executive 
training program.23 

Beginning in 2016, future American and Chinese leaders have the chance to pursue 
an extraordinary year of graduate study at Qinghua University, colloquially known 
as the MIT of China. This is due to the $100 million personal donation by American 

billionaire Stephen Schwarzman, chairman of Blackstone Group, which provided the 
initial endowment for the scholarship program. The Schwarzman Scholars will study 
public policy, economics and business, and international studies. The scholarships, 
inspired by the Rhodes Scholar Program established in 1902, will focus on American 
and Chinese students and gradually be made available to 200 scholars annually. Of 
the 111 inaugural scholars, 44 per cent were from the United States, 21 per cent from 
China, and 35 per cent from 30 other countries.24 

The percentage of US-educated Chinese people appointed to senior leadership 
positions is still small, as is the number of senior American officials with a China 
background. Among 169 Chinese officials at ministerial level or above, only 31 have 
studied overseas and 15 have obtained 
overseas degrees.25 Anecdotal 
evidence suggests that about half 
of the degree holders had studied in 
the United States.26 Nevertheless, 
the top leadership in both countries 
regularly solicits advice from think 
tanks and university specialists with 
deep knowledge of the other country. 
Admittedly, this interaction is still in its 
infancy in China but it can be expected 
to expand, especially as Xi has called 
for promoting Chinese think tanks (which rely heavily on US-educated researchers) 
and urged the party leadership to recruit foreign-educated returnees. In recent years 
many returnees educated in the United States in particular have been appointed to 
senior positions within the Chinese government’s finance and economic sectors.27

Looking ahead, the number of senior American and Chinese officials who have in-
country experience of the other nation is bound to rise. This assumption is based on 
the dramatic growth rates in enrolment of Chinese pursuing undergraduate degrees 
in the United States on the one hand, and the goal set out in 2015 by President 
Obama’s ‘One Million Strong’ initiative which aims to boost the total number of 

The most prominent Harvard 
enthusiast among Chinese leaders 
is Li Yuanchao, Politburo member 
and PRC Vice-President, who has 
publicly praised his Harvard mid-
career executive training program 
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American learners of Mandarin Chinese to one million by the year 2020, on the 
other hand. The initiative’s aim is to “prepare a new generation of US leaders to 
engage effectively with China.”28 Of course all one million Mandarin learners won’t 
study in China. But the program and its affiliated scholarships will presumably 
continue to encourage American students to head to China for periods of study, 
following Obama’s ‘100,000 Strong’ initiative, which mid-way through 2014, 
reached its cumulative target of 100,000 Americans studying in China between 
2010 and 2014.29 Meanwhile, the PRC Ministry of Education funds more than 
90 Confucius Institutes in the United States to support the teaching of Chinese 
language, culture and history. 

American Mandarin promoters admittedly face an uphill battle: American students 
predominantly head to Europe if (and that is a big if) they choose to study overseas 
at all. China is only the fifth most popular destination among students, although 
it is the top one among non-European countries. Americans usually go to China 
for short-term or one-year exchange programs and language courses. A total of 
13,763 Americans studied in China in 2013-14.30 Additionally, and despite the 
momentum of the Obama initiatives, there has been a decrease in the number of 
Americans studying in China since the peak (14,887) in 2011-12.31 The horrendous 
pollution levels in Beijing and Shanghai could be a disincentive. Or possibly young 
Americans sense that well-educated Chinese professionals are being hired in jobs 
that a decade ago were being filled with Westerners and consequently the effort 
to learn Mandarin is not worth it.32

The situation is substantially different when viewed from the other side of the Pacific. 
Despite a rise in nationalist emotion in China and inflammatory commentary about 
the United States from Chinese officials, intellectuals and ordinary people alike, 
American university education continues to be as coveted among Chinese as it has 
been since Deng Xiaoping’s reform and opening policy started. In the 1980s and 
early 1990s there was always gossip in Beijing about which leader’s child had been 
sent to pursue university studies in the United States. No internet or social media 
existed to spread the word, but among Beijing residents sarcastic commentary 

often alluded to the lack of faith among elites in the reform of the Chinese education 
system as well as the discriminatory selection process that resulted in the offspring 
of high officials being granted scarce government scholarships. Deng Xiaoping’s son 
studied at the University of Rochester, New York; it was common to hear jokes about 
Deng, an American grandpa. Deng’s grandson had been born in New York, making 
the child eligible to be an American citizen. Starting in the second half of the 1990s 
anyone in China with money, which meant former-officials-turned-entrepreneurs in 
addition to the political elite, were able to send a child to an American university. 

