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A Cold War with China, Global Warming, and Why
We Can’t Have Nice Things
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Export dock and mill, Longview, Washington. Photo: Jeffrey St. Clair.

I’ve had some exchanges with people in recent weeks where I raised the prospect that a
new Cold War with China would seriously undermine our efforts to deal with climate
change. Incredibly, most people did not see the connection. Maybe I have been an
economist for too long, but to me the connection is pretty damn direct, and should be

hitting us all in the face.
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The basic story is that cold wars cost money, lots of it. If we spend large sums of money
building up our military to meet the challenge of our Cold War adversary, we won’t have
the money needed to address climate change. It’s sort of like if you spend your whole
paycheck on gambling and alcohol, you won’t have money to pay the rent and for your
kids’ college education.

To get an idea of what is at stake, we are currently projected to spend an average of 3.0
percent of GDP on the military budget over the next decade. During Reagan’s Cold War
buildup in the 1980s, military spending peaked at more than 6.0 percent of GDP. Spending
went to over 9.0 percent of GDP when we had actually hot wars in Vietnam and Korea.
But, let’s just take the 6.0 percent figure. That’s 3.0 percentage points more than what we
are on a path to spend now. If we take that over the course of a decade, as is now
fashionable in budget debates, that would come to an additional $9.0 trillion in spending.
That’s far more than twice President Biden’s “massive” Build Back Better agenda.

Where would we get this $9 trillion? Does anyone think we could get the political support
to raise taxes by even a small portion of this amount? If we saw anything like this level of
military spending, it would almost certainly mean massive cuts to existing levels of
spending on education, health care, and every other category of non-military spending,
including climate.

But wait, it gets worse. At its peak, the Soviet economy was roughly 60 percent of the size
of the US economy. This means that if we spent roughly equal amounts on our military, it
was a much greater burden on the Soviet economy than the U.S. economy.

The opposite is the case with China. Its economy is already more than 20 percent larger
than the US economy, according to data from the International Monetary Fund. China’s
economy is also growing more rapidly. Given its current growth path, China’s economy
will be close to 50 percent larger by the end of the decade.

Source: International Monetary Fund.

The reason people typically refer to China’s economy as the world’s second largest
economy, after the United States, rather than the largest, is that they use exchange rate
conversions of GDP. This method takes a country’s GDP in its own currency and then
converts it to dollars at the current exchange rate.

Since exchange rates are somewhat arbitrary and often fluctuate by large amounts, most
economists prefer an alternative measure of GDP, called “purchasing power parity.” This
measure uses the same prices to measure all goods and services produced in different

countries around the world. This means, for example, a Nissan Sentra is counted as being
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$20,000 in the GDP (or whatever its actual price) in any country that produces a Nissan
Sentra, regardless of the price it sells for in that country. A loaf of bread will count as $3
in every country producing bread, again regardless of the actual price of bread in that
country. This methodology is applied to all the goods and services produced in a country.
Needless to say, this is difficult to do accurately, but in principle this method gives us
apples-to-apples comparisons of GDP. It should give us a reasonable measure of the
relative sizes of economies around the world. It is this measure that shows China’s
economy is currently more than 20 percent larger than the US economy. The IMF growth
path shows that this gap will grow larger in the rest of the decade.

China currently spends a much smaller share of its GDP on its military than the United

States. According to the CIA World Factbook, China is currently spending about 1.5

percent of its GDP on its military. Given its $30 trillion GDP, China’s military spending in
2022 would come to around $450 billion, a bit more than half current US spending.
However, we cannot take China’s lower spending for granted. If China’s leadership
considers the country’s security interests threatened, it can obviously increase its military
spending. And, if China’s leadership wanted large-scale increases in its military spending,
it would face far less political opposition than in the United States.

And, there should be little doubt that China would be able to match the United States in
military technology. While there are undoubtedly many areas of military technology,
where the United States does have an advantage, this is not true in all areas. For example,
China appears to be ahead of the United States in developing hypersonic missiles. China
has many highly-skilled engineers, software designers, and experts in other areas of
military technology. There is no basis for believing that the United States will somehow
be able to maintain an edge in technology over China going forward.

