
American Review
g l o b a l  p e r s p e c t i v e s  o n  a M e r i c a

No.8 2012

The China 
campaign
Imperial temptations
Martin Jacques

China in the US election 
Andrew J. Nathan

Why China will go bust
Diana Choyleva

Rise America!
Stephen Leeb and Gregory Dorsey 



American Review
g l o b a l  p e r s p e c t i v e s  o n  a M e r i c a  /  M a Y - J U l Y  2 0 1 2   /  i s s U e  8

American 2 Review

5   War traps  
Richard McGregor

  Iran may be the wild card in 
November’s election 

9  Hold the champagne  
Richard C. Longworth

  Is the Midwest’s industrial recovery 
as real as it looks?

14   Discontent postponed  
Anatol Lieven

  The Russian election has put an end to 
popular upheaval for now 

18   Baiting Xi  
Jason Miks

 How will China’s leader-in-waiting   
 weather ongoing US criticism?

22   Imperial temptations  
Martin Jacques 

 Anxiety over American decline is giving  
 way to new anti-China sentiment on  
 the eve of the election

28   Easy target  
Andrew J. Nathan

 China-bashing has become an electoral  
 distraction in America

American Opinion

Cover Story

THE CHINA 
CAMPAIGN



American Review
g l o b a l  p e r s p e c t i v e s  o n  a M e r i c a  /  M a Y - J U l Y  2 0 1 2   /  i s s U e  8

American 3 Review

57   The great debate  
Doug Bandow

  An 80-year battle of ideas underlies 
today’s economic debate 

63   Perfect game  
John Sullivan

 A sports novel with a twist

67   Worth Noting  
Peter Coleman

  The political idiosyncrasies of Murdoch 
and of the Australian population

72   Fiction Special  
John Sullivan

  “Man in Mall”, the first instalment 
of Totally Hot Man, a story on the 
American war experience in Iraq

37   The slowdown   
Diana Choyleva

  China’s three decades of miraculous 
growth is over, soon the table will turn 
in America’s favour 

48   Rise America!  
Stephen Leeb and Gregory Dorsey

 The US can reverse its economic   
 fortunes by looking to China’s  
 energy policies 

Cover Story

Book Reviews



American Review
g l o b a l  p e r s p e c t i v e s  o n  a M e r i c a  /  M a Y - J U l Y  2 0 1 2   /  i s s U e  8

American 4 Review

79   American Talk
  James Fallows talks to Walter Russell  

Mead, one of America’s most respected  
foreign policy thinkers

80   Tweets & Tanks
  Rory Medcalf
  In social media, where does public 

diplomacy stop and virtual crusading 
start?

85   Blog Notes
  Sam Roggeveen
  Journalists and politicos jumping on to 

the Twitter bandwagon are missing out 
on the real revolution

89 Contributors

www.americanreviewmag.com

American Review is a quarterly magazine published by the United States Studies Centre at the University of Sydney. 

Editor: Minh Bui Jones / Books editor: Tom Switzer / Designer: Susan Beale / Business manager: Sean Gallagher

Cover and inside artwork: Joe Ciardiello

The views represented in this journal are not necessarily those of the United States Studies Centre. The publisher takes reasonable 
care of any material submitted but accepts no responsibility for errors, omissions or the consequences thereof. Contributors are 

encouraged to contact the editor first. Correspondence should be addressed to Minh Bui Jones,  
editor@americanreviewmag.com or American Review, United States Studies Centre, Institute Building (H03), City Road, 

University of Sydney NSW 2006, Australia

ALL RIGHTS RESERVED: No part of this publication may be reproduced, stored in a retrieval system, or transmitted  
in any form without the prior consent of the United States Studies Centre

ISSN 1837-3038

Media Culture



Richard McGregor

American 5 Review

AmericanOPINION

The two most powerful lobbies in Washington, so the town’s old hands 
will tell you, are the National Rifle Association (NRA) and the American 
Israel Public Affairs Committee (AIPAC). Members of Congress, not to 
say presidents, cross them at their peril.