Today, middle class Chinese have joined the ranks of wealthy and privileged citizens 
for whom the pursuit of an American college education is an attainable goal. Even Xi 
Jinping sent his only child to Harvard for undergraduate studies. Moreover, several 
well-respected American universities – for example John Hopkins and Duke – offer 
an alternative to an on-ground American education via their China-based campuses. 
This trend will grow in significance in coming years.

For the past six years, Chinese students have constituted the largest group of 
international students in the United States, making up about 31 per cent of the 
total.33 In previous decades, a greater proportion of Chinese came to America for 
graduate study. However, undergraduate and graduate student numbers have 
slowly equalised. In the most recent figures, undergraduate and graduate programs 
attract approximately the same number of Chinese students (110,550 and 115,727, 
respectively).34 This signifies an eleven-fold increase in undergraduate students in less 
than a decade. One explanation for the explosive growth could be the proliferation of 
international high schools in China, where more students are immersed in an English-
language environment and take the SATs for college admissions.35 Another is the 
financial ability of the growing middle class to afford an American college education 
for their offspring. 

Some Chinese even send their offspring to the United States before university. 
Chinese students are the largest cohort (23,562) among international students at 
American high schools – nearly exclusively private schools, including independent 
schools and religiously-affiliated schools.36
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Research is another area in which both institutional and people-to-people 
interaction is strong between the United States and China. American and Chinese 
universities and individual researchers work together under the auspices of 
thousands of collaborative initiatives. Well-known areas of research collaboration 
include nanotechnology, energy, the environment, and health. Biomedical research 
collaboration is extensive on cancer, malaria, HIV and AIDS, SARS, environmental 
health, and the human genome. For example China is consistently among the top 
two countries represented through the visiting program of the National Institutes 
of Health (NIH) in Washington. The NIH website states that at times, there are 
more than 400 Chinese researchers working in NIH intramural laboratories.37 
Furthermore, in 2010, the NIH partnered with the National Natural Science 
Foundation of China (NSCF) to establish the US-China Collaborative Biomedical 
Research Program. The program conducts research on a variety of health topics, 
including allergies, infectious diseases, immunology and cancer.38 

In particular, climate change and sustainable development have been the focus 
of a growing number of bilateral research efforts over the past decade. The US-
China Clean Energy Research Center was established as a collaboration between 
the US Department of Energy and China’s Ministry of Science and Technology 
and National Energy Administration in 2009, with special interests in promoting 
energy-efficient buildings, clean vehicles and advanced coal technology.39 While 
the initiative was initially slated to run for five years, it has now been extended until 
2020.40 To mention one further example, the China-US Joint Research Center for 
Ecosystem and Environmental Change was established in 2006 as a partnership 
between the Chinese Academy of Sciences, the University of Tennessee and 
Oak Ridge National Laboratory, and conducts research into the impact of climate 
change and human activities on ecosystems.41

Military ties
In the decades after US-China relations were normalised, military exchanges 
were among the first activities to be cancelled whenever tensions rose between 
Washington and Beijing. That is no longer the case, reflecting both the changing 
dynamics between the two powers as well as the maturity of the relationship. 

In 2015, despite rising tensions over China’s build-up of artificial islands and American 
freedom of navigation operations in the South China Sea, military-to-military contacts 
increased for the sixth consecutive year, based on the number of bilateral visits of 
officers and defence officials, joint exercises, and educational exchanges taking 
place.42 These included visits by 
27 US navy captains to a Chinese 
submarine school and the Chinese 
aircraft carrier Liaoning. Commander 
of the People’s Liberation Army 
(PLA) Navy Admiral Wu Shengli 
reportedly told the visitors that 
relations between the Chinese 
and US navies were their “best 
in history”.43 Admiral Scott Swift, 
Commander of the US Pacific 
Fleet – who took part in a US navy 
surveillance flight over the South China Sea in July – also made an official visit to 
China. In addition, port calls continued throughout 2015, as did joint training exercises 
with Chinese vessels. In early 2016, four former US defence secretaries endorsed the 
notion that the best way to avoid a future war in the region is by increasing military-
to-military relationships.44