The basic story is that if we get into a situation where China perceives the United States to
be threatening its national security interests, there can be little doubt it can and would
radically ramp up its military spending. If we then get into an arms race, the burden on our
economy could be enormous.

And, it would almost certainly require massive reductions in non-military spending,
including spending on efforts to reduce greenhouse gas emissions and mitigate the effects
of climate change. If we have a new Cold War with China, we can forget about a major
commitment of resources to deal with climate change, as well as addressing other long
neglected needs.

Cooperation Rather the Confrontation: An Alternative Path
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While the defense industry would hugely benefit from a new Cold War with China, most
of the rest of us would not. We stand to gain far more from a relationship that seeks out
paths of cooperation, where they are available.

Just to be clear, choosing a path of selective cooperation does not imply approval of
China’s government. China is not a democracy and it does not respect human rights.
Critics of the government face serious risks of persecution and imprisonment. It has
engaged in large-scale abuses against minority populations in Tibet and the Uygur
population in Xinjiang. It also is reversing commitments it made to respect the autonomy
of Hong Kong.

Saying that we should not be engaging in a Cold War with China does not imply approval
of these actions. It is simply a recognition of two facts.

First, many of the people who are most vigorous in denouncing abuses in China seem just
fine with serious abuses in US allies. Saudi Arabia, a close US ally, tolerates no open
dissent and has an explicit policy of treating women as second-class citizens. It recently
had a US resident suffocated and torn to pieces in its Turkish embassy.

The United States also has a long history of supporting the overthrow of democratically
elected governments that are perceived as threatening our interests in some way. Two
famous examples are the overthrow of Mohammad Mossadegh in Iran in 1953 and the
overthrow of Jacobo Arbenz in Guatemala in 1954.

But we don’t have to go back to the early days of the Cold War to find involvement in the
overthrow of democratically elected governments. The US gave support for the coup that
ousted President Jean-Bertrand Aristide in Haiti in 2004. More recently, the US supported
throwing out election results in Bolivia when they didn’tgo the waythe Trump
administration wanted. It also raised no objection to the repression that followed, most of
which was directed against its indigenous population.

To put it simply, we do not have a consistent policy of supporting democracy and human
rights around the world. Perhaps it would be good if we did, but we don’t. There are
plenty of places elsewhere in the world where we support undemocratic regimes that abuse
human rights. Clearly the complaints against human rights abuses in China are not the
result of a deep and universal commitment to protecting these rights.

The other point is that it is not clear how those who push this agenda hope that their
hostile actions will improve the human rights situation in China. If we assume, for the
moment, that the human rights critics don’t intend to go to war to overthrow China’s

current government, and then install a regime that will respect human rights, we should
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ask how we think a stance of growing hostility to China will improve the prospects for the
people who we hope to help?

If there was good reason to believe that building up military forces against China, and
curtailing economic relations, would improve the human rights situation in China and
move the regime towards democracy, there would be a good argument for pursuing this
route. But that hardly seems likely given the current situation in China. In this context,
confrontation is at best a feel-good policy for the people pushing it.

Cooperating with China to Save the Planet

I have written before how we have two obvious areas of cooperation with China that could

offer enormous benefits to both the US and China and the world as a whole: climate and

health. Suppose that, instead of wasting resources in military competition, and bottling up
technologies in trying to gain economic advantage, we followed a path where we tried to
maximize cooperation between the superpowers, bringing in most of the rest of the world
in the process.

The idea of sharing knowledge, rather than locking it down for private profit with patents,
copyrights, and related protections, goes in the exact opposite direction of public policy
for the last four decades. Nonetheless, it is important to get it on the table as a pole in
public debate. People have to recognize that there is an alternative to the path that Biden
appears set on taking the country, which would have very different implications for both
our dealings with China and also inequality in the United States.

The cooperative alternative would involve maximizing the sharing of technology. The
basic logic would be that the United States, China, and other countries we pull into the
system would commit to spending a certain amount of money to support research in the
designated areas based on their GDP and per capita income.