The Obama administration’s lack of interest in gun control is evidence 
enough of the NRA’s grip on policy. Indeed, when the Democrats took 
back the House of Representatives in 2006, they openly touted the new 
pro-gun members they had recruited.

As for AIPAC, I felt I understood everything I needed to know 
about the organisation the moment I walked into its annual Washington 
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conference last year. The huge event pulses with power, as does its guest 
list.

Few Washington lobbies could get away with what AIPAC did this 
year at its annual shindig—have Liz Cheney, the former vice-president’s 
daughter, denounce Barack Obama’s Israel policies from the podium, 
only hours before the President came to defend himself.

In 2011, Benjamin Netanyahu lectured Obama in front of the cameras 
at the White House, and then proceeded to Capitol Hill to criticise the 
administration in a speech to Congress. In a bitterly polarised polity, 
no-one seemed to think his criticism was out of place. Indeed, he won a 
standing ovation from both sides.

Netanyahu was politer at this year’s AIPAC, but Obama was still on 
the defensive, listing the ways his administration had backed Israel and 
laying down a series of red lines over Iran, the issue which dominated 
their meeting.

Just minutes after Obama reassured the AIPAC lobby that, when it 
comes to Iran “I have Israel’s back”, his leading Republican opponent 
for 2012, Mitt Romney, went on the attack. “If Barack Obama is re-
elected, Iran will have a nuclear weapon and the world will change,” he 
said. 

At about the same time Newt Gingrich, the former House of 
Representatives speaker, was taking aim at a different but related political 
target—the rising price of oil, which is partly the result of sanctions 
placed on the Iranian regime. 

Electoral opportunism aside, the comments underline a political trap 
that is developing for Obama. Since he took office three years ago, Iran 
has remained one of the most intractable and complex foreign policy 
issues he has faced. And at precisely the moment various strands of the 
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problem appear to be reaching a crunch point, there is a danger of Iran 
becoming the wild card in this year’s presidential election. 

The President has adopted a range of tactics to prevent Iran from 
getting a nuclear weapon. Within weeks of taking office, he posted a 
video on YouTube appealing to the Iranian public, promising a “new 
beginning” and “constructive ties”. At the same time he was reportedly 
giving the nod to covert activities aimed at slowing Tehran’s nuclear 
program, including a range of different attempts to sabotage nuclear 
activities. He has also put in place by far the toughest sanctions regime 
the Islamic Republic has faced—a campaign that gathered steam after it 
was revealed in late 2009 that Iran had built an underground uranium 
enrichment facility at Fordow, near the holy city of Qom. 

Supporters say the policies amount to a sophisticated mixture of 
carrots and sticks; critics claim that they are incoherent and that the 
outreach strategy was not given enough time. But whatever the reality, 
Obama’s Iran policy is reaching a critical stage. On one hand, tensions 
between the US and Israel are rising. Watching Iran’s advancing uranium 
enrichment activities, especially at Fordow, many Israeli officials 
believe the window for taking military action is fast closing, prompting 
intensifying speculation about an Israeli attack in the coming months. 
The fact that most estimates suggest such an aerial strike would set Iran 
back by only a couple of years does not dissuade some in Israel. 

The Obama administration sees things very differently. The President 
points out that Iran has yet to make the crucial political decision to build 
a nuclear weapon. But an attack now would ensure Tehran decides it 
definitely needs one, officials say. The many variables make it hard to 
predict the political impact of any strike. A successful Israeli attack might 
make Obama look weak, yet he would also be criticised for abandoning 
an ally if such a venture went badly. Much would also depend on whether 
the US was sucked into any wider conflict that might break out. 
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Alternatively, some observers point out that, purely in terms of 
electoral politics, a US-led attack would yield big benefits. At least in the 
initial stages of any armed conflict, Americans tend to rally around the 
flag. Put more crudely, the dirty little secret of US politics is that a strike 
on Iran could help Obama close to the election.