The calibre of US-China military ties obviously do not in any form resemble the 
extent and depth of the countries’ engagement in the political arena or education 
and research spheres. They never will. But progress, however small, must be 
acknowledged. The urgent need to build mutual trust between the two countries’ 

The calibre of US-China military 
ties obviously do not in any form 
resemble the extent and depth of 
the countries’ engagement in the 
political arena or education and 
research spheres. They never will.
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militaries was recognised by Obama and Xi when they met in 2014. Chinese and 
American militaries signed memorandums of understanding – hailed as ‘landmark 
agreements’ – for establishing a mutual notification mechanism on major military 
activities and a code of safe conduct on naval and air military encounters.45 Under 
these accords, the two sides commit to notifying each other prior to undertaking 
any major military actions – such as large-scale exercises – with regard to the time, 
location, purpose and the number of personnel involved. The code of safe conduct 
stipulates the ways both militaries greet each other and how they should behave 
when meeting on the high seas. These new mechanisms are intended to help 
both sides reduce the possibilities of misunderstanding and misjudgement and 
thus lower the risk of unintended military incidents, which would be detrimental 
to the overall relationship. Reaching agreement on best practices to ensure safe 
navigation when American and Chinese military assets come into close proximity 
has been deemed a ‘milestone’.46

The two crises described earlier in the report were diplomatic crises. They were 
skilfully defused by experienced officials familiar with the dynamics of US-China 
ties and above all driven by a strong intent to keep the relationship stable. It is 
important to note that similar traits have been essential for defusing crises that have 
had military dimensions. From the open source information available it is evident 
that after incidents at sea involving PLA Navy vessels and US Navy vessels (for 
example USNS Impeccable and USNS Cowpens) there was “a concerted effort 
on both sides to prevent an escalation in tensions”.47 After a Chinese amphibious 
vessel nearly collided with USNS Cowpens in 2013, the commanders of both 
vessels ultimately agreed to leave the area after speaking directly to each other 
through ‘bridge-to-bridge’ communications.48

The number of patrols by Chinese navy vessels and military aircraft in the South 
and East China Seas has risen in tandem with China’s military. This naturally 
increases the probability of encounters between US and China ships and aircraft. 
Pointing to the rapid pace of China’s military modernisation, US commanders have 
voiced a concern that all Chinese commanders and pilots might not have sufficient 
experience to deal with these encounters, which in turn raises the risk of incidents. 

Moreover, in 2014, Pentagon officials said that specifically, one squadron commander 
from the same PLA unit was apparently harassing US military jets.49 After several 
complaints by the US side, the US side reported improvements in the behaviour of 
Chinese pilots. It is also worth noting that ‘’Chinese military has bad apples just like 
the US military, where junior service members can cause international incidents.”50 

Being tough on your banker
Finally, trade and investment between the United States and China keeps the two 
countries interdependent to an extent which no one foresaw in 1972 when Nixon 
made his historic visit to China; or in 2001 when President George W Bush removed 
a major irritant in relations by granting permanent ‘most favoured nation’ trade status 
to China; or even in 2008 when China surpassed Japan as the largest holder of US 
Treasury securities.51

In 2015, China replaced Canada as the largest trading partner of the United States 
and total US-China trade was valued at $598.1 billion.52 The total volume of trade 
between China and the United States increased by $7.4 billion from December 2014 
to December 2015.53 China’s foreign trade volume accounts for 7.4 per cent of total 
world trade, while the United States accounts for about 14 per cent. Majority owned 
US companies in China employ hundreds of thousands of Chinese; Chinese-owned 
firms in the United States employed some 80,000 American workers as of 2015 – a 
more than eight-fold increase since 2007.54

Investment flows – always hard to record with precision – have grown incalculably 
over the last decade. US investment in China was valued at $65.77 billion in 2014.55 
Chinese investment in the United States reached “a new record level” of $15.7 billion 
in 2015, up 30 per cent from 2014, according to Rhodium Group, a New York based 
research and advisory company specialising in the Chinese economy.56 Around two-
thirds of total Chinese investment in the United States went into services, up from 
just 14 per cent in 2009 and mostly came from privately owned Chinese companies 
(accounting for four-fifths of total investment, up from 19 per cent five years ago). 
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Investment flows are expected to grow significantly once the bilateral US-China 
investment treaty under negotiation comes to fruition.57

