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Great Power Competition sub-themes

TRADE
WAR

Adapting supply
chains

TECH
WAR

The battle for
technological
supremacy

FINANCE
WAR

Financial and
monetary dominance
and control

RESOURCE
COMPETITION

Control of strategic
resources to boost
national advantage

SECURITY
COMPETITION

Military and diplomatic
influence of territories
and values

GPC plays out across 5 dimensions
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THUCYDIDES
TRAP

§ The Peloponnesian war (431-404 BC) is one of the earliest examples in
history of war between a revisionist power (Athens) and a status quo power
(Sparta).

§ Harvard academic Dr. Graham Allison found that 12 out of 16 cases of such
dynamics in the last 500 years led to war.

§ Equilibrium balance of power has been transitory throughout history.

§ American hegemony is being tested.

§ China’s rise has disrupted balance of power in the Indo-Pacific.

§ Russia’s financial ascent over last 20 years emboldened its political and
security ambitions.

Geopolitics and lessons from history
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“it was the rise of Athens and the fear that this instilled in Sparta that made war inevitable”
Thucydides, c.400 BC

“it was the rise of Athens and the fear that this instilled in Sparta that made war inevitable”
Thucydides, c.400 BC

China/Japan Defense Spending Ratio ($ nominal)
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Source: Bank of Russia, Foreign reserves – “FT.COM  - EU should seize Russian reserves to rebuild Ukraine-
May 2022”.

§ Two significant waves of NATO expansion in 1999 and 2004 has taken the security organization to 30 members,
pushing against Russia’s historical line of sensitivity.

§ Putin: “The breakup of the Soviet Union was the greatest geopolitical tragedy of the 20th century”.

§ Missed opportunity: In the 1990s there was a window to build lasting democracy and market economy in Russia
but Western reluctance to provide financial support led to Russian debt default and Putin leadership.

§ Russia recovered from 2000s due to commodity boom. Petrodollars enabled foreign reserves to reach c.$600bn
on the eve of 2022 Ukraine invasion.

§ Despite small economy and population relative to other
great powers, Russia maintained the world’s largest
nuclear arsenal (c.6000 warheads). Asymmetric focus
on cyber and information campaigns. Use of contract
mercenaries.

§ Emboldened foreign policy post GFC included Crimea
annexation, Syria, Libya, Venezuela and many African
countries. “No limits” friendship with China.

Russian revisionism

Xi and Putin: “no limits” friendship

NATO pre-1989 NATO today

Source: Base Map Copyright@FreeVictoriaMaps.com. December 2021.
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America’s unipolar fatigue

Source: World Bank, nominal GDP figures are in current US$

Source: SIPRI, Newton IM

§ “America should go not abroad, in search of monsters to destroy.” - John
Quincy Adams (1821).

§ America provided 70 years of global security public good.

§ Declining share of global GDP (40% to 24%).

§ Debt hangover from GFC, Trump populism, homeland priority for budget
dollars, accelerated post pandemic.

§ Bipartisan support for ‘America First’ calls for less military engagement (2021
Afghanistan withdrawal).

Defence as % US government spending

US defence spend in constant 2018 prices ($m)

The US share of the world economy
The American share of the pie was at its peak after WWII, and has been on a slow, uneven
decline ever since

Source: SIPRI, Newton IM
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History often rhymes – great powers make the same mistakes

Source: British Empire: Historic UK – Britain’s retreat from Kabul 1842, Soviet Union: The Atlantic – The
Soviet Union War in Afghanistan 1979-1989, United States: History.com – Afghanistan War (Published August
2021)

SOVIET UNION
§ Soviet-Afghan war 1979-1989.

§ USSR backed the socialist Republic of
Afghanistan government against Islamic
mujahideen insurgents in a Cold War proxy
conflict.

§ Heavy death toll for Afghans (c.10% of
population) but ultimate withdrawal of Soviets
(c.14,500 casualties).

§ The conflict is often cited as a major factor
leading to the collapse of the Soviet Union and
end of the Cold War.

UNITED STATES
§ War in Afghanistan 2001-2021.

§ George W Bush led invasion after 9/11 as
Taliban harboring Al Qaeda and refused to
extradite Bin Laden.

§ US (with 40 country coalition) and Northern
Alliance war against Taliban insurgents.
(c.2500 US casualties, 20,000 wounded).

§ Feb 2020, US-Taliban conditional peace
agreement signed in Doha (already reneged
on).

§ Biden withdrawal announced April 2021.

Initial military victory > stalemate > economic liability > face saving withdrawal

BRITISH EMPIRE
§ First Anglo-Afghan War 1839-42.

§ Part of Geopolitical Great Game for influence
in Central Asia between Britain and Russia.

§ Britain sought to defend its interests in India
against Russia and potential invasion from an
Islamic emir based in Kabul by sponsoring
regime change.

§ After initially capturing Kabul, British forces
retreated in 1842 and suffered heavy defeat
(c.16,000 casualties).