But veteran political commentator Charlie Cook disagrees, saying 
any initial support for the President would be fleeting. “This country 
is so much more partisan, divided and cynical that, whatever rallying 
around the flag that there was, it would be short-lived,” he says. “I think 
we are living in a different time now.” n
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After an economic winter that has lasted nearly a decade, the first 
green shoots of thaw are appearing in America’s industrial heartland. 
Headlines sprout words like “recovery” and “revival”. Factories that 
had slashed workforces are hiring again. There are even signs of jobs 
coming back from China. 

This is good, of course. But how good? Is this a blip or a boom? 
Do these green shoots have roots? 

No one knows yet, so it’s too early to celebrate the Midwest’s 
revitalisation. But it’s wrong to conclude, as some have, that 

Hold the champagne
Is the Midwest’s industrial recovery 

as real as it looks? 
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manufacturing will drive the Midwest’s economy in the 21st century, 
as it did for most of the 20th. 

We think of the current recession as something that began in 2008, 
just as Barack Obama became president. In the Midwest, it began 
in 2002. Just ask Jennifer Granholm, the Canadian-born Democrat 
who was elected Governor of Michigan that year and discovered 
that she had inherited an auto-dominated economy that already was 
in collapse. Granholm, like other Midwestern governors, had been 
fighting her state’s recession for six years before it spread to the rest 
of the nation; her political memoir, A Governor’s Story, is a primer 
on running a bankrupt state. 

I began touring the old industrial areas of the Midwest in 2004-05, 
talking with people who were losing jobs—autoworkers in Michigan, 
appliance makers in Iowa, auto parts workers in Ohio and Indiana—
and with civic leaders governing dying towns. Many of these workers 
are a lost generation, still unemployed or working two or three jobs 
to make ends meet. Their towns still are squeezing services, closing 
libraries, skimping on schools, turning off street lights, just to keep 
going. 

But the workers’ kids flocked to community colleges to learn 
the science and maths that their parents never needed. Towns that 
subsisted on big old factories began promoting new high-tech 
industries and start-up businesses. Companies that had always 
competed with other companies in the town next door realised they 
lived in a global economy, and began retooling to meet competition 
10,000 miles away.

In other words, a region stuck in the 20th century was coming to 
terms with the 21st. And now, suddenly, here comes the 20th century 
again, with its factories and jobs and gritty appeal. 
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Is it for real? Let’s see.

Some revival is solid. The auto industry, bailed out by Obama, 
is bouncing back. Auto and parts makers in Michigan, Indiana and 
Ohio are hiring again. All three states have gained jobs and cut 
unemployment faster than most other states. A Honda plant in Ohio 
is gearing up for a new model and a Chrysler plant in Illinois is adding 
a shift. The boom in natural gas drilling in Pennsylvania and Ohio has 
spurred investment in Midwestern factories making equipment for 
this industry. Youngstown, Ohio, which lost its steelmaking industry 
30 years ago and has been suffering ever since, is getting a new mill 
to build natural gas piping.

In addition, there’s anecdotal evidence of off-shored industry 
being re-shored from China and other once-favoured destinations. A 
company making space heaters in China is bringing 250 jobs back to 
Ohio. Ford says it is moving some truck manufacturing from Mexico. 
A firm making wheeled plastic coolers says it will do it in Kansas, not 
China. 

A report by the Boston Consulting Group (BCG) argues that a 
mix of economic forces “is fast eroding China’s cost advantage as 
an export platform for the North American market.” It predicts a 
shift back to manufacturing in the United States within the next three 
years. It doesn’t predict the job impact, but one of its authors says the 
US could add 600,000 to 800,000 jobs over the next decade.  