Of all the innumerable investment initiatives between China and the United 
States, the investment of six elite American universities into Hillhouse Capital 
Group, owned by Zhang Lei, is remarkable. Mr Zhang, who once interned at 
Yale’s investment office and is today viewed as one of China’s most successful 
investors, has attracted several billion dollars in commitments from elite university 
endowments from Yale to Princeton. Stanford University is the latest to join in, with 
plans to invest about $200 million.58

China continues to contribute to keeping borrowing rates low in the US on the 
basis of the substantial sums of US debt it owns, even though in late 2015 China 
dropped to second rank behind Japan as the largest foreign holder of US Treasury 
bonds. 

The issue of China’s large holdings of US treasury securities is a judicious example 
of our often misguided assumptions about US-China relations and of the need 
to regularly question the premises upon which they are based. For years some 
analysts and politicians have warned that China’s purchase of US treasury 
securities could give China leverage over American foreign policy, including trade 
policy. The concern was encapsulated by Hillary Clinton’s quip in 2007 in her 
speech at the Democratic National Committee, “How do you get tough on your 
banker?”59 According to this line of thinking China might attempt to sell (or threaten 
to sell) a large share of its US debt securities to punish Washington in the event of 
a dispute, and this could harm the US economy. Others have countered that given 
China’s economic dependency on a stable US economy, and its large holdings of 
US securities, the sale of those holdings would, while hurting the US economy, 
also severely damage the Chinese economy. Such a move could also cause the 
US dollar to sharply depreciate against global currencies, which could reduce the 
value of China’s remaining holdings of US dollar assets. Other analysts dismiss the 
concern by pointing out that China’s holdings of US Treasury securities are equal to 
only 6.8 per cent of total US public debt (as of December 2014). A final argument 
undermining the dire warnings over China’s potential grip over the United States 

is that, as long as China continues (for the most part) to peg the renminbi to the US 
dollar, it is compelled to purchase US dollar assets in order to maintain that peg. 

Those American officials who have fretted about Beijing’s leverage over the American 
economy were proven wrong when China in August 2015 started to sell off its US 
Treasury Securities in an attempt to prop up its stock market and strengthen its 
currency.60 American mutual funds bought record amounts of Treasuries in 2015, 
according to Bloomberg. US investors increased their share of the $12.9 trillion 
market for the first time since 2012.61 There was no sign of desperation in the US 
market; it was in China that the intense pressure on the renminbi was causing drama.

Leadership matters
Throughout 2015 and especially in the months leading up to the state visit in 
September by Xi Jinping to the United States, commentary on the health of the 
bilateral relationship was noteworthy on both sides of the Pacific for its negativity 
and emphasis on strained ties and limited common ground.62 Contentious issues 
undoubtedly exist; the countries differ on trade measures and approaches to human 
rights, and regularly exchange accusations on issues such as internet theft, currency 
manipulation, and each other’s naval movements in the South China Sea. Even solidly 
middle-of-the road analysts struck a pessimistic tone in their assessments. 

David M Lampton, for example, noted in his speech, ‘A Tipping Point is Upon Us in 
US-China Relations’ that “increasingly strategic thinkers in both nations are acting on 
the assumption that we are ‘adversaries’ in the security realm. If one believes, as I 
do, that in the final analysis perceived security threats trump economic and cultural 
interests, this suggests that admittedly enormous shared economic and cultural 
interests may not prevail over diverging security concerns.”63 Wu Jianmin, also 
known as a moderate thinker and staunch advocate of US-China engagement, wrote: 
“The atmosphere surrounding China-US relationship was worsening. … People 
feared Xi Jinping’s state visit to US may end up in failure.”64 Media commentary was 
sceptical that the two sides would not be able to finalise “a big deliverable that can 
be showcased during the visit.”65
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The National Interest went even further and encouraged a cancellation of the visit.66 
Similarly, the Boston Herald labelled China a “global troublemaker” and questioned 
the appropriateness of White House’s ‘rock star’ reception for Xi.67 

What happened? The two-day summit in Washington DC between Xi and Obama 
was deemed a success by both sides and lauded even by well-known sceptics such 
as Minxin Pei for at least “temporarily arresting the downward spiral” in ties.68 Post-
summit evaluation by both American and Chinese analysts acknowledged that Xi 
and Obama had both been intent on seeking common ground and emphasising the 
positive. As Bates Gill notes, the US side was “keen to point out two big takeaways, 
one in relation to cybersecurity and the other in relation to the South China Sea.” In 
both cases, “Xi publicly offered pledges no Chinese leader had made before.”69 On 
cybersecurity, the two presidents reached a common understanding to ban state-
sponsored cyber theft of intellectual property. 