For example, we could require that a rich country like the United States would contribute
1.0 percent of its GDP to research and development, or roughly $210 billion a year, based
on 2021 GDP. Middle-income countries like China might be expected to contribute a
smaller share of their GDP, say 0.5 percent. For China, that would come to $150 billion a
year (on a purchasing power parity basis) based on its 2022 GDP. Poorer countries might
be expected to make a token contribution, or pay nothing at all.

Obviously, it would be necessary to negotiate the exact formulas. There would also need
to be some mechanism for dealing with countries that refused to participate, perhaps

applying something like patent monopolies to countries that remained outside the network.
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(I outline some of the issues that would have to be dealt with here and in chapter 5
of Rigged [it’s free].)

There are issues that would be difficult to hammer out in trying to work out arrangements
for sharing along these lines, but the process of synchronizing rules on intellectual
products is also very difficult now. The Trans-Pacific Partnership almost certainly would
have been finalized at least two years sooner if not for the battles over the intellectual
property rules that would be included in the pact.

The potential gains from this sort of sharing of knowledge and technology are enormous.
Instead of looking to lock up new discoveries behind patent monopolies, a condition of
getting funding should be that all results are posted on the web as quickly as possible so

that researchers around the world could benefit. The Bermuda Principles of posting results

on the web nightly, which the scientists working on the human genome project adopted,
would be a useful model.

The i1dea that science advances most rapidly when it is open should not seem far-fetched.
We benefit from having as many eyes as possible on new discoveries and innovations so
that researchers can build on successes and uncover flaws.

We got some great examples for this view in the pandemic. Pfizer reported in February of
2021 that it had found a way to alter its production process that cut its production time by
50 percent. It also discovered that its vaccine did not have to be super-frozen at minus 94
degrees Fahrenheit, but instead could be kept in a normal freezer for up to two weeks. It
also discovered in January that its standard vile contained six vaccine doses, not the five
that it had expected, causing one-sixth of its vaccines to be thrown out at a time when they
were in very short supply.

Imagine Pfizer had open-sourced its whole production process. These discoveries would
almost certainly have come considerably sooner, allowing tens of millions of people to be
vaccinated more quickly. There are undoubtedly other efficiencies that could be
discovered both about Pfizer’s vaccine and the vaccines produced by other manufacturers,
if engineers around the world could review their production methods.

Of course, the biggest gain from having open-sourced the technology would have been
that manufacturers around the world would have been able to produce all the vaccines. We
likely could have had enough vaccines for the whole world by the first half of 2021. This
could have saved millions of lives and prevented hundreds of millions of infections. A

more rapid pace of vaccination might have even slowed the spread enough to prevent the
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development of the delta and omicron variants, which would have saved the world from an
enormous amount of suffering.

This logic applies to health care more generally. Why would we not want every researcher
in the world to have full access to the latest developments in the areas where they work?
Are we worried that a researcher in China or Turkey might develop an effective treatment
for a particular cancer or liver disease before researchers in the United States? There
doesn’t seem an obvious downside to going this route.

The same applies to climate technology. We should want researchers to be able to quickly
build on each other’s innovation in wind and solar energy, as well as energy storage.
Slowing global warming is a shared crisis. We should want to do everything possible to
develop the best technology and to have it installed as widely as feasible.

There are other areas of research where cooperation may prove more difficult. For
example, we may want to keep more control over communications technologies that could
have military uses. But, at the very least, health care and climate are two major areas of
research where both China and the US, as well as the rest of the world, can benefit from
having shared and open research. And, if we can successfully implement a system of
cooperative technology development in these two areas, we should be able to find other
areas of the economy where we can adopt similar systems.

Will Cooperation Promote Democracy?

There also is an important potential side benefit to going this route. Back in the 1990s,
when we were debating more open trade between the United States and China, many
advocates of the trade path we took argued that China would become more liberal and
democratic if it had a strong growing economy. The argument was essentially that there
was a link between capitalist economies and liberal democracies.