Good news, indeed. Especially for President Obama; any economic 
upturn enhances his re-election chances in the crucial swing states of 
the Midwest. 

But hold the champagne. 
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After a decade of industrial decline, some Midwestern rebound 
was inevitable, and this may be it. But there’s no sign it will begin to 
replace the massive job losses suffered here. More than six million 
American manufacturing jobs have gone overseas, so the increase 
forecast by the BCG is pretty marginal. Ohio, all by itself, has lost 
a half million jobs: the few thousand being created by steel and 
automakers barely dent this deficit. 

The BCG says many American manufacturers will lure production 
back from China because they’ve cut cost through automation. This is 
happening. I interviewed a maker of heavy batteries in central Illinois 
whose competition is entirely in Mexico. He said he had laid off much 
of his work force when the recession began and installed automated 
equipment instead. When the recession ends, he plans to rehire some 
workers, but will never employ as many as he once did. 

There’s another factor, and it casts a pall over the sunniest 
projections. Some jobs will return from China because the wage gap 
between Chinese and American workers has shrunk, eroding China’s 
cost advantage. Part of this stems from rising wages in China—good 
news for Chinese workers. But another part comes from falling wages 
for American factory workers. A new two-tier hiring system, endorsed 
by American unions, is enabling automakers and other factories to 
hire skilled workers for $14 per hour, with minimal benefits: these 
workers will work beside an older generation that makes twice that 
much, with good benefits. 

No matter what happens, manufacturing never will propel the 
Midwestern economy as it once did. Many re-shored jobs will go 
to the non-unionised states where wages and other costs are lower. 
More important, manufacturing’s share of jobs is shrinking steadily. 
Fifty years ago, factories provided 35 per cent of all Midwestern jobs; 
today, it’s less than 10 per cent. This has been falling in good times 
and bad. Like farming, manufacturing never will be a major employer. 
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So growing industrial employment, whether it’s due to the 
recession’s end or re-shoring from China, is good. But it’s only icing 
on a cake that, in this post-industrial era, the Midwest has yet to 
bake. n
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So far, President Vladimir Putin of Russia has exercised power well—
by the standards of the former Soviet republics. His administration has 
presided over quite impressive rates of economic growth (admittedly 
aided by high energy prices), and has not been as oppressive as the 
Central Asian regimes, as corrupt and chauvinist as the Caucasians, or 
as incompetent as the Ukrainians.  

Many Russians, who reasonably enough compare Russia with her 
neighbours and not with the West, still find this reason enough to vote 
for Putin. Above all, perhaps, Putin has based much of his image for the 
past 12 years on the contrast with his predecessor Boris Yeltsin, who 
not only presided over economic and military disaster for Russia, but 

Discontent postponed
The Russian election has put an end to popular 

upheaval for now
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was also widely seen to have disgraced the country with his drunken 
buffoonery. 

 More and more educated Russians, however, no longer think that 
being better governed than Ukraine or Kazakhstan is good enough for 
Russia. The mass protests that they have sparked stand no chance of 
overthrowing Putin, but they have dented his prestige and exposed his 
administration’s glaring flaws.

Russia’s trajectory in the 20 years or so after the fall of the Soviet 
Union conformed to certain wider patterns. In most of the former Soviet 
republics, the years after the Soviet collapse saw economic chaos and 
mass suffering. In some cases, this was accompanied by the replacement 
of the old Communist authorities by new populist politicians. In the 
southern Caucasus, the Chechen autonomous republic of the Russian 
Federation, Moldova and Tajikistan, there were civil wars of varying 
degrees of ferocity. In Russia, Ukraine and elsewhere, a new class of 
oligarchs seized a large share of economic and political power. In the 
Caucasus, warlords ruled.