Xi’s visit was an apt reminder that leadership matters. Obama and Xi both rose to 
the challenge, as have their predecessors, providing stability to the relationship. 
These two great powers need each other to reduce the threat of extremist Islam, 
climate change, proliferation of weapons of mass destruction, a belligerent and 
possibly nuclear North Korea, and international piracy, to mention just a few of the 
most serious global challenges.

For China and the United States to avoid conflict, leaders on both sides of the 
Pacific will have to remain intensely and constantly committed to crafting policies 
that maintain stable ties. They must be forever vigilant about guiding the public’s 
and elite’s attitudes in a manner which keeps in check the inevitable obsessions and 
insecurities inherent in the complex relationship. Domestic pressures and the urge 
to ‘push back’ will be formidable. In China, elite and public alike are absorbed with 
the notion that the United States is ‘out to get us’, in other words hold China down 
and stop China from taking what Chinese perceive as its rightful place as a leader 
of the global order. In the United States, thinking among the elite and the public 
is similarly harmful to the maintenance of a stable relationship. It is dominated by 
suspicions that China is going to push the United States out of the Western Pacific 
and establish its own sphere of influence in the region. 

In both cases these anxieties are not unfounded. The United States would indeed 
prefer to continue as the world’s sole superpower (and that would be the preference 
of many in the region – Australia among them – who have benefited from the stability 
which has followed from the US military presence). China, in turn, does not want the 
US Navy on its doorstep. It is intent to never again be vulnerable and suffer a repeat 
of the ‘century of national humiliation’ when foreign gunboats imposed their will on 
China. China views control of its ‘near seas’ as a fundamental strategic interest and 
will likely achieve this goal step-by-step. At the same time pressure from the region 
and the United States, both on which China relies for its continued modernisation, 
will likely mould China’s coercive actions towards other South China Sea littoral 
nations who want to benefit from the 
seas’ resources, including fishing. As 
for freedom of navigation, China is as 
dependent on unimpeded sea lines of 
communication as everyone else in the 
region. 

American and Chinese leaders need 
to prepare their citizens to learn to 
assess power balances in a new 
manner. In public they need to describe 
the extremely daunting challenges 
that accompany the ongoing emergence of a new regional power structure that 
accommodates the rise of China. This is an ongoing transformation. The United 
States and China as well as every other nation in the region have to continuously 
cope with this fluidity. There is no status quo. 

In both nations leaders must acknowledge constraints on their own perceptions of 
exceptionalism and rethink their obsession about the centrality of primacy.70 Only by 
sharing power can peace and stability be maintained. Is the United States ready to 
concede or at least share primacy? An astute leader would answer in the affirmative. 
Is China ready to relinquish the goal of primacy and settle for something less? An 
astute leader would answer positively. A negative answer means rising tensions 

For China and the United States 
to avoid conflict, leaders on both 
sides of the Pacific will have to 
remain intensely and constantly 
committed to crafting policies 
that maintain stable ties.
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and the possibility of armed conflict. That is not in the national interests of either 
China or the United States. Leaders in Beijing and Washington must take notice of 
Lampton’s observation that the words ‘accommodation’ or ‘compromise’ in either 
China or the United States should not be dirty words.71 

The risk of an incident at sea or in the air is real and needs to be taken seriously. 
At the same time, it is important not to lose sight of the track record of the United 
States and China in skilfully managing accidents. Over the years, many reported 
and unreported incidents have occurred without leading to conflict. While it is 
important not to be complacent about the risks, these should not be exaggerated. 
After more than 20 years, it is pertinent to keep in mind the wise words of the 
senior official who said that US-China relations will never be as good or as bad as 
they appear to.

This report may be cited as:
Linda Jakobson, “The US and China: A mature and interdependent relationship,” 
United States Studies Centre at the University of Sydney, May 2016.
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