In retrospect, that argument has not held up very well. China has seen very strong growth
for the last four decades. Its economy is more than five times as large as it was when it
was admitted to the WTO in 2000. Yet, China is no one’s image of a liberal democracy.
It’s not even clear that it has become more open in the last two decades.

This history should make anyone cautious about making broad claims on political
evolution in China as a result of its economic progress, but there is an important difference
about the route outlined here. If China were to engage in large-scale exchanges of
knowledge and research in health care, climate, and possibly other areas, it would mean
that tens of thousands of their researchers were in regular contact with their counterparts in

the United States and other liberal democracies.
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Most of the actors in China’s manufacturing export boom in the first decade of this
century were low-paid (by US standards) and relatively uneducated workers in factories.
In this story of collaborating in some of the most sophisticated areas of technology, the
main actors are highly educated and relatively well-paid workers. They will be the parents,
siblings, and children of the people holding positions of political power in the country’s
government. It is reasonable to believe that they might have more influence in pushing for
a more open and liberal society than poorly educated workers in a textile factory.

Again, anyone should be cautious in making strong claims about how a particular
economic policy will lead China to a path of liberal democracy. But it is plausible that
having relatively privileged actors in its economy, in regular contact with their
counterparts in the West, could have a positive impact on the country’s politics from the
standpoint of promoting liberal democratic values.

The Economic Winners and Losers from Cooperating with China

There is one group that is likely to be a loser from going this path of cooperative
technological development: the most highly paid scientists and engineers, as well as CEOs
and shareholders of the companies that are directly affected. To be clear, under a system
along the lines outlined here, there is every reason to believe that accomplished
researchers would still be well-paid, with the most successful likely getting high six-figure
or even seven-figure salaries. There would still be plenty of profits available to companies
that contract to do research in these areas, just as companies that contract to design
weapon systems for the Pentagon can make very healthy profits.

However, we would probably not see the vast fortunes that many individuals and
companies have earned based on their patent monopolies. For example, the pandemic

probably would not have created five Moderna billionaires under this alternative system.

We also would be less likely to see a company’s stock price increase more than 2000
percent in a year and a half, adding $170 billion to its market capitalization.

The Moderna billionaires, as well as the companies’ shareholders, were allowed to make
vast sums because the company was allowed to patent and in other ways appropriate the
benefits of research, much of which was funded by the government. If the condition of
sharing in government supported research, was that any subsequent research would be
fully open, the Moderna billionaires and its shareholders would not have profited to such
an enormous extent from the pandemic.[1]

The smaller paychecks at the top, coupled with the elimination of all the waste associated

with the patent system, will effectively mean higher paychecks at the middle and bottom.
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By my calculations, if we sold all prescription drugs in a free market, without patents or

related protections, we would spend around $80 billion a year. That is a saving of $420

billion, or $3,000 per family, compared with the $500 billion a year that we now spend on
drugs. That translates into a lot of additional money in the pockets of low- and middle-
income people as a result of lower health care spending.

In short, going the route of cooperative development of technology with China is likely to
not only reduce tensions between the world’s two superpowers, but can be a major factor
in reversing the upward redistribution of the last four decades. It can very directly lead to
less money going to those at the top end of the income distribution and increased real
wages for those at the middle and the bottom.

The False Promise of Manufacturing Jobs

Many politicians have argued that the route of confrontation with China is a way to gain
back manufacturing jobs that were lost to trade in the prior three decades. This is a classic
case of the old line about “fool me once, shame on you, fool me twice, shame on me.”

The loss of millions of manufacturing jobs due to trade with China and other developing
countries in the 1990s and 2000s devastated cities and towns across the country. The
manufacturing jobs that were lost paid far better than alternatives in other sectors. Workers
in manufacturing jobs could support a middle-class life-style in a way that was not true if
they were forced to work in retail or other service sector jobs.