 Order was sooner or later usually restored by sections of the former 
Communist parties in league with the former Soviet domestic security 
apparatus. Given the weakness or non-existence of other institutions, this 
was probably the only basis on which stable state authority could have 
been re-established in most of the former Soviet Union. Unfortunately 
though, the new/old regimes combined some of the worst features of 
the Soviet Union and the new capitalist order: the dour cynicism of the 
Brezhnev years with the immoderate greed of the 1990s. The result was 
new oligarchies, with high state officials running large corporations and 
fostering immense levels of corruption.

 Sooner or later, anger at this corruption has led to waves of mass 
protest in some of the former republics. Other factors however have 
also been present: resentment at oppression—not perhaps so much the 
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major cases of state oppression highlighted by the Western media and 
human rights groups as the constant, low level brutality and extortion 
by lower level policemen. In several areas, nationalism has played a 
part—including in Russia, for reasons that I will come to. Naturally, the 
uneducated working classes who suffered from the Soviet collapse and 
have never recovered have been tempted to join the protests; and in the 
background has been a wider feeling that the new capitalist order put in 
place after the Soviet collapse is at some deep level morally illegitimate.

 These are features of the Russian political scene and the latest protests 
that much of the Western media has missed, or chosen to ignore—but 
which are obvious enough if you look both at the election results and 
at the banners being carried at the anti-Putin demonstrations. Liberals 
have provided some of the most vocal elements of the opposition, and 
have also played a critical role in spreading the message of opposition 
on the internet, but the bulk of the demonstrators has been made up of 
Communists and nationalists.

 As to the election results, to go by opinion survey organisations 
including the Levada Center, which has always been found reliable in 
the past, the proportion of Russians who said that they would vote for 
Putin was somewhere in the region of 55 per cent, rather than the 63 per 
cent that he was recorded as receiving. That would seem a reasonably 
accurate indication of the likely level of actual rigging in the elections. 
It still means that Putin won, and by a very convincing margin by 
international standards.

Manipulation of the media in favour of Putin played a big part. 
But the next biggest vote by a long way was for the Communist leader 
Gennady Zyuganov, with 17 per cent. Vladimir Zhirinovsky’s clownish 
but deeply ugly ultra-nationalists received 6 per cent. So if you count 
Putin as appealing in part to a mixture of Soviet nostalgia and desire for 
a strong Russia, then parties of a left wing and nationalist hue gained 
well over 80 per cent of the vote in the Russian elections. 
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The liberal billionaire Mikhail Prokhorov did surprisingly well with 
almost 8 per cent, and probably was deprived by rigging of a few more 
points. But you would have to multiply his vote more than five times 
over for him to have a chance of winning. One very depressing aspect of 
the elections was that For A Just Russia, the rather decent and sensible 
social democratic party of Sergei Mironov, won less than 4 per cent 
of the vote—demonstrating yet again how a mixture of Putin’s Soviet 
nostalgia and the fossilised remains of the Communist Party continue 
to suck most of the air from the left of the political spectrum in Russia. 
This is dangerous because as the election results demonstrate, a large 
portion of the Russian electorate always votes left in continuing outrage 
at the excesses of capitalism in Russia.

 In these circumstances, it is foolish for Western commentators to 
hope that the Putin administration will be toppled by mass protests in 
the next few years. In the first place, it is not going to happen, and in the 
second, we might very well not like the results if it did. What we can hope 
for is that Putin will decide on the basis of the latest protests that this 
must be his last term in office, and that his successor will need to resume 
the reforms that Putin pursued during his own first years in office. If this 
does not happen, then the present structure of power in Russia will not 
fall soon—but it will certainly fall one day. n
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Xi Jinping will not have taken it personally. He knows that it’s an election 
year, and that an American president and his administration cannot 
be seen to be soft—especially towards a country that many Americans 
worry will take their jobs and perhaps one day their cherished status as 
the world’s most powerful country. 