GREAT POWER
COMPETITION:
FIVE DIMENSIONS
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Note: 1 Peterson Institute for International Economics, June 2022.

§ US-China trade war initiated under the Trump administration had its origins in
the scale of US trade deficits and the impact on American jobs.

§ Biden administration has added a “values” dimension to the trade war, given
concerns around human rights abuses in Xinjiang province.

§ The current US-China trade relationship was ‘locked in’ under the trade
agreement negotiated in early 2020 between Beijing and the Trump
administration.

§ US Trade Representative Katherine Tai is studying options for China tariffs
including possible reduction and/or enhanced specific targeting with new
S301 investigations. For now, US import tariffs averaging 21% remain in
place on two-thirds of China imports worth around $335bn p.a.1

§ America’s trade deficit with China remains more than 10% above the long-
term average, despite the high tariffs in place.

§ Supply Chains:

Prior to covid, surveys revealed a large majority of US corporations doing
business in China were content with their investments and supply chains.

Recent American Chamber of Commerce survey (May 2022) finds that
53% of American companies would reduce investment in China if covid
controls persist.

Beneficiaries of China supply chain de-coupling in Asia would be India,
Vietnam and Malaysia. Globally, Mexico and Poland would also stand to
benefit.

Trade war

US-China trade war tariffs: an up-to-date chart
US-China tariff rates toward each other and rest of world (ROW)

US trade balance with foreign countries
US census bureau

Source: Peterson Institute for International Economics, June 2022Source: Bloomberg, 2022
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Notes: 1 Source: National Bureau of Asian Research – Update to the IP Commission – The theft of American
Intellectual property 2017; 2 Source: The Economist Intelligence Unit - Tracking China’s semiconductor
investments 2018

§ Technology has become the primary channel for the US to
exert strategic pushback on China: China still relies on
western technology for productivity growth and to escape the
middle-income trap.

§ Made in China 2025 is the country’s strategic blueprint to
dominate future global technology industries but served as a
wake-up call to US policy makers.

§ Other concerns: 1) China’s civil-military fusion means that US
technology can end up in the hands of the PLA. 2) China’s
theft of US IP is estimated at more than $200bn p.a.1

§ Huawei: Initially placed on the US Entity List to target the
company’s 5G position amid national security concerns.
Tougher Entity List restrictions now pose an existential threat
to Huawei’s entire business.

§ SMIC: China’s semiconductor national champion prevented
from accessing US semiconductor equipment. SMIC remains
several generations behind US and international peers in
circuit board capability. China relies on imports for 65% of its
chips today.2

§ Hikvision: reports that US Treasury Department may add
China’s surveillance champion (150 countries, $2.5bn profits
2021) to the SDN sanctions list, which would be a major
escalation of the tech war.

§ China’s leadership is proactively taking measures to prepare
for full technology decoupling from the US. This includes the
establishment of two technology boards on the country’s main
stock exchanges.

Tech war

Chinese IP theft vs. America’s wars at their peaks
Annual costs – % of US GDP in year

4.2%

2.3%

1.0% 0.7%
0.3%

2.6%

0.9%
Korea
(1952)

China IP
theft

(Upper-bound)

Vietnam
(1968)

Iraq
(2008)

China Ip
theft

(Lower-bound)

Afghanistan
(2010)

Persian
Gulf war
(1991)

Source: US Congressional Research Service, Costs of Major US Wars (June 2010), update to the IP Commission Report (2017).
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Finance war

Source: IMF, Wolfstreet.com, 2020.

Implications to USD
§ Bypassing SWIFT

§ Increased international acceptance to Yuan

§ In particular, the possibility of China using Yuan to
import oil

§ Monetary intelligence – programmable monetary
policies + implementations

OIL – USD - SWIFT DATA – YUAN – DE/EP

Source: Radian Partners, CLSA.

§ The United States has a significant advantage over
other great powers in global finance because of the
power of the Dollar as the world’s hegemonic reserve
currency and the power of US banks in dominating
the international finance system.

§ In the wake of Russia’s Ukraine invasion, the US and
EU sanctioned Russia’s central bank, cutting it out of
the international system and freezing c.50% of
Russia’s foreign reserves that were held
internationally.

§ China, Russia and other middle powers are sensitive
to the financial leverage that the United States has
over them. Reducing dependency on the Dollar and
developing alternative international payment systems
is expected to be an urgent priority in the year ahead.

§ China must reform its financial services industry,
open its capital account and allow a greater role for
the Yuan in international trade and settlements. This
is a multi-year process but one that has started.

§ Development of its Digital Yuan is also a major
strategic move. Potential benefits of digital Yuan: 1)
monetary sovereignty 2) security 3) surveillance and
big data 4) grey economy and tax collection 5) capital
controls 6) acceleration of Yuan internationalization.

US Dollar’s declining hegemony
% of allocated reserves

International role of the US dollar
(%)
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