However, this is no longer the case today. The wage premium enjoyed by manufacturing
workers has largely disappeared, as a result of the massive job loss in recent
decades. Mishel (2018) found a 7.8 percent straight wage premium for non-college-
educated workers for the years 2010 to 2016, in an analysis that controlled for age, race,
and gender, and other factors.

That compares to a manufacturing wage premium for non-college-educated workers of
13.1 percent in the 1980s. This analysis found that differences in non-wage compensation
added 2.6 percentage points to the manufacturing wage premium for all workers, in the
years 2010-2016. But, the non-wage compensation differential may be less for non-
college-educated workers since they are less likely to get health care coverage and
retirement benefits.

This premium has almost certainly fallen much further in more recent years. The ratio of
average hourly earnings of production and non-supervisory workers in manufacturing to
the private sector has as whole fell from 96.0 percent in the years covered by the analysis

(2010 to 2016) to 91.9 percent in 2021.[2] The falloff in relative pay was even sharper
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using the Bureau of Labor Statistics Employer Cost for Employee Compensation measure.
By this measure, which includes the cost of pensions, health care and other benefits, the
ratio of pay for manufacturing workers, relative to all workers, dropped from 110.6
percent in the period analyzed by Mishel, to 103.6 percent in 2021.

The sharp shift in relative pay away from manufacturing workers in the last five years
suggests that if there is still a manufacturing wage premium, it is almost certainly very
small. The reason for the loss of the manufacturing wage premium should not be any
surprise. In addition to manufacturing workers facing the constant threat of outsourcing,
there has also been a sharp drop in unionization rates in the sector.

In 1993, 19.2 percent of manufacturing workers were in unions compared to 11.6 percent
for the private sector as whole. By 2021 the gap in unionization rates had largely
disappeared, with 7.7 percent of manufacturing workers being unionized, compared to 6.1
percent for the private sector as whole.

Furthermore, in the last decade, as the manufacturing sector has gotten back some of the
jobs lost to trade and the Great Recession, these have mostly not been union jobs. From
the recession trough in 2010 to 2021, the manufacturing sector added back over 800,000
jobs. However, the number of union members in manufacturing dropped by 400,000 over
this period.

This means that winning back manufacturing jobs from China, or other countries, is not
likely to produce any substantial gains for ordinary workers. The jobs that we gain back
are not likely to pay any substantial wage premium over other jobs in the economy, nor are
they any more likely to be union jobs.

Will They Get Us Coming and Going?

The opening of trade in manufactured goods in the last four decades was sold as a grand
principle, advancing the cause of “free trade.” As I have continually pointed out, it was not
about free trade in general. There was little effort to facilitate trade in physicians’ services
or other services provided by highly paid professionals. As a result, the pay of doctors and
other protected professionals rose sharply relative to the pay of ordinary workers.

And, our trade deals actually increased barriers in the form of government-granted patent
and copyright monopolies and other forms of intellectual property. The increase in
protectionism imposed an enormous efficiency cost on the economy. It also was a major
factor in the upward redistribution of income in the last four decades. Many of the

country’s richest people owe their fortunes in large part to these protections.
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It would be truly ironic if we were to transfer still more income upward, with increased
subsidies for research and development, with the gains locked down by a small elite with
their patent and copyright monopolies. And, the compensation for these gains was a
modest increase in manufacturing jobs, which no longer pay a substantial wage premium
over other jobs in the economy.

At the moment, given the bipartisan consensus on confronting China, this outcome seems
likely. We face a real risk that our path of confrontation will both further increase the
upward redistribution of income and also doom efforts to limit the damage from global
warming. And no one is even talking about it.

Notes.

[1] The rule for sharing in research should also preclude using non-disclosure agreements
to keep researchers and engineers from sharing their knowledge.

[2] There can still be a wage premium for manufacturing workers even if their average pay
is lower than in the private sector, due to composition issues. For example, the average
production worker in manufacturing may have less education than production workers in
other sectors, or they may live in areas where the average wage is lower than for the
country as a whole.

This first appeared on Dean Baker’s Beat the Press blog.

Dean_Baker is the senior economist at the Center for Economic and Policy Research in
Washington, DC.
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