Still, it must not have been easy for Xi to stand and simply smile as 
US Vice President Joe Biden took a series of swipes at him, both implied 
and direct. “Cooperation … can only be mutually beneficial if the 
game is fair,” Biden said as the two stood next to each other at a press 
conference during Xi’s visit to Washington in January.  “We spent a great 
deal of time discussing the areas of our greatest concern, including the 

Baiting Xi
How will China’s leader-in-waiting weather 

ongoing US criticism?
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need to rebalance the global economy, to protect intellectual property 
rights and trade secrets, to address China’s undervalued exchange rate, 
to level the competitive playing field and to prevent the forced transfer 
of technology.”

As political analyst Charlie Cook says, the US election will almost 
certainly be won or lost based on Barack Obama’s approval rating. It 
is, he said, the single best predictor of whether an incumbent president 
will be re-elected, and we can expect that the result in November’s 
election will be two-thirds about the economy—and especially about 
unemployment. 

So it will have been a relief for the Obama administration that the 
US unemployment rate has dipped from 9.1 per cent last August to 
8.2 per cent in March. The problem is that many analysts are sceptical 
that the economy can keep picking up at its current pace. And with 
fuel prices rising (another useful indicator of a president’s popularity), 
expect US politicians to continue the China bashing.

The Occupy Wall Street movement (if movement isn’t too grand 
a term), tapped into a sense that not everyone is playing fair—that 
Wall Street bankers who helped create the financial crisis in the first 
place have gotten off lightly while the average American is struggling 
to make ends meet. It’s not surprising, then, that Obama and his likely 
Republican opponent, former Massachusetts governor Mitt Romney, 
see some political mileage in the idea that China isn’t playing fair. 

China is still something of an enigma for most Americans. Indeed, 
a survey by the Pew Research Center last January found that 47 per 
cent of Americans believed that China had already overtaken the US 
as the world’s leading economy. And that same survey suggested that 
Obama and Romney won’t go wrong, domestically at least, by training 
their fire on China’s “unfair” trade practices—85 per cent of Americans 
believe the US government should be tougher with Beijing on trade.
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Taking this cue, Romney has adopted an even more combative 
approach to China than Biden or Obama, promising to make citing 
China as a currency manipulator a priority on his first day in office if 
he is elected president.

And, as the United States makes its pivot to the Asia-Pacific—a 
move few are in any doubt is aimed at signalling the end of the relatively 
free rein China had in the region during the past decade as America 
was distracted by Iraq and Afghanistan—Romney has indicated 
his determination to make sure the US military is equipped for the 
challenge. 

With the United States tightening its purse strings, including its 
military budget, Romney has vowed to boost ship production to allow 
the US Navy to have a fleet of 313 vessels, rather than seeing a reduction 
to less than 250, as some projections suggest will happen by the end of 
a second Obama administration. This pumped-up fleet isn’t being eyed 
for use against Iran or North Korea—it’s all about China.

So it’s against this backdrop that Biden felt he needed to talk tough 
to China’s leader-in-waiting. Despite the events of February and March, 
and the dramatic fall of rising political star and Chongqing Communist 
Party chief Bo Xilai, Xi still seems destined to take over from Hu Jintao 
when China announces its next generation leadership in the autumn. But 
with almost half of Americans believing China has already overtaken 
the United States as the world’s biggest economy, there’s clearly a gap 
between perception and reality—a gap that American politicians are 
all too willing to fill.

Was Xi able to change these perceptions? As much as the media 
were keen to look for clues on what a Xi presidency might look like, 
the fact is that most Americans weren’t paying attention to the visit. 
The majority would not have known his name, and I’d venture to say a 
majority of people don’t even know the name of the current president.
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But however limited American public interest might be in China’s 
next leader, there were plenty of commentators keen to read the tea 
leaves anyway. Xi has visited the US regularly and has a daughter 
at Harvard, so he may be well placed to present a friendlier face to 
Americans, some said. Xi’s personal hardships, including seven years 
spent in a village in central China doing manual labour during the 
Cultural Revolution, will make him more accessible to the needs of the 
rural masses in China, others postulated.

But a leader’s background generally proves a poor indicator of the 
policies they will pursue once in office (just look across the border at the 
Kim dynasty and those already misplaced hopes that Kim Jong-un would 
be different from his father simply because he studied in Switzerland 
and likes basketball). And in China, Xi, whatever his personal beliefs, 
will be part of what is essentially a collective leadership. He will be, as 
Brookings scholar Cheng Li has described him, simply “a first among 
equals.”

And while ties with the United States are undoubtedly important 
to any Chinese leader, Xi and the next generation of the Communist 
Party have enormous problems to contend with at home. The Wukan 
protest late last year underscored how rocky the road ahead will be 
for China’s Communist Party. Even with rapid economic growth, the 
number of so-called mass incidents has been soaring each year. 

The US administration may lament the lack of fairness in China’s 
economic policy. But with the Party’s very survival at stake if it can’t 
underpin social stability, don’t expect Xi or any other Chinese leader 
to do much more than listen politely when US leaders start lecturing. n  
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Imperial temptations 
Anxiety over American decline is giving way to new 
anti-China sentiment on the eve of the election

By Martin Jacques
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Talking tough on China is back in vogue. Republican candidate 
Mitt Romney has resorted to strong language and tough threats. 
“China steals our designs and patents and our know-how,” declared 
Romney. “They have walked all over him [Barack Obama]. If I am 
president that is going to end.” He has promised to brand China a 
currency manipulator on “my first day in office.” Which leaves two 
questions hanging in the air: will Obama be obliged to follow suit; and 
would Romney walk his talk if he were elected?

The problem with those who dismiss these threats as the same old 
pre-election China-bashing is they assume that nothing much has 
changed in the China-US relationship since the 2008 presidential 
election, or indeed the ones before that. In fact, there has been a 
profound change. Many Americans believe their country is in decline, 
unlike in 2008. It is also now widely recognised that China is a serious 
adversary and competitor of the United States; and in time it might 
replace the United States as the dominant power in the world. Where 
previously the relationship between the two countries was highly 
unequal, the United States is now increasingly, though reluctantly, 
obliged to see China as of not too dissimilar status, if not yet as an 
equal. And where previously their relationship was defined by a 
relatively limited range of issues, such as trade and Taiwan, as China 
has stretched its reach across the world, so their relationship has 
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become ever more complex and ubiquitous. Quite simply, China now 
occupies a different place in the world and therefore, it must follow, in 
the American mind.

It is not inevitable that the relationship will become increasingly, 
perhaps dangerously, fraught. But the potential for conflict will continue 
to grow apace as China emerges as a more important player in the 
world. That said, there is nothing new about Mitt Romney’s invective 
against China. Far from breaking new ground, he inveighs against the 
traditional targets of jobs, the yuan and Chinese competition. This is 
hardly surprising in a situation of mass unemployment and the growing 
current account deficit with China; with most suffering from falling 
living standards and many out of work, the idea that China should be 
held responsible is an easy pitch. Easy maybe, but it is also mistaken. 
The yuan has risen by roughly 20 per cent against the dollar in the past 
four years; in the early months of this year, however, it has begun to 
weaken as China’s current account surplus with the rest of the world 
has narrowed considerably. The surplus is now less than 3 per cent of 
China’s GDP compared with over 10 per cent in 2007. Romney’s main 
pitch—that the yuan is undervalued—is becoming an increasingly less 
sustainable position.

That, of course, in the heat of an electoral battle, will not necessarily 
weaken its appeal, especially if President Obama begins to tread the 
same boards. But afterwards, when it comes to the far more difficult 
task of governing, then a newly-elected President Romney might be 
inclined to press the pause button rather than, as promised, declaring 
China to be a currency manipulator within his first 24 hours in office. 
China, he will be forcibly reminded by financial reality, is America’s 
banker. Would he really be prepared to risk a serious deterioration in 
their economic relationship, perhaps even a trade war, for a cause 
which was misconceived in the first place? It would not be a surprise if, 
as president, Romney should change his tune once in office in the 
manner of his recent predecessors.
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But even if he did, it would be wrong to assume that the relationship 
between China and the United States will not become more fraught. 
The case for this, I think, is indisputable. Put bluntly, the United States 
is in decline and in China it faces an adversary which in time—and 
perhaps not that much time—will increasingly usurp its position of 
global dominance. Global hegemons do not take kindly to losing their 
pre-eminence and the US will surely be no exception; on the contrary, 
it seems likely that America will resist, in some degree or another, the 
idea over quite a prolonged period, in the manner that Britain before it 
sought to resist its own imperial decline. The fact is even amongst those 
who accept the idea of American decline, many, nonetheless, deny its 
underlying causes. Many Republicans, for example, especially those 
associated with the Tea Party, hold that the reason for the country’s 
decline can be found in the policies of President Obama, big government 
and high taxation. This is a fallacy. Far deeper historical factors are at 
play, which pertain not just to America but also to China; the matter of 
decline, after all, is relative rather than absolute.

The clearest example so far of a determination to resist the decline 
of American influence has been the Obama administration’s efforts to 
revive the country’s position in East Asia following a decade of retreat. 
The so-called pivot to Asia has had three components: the consolidation 
of America’s relations with its existing military allies, most notably 
Japan, South Korea and Australia; participation in the East Asian 
Summit, engagement with ASEAN, and US intervention in territorial 
disputes in the South China Sea; and a major push to extend the Trans 
Pacific Partnership in a bid to wrestle the trade initiative in Asia Pacific 
and East Asia away from China which, by the terms of the TPP, would 
be excluded from membership. 

The difficulty facing the American position, which has been pursued 
with diplomatic skill and adeptness, is illustrated by these three points. 
The first two are a function of America’s primary strength in the region, 
namely its huge naval presence, but do nothing to address its critical 
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weakness, which is declining economic strength in the region, as 
measured by trade in particular, but also capital flows and the growing 
replacement of the dollar by the yuan in regional trade. The Trans 
Pacific Partnership, in contrast, seeks to reinforce the US’s presence and 
influence in trade, but its chances of success seem small.

THE assertion of American military strength in Asia will certainly 
complicate matters for the Chinese—and sour relations between the 
two countries—but it will do nothing to halt the process of American 
decline. Ultimately nations rise and fall not because of their military 
hardware but because of their economic grunt; it was America’s 
economic prowess that enabled it to become a great military power in 
the first place, not the other way round. The danger facing the US is 
that, in responding to the Chinese challenge, it becomes increasingly 
dependent on the assertion of its military power. In the long run, 
spending on infrastructure and education will do far more to renew the 
United States than yet more military hardware. Indeed, in starving the 
country of the resources needed to refurbish its economy, military 
expenditure will only serve to hasten the country’s decline. Alas, if the 
British experience is any guide, declining imperial powers find it 
extraordinarily difficult to wean themselves off unsustainably high 
levels of military expenditure in favour of a boots and braces approach 
to economic renewal. 

The challenge China poses to America is quite different from that 
of the Soviet Union. The latter never sought to become part of the 
global economic system. It pursued a policy of confrontation and 
military rivalry with the United States which had disastrous economic 
consequences. And it failed miserably to match America’s economic 
dynamism. In stark contrast, China is a fully-fledged member of the 
international economic system. It has sought to maintain a friendly 
relationship with the US. And it has prioritised economic growth over 
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military expenditure, which in terms of GDP, has remained relatively 
low. In consequence, unlike the Soviet Union, it has been a huge 
economic success. 

A Cold War-style response to China would not only lead to a more 
dangerous world, it would also fail to halt China’s rise and America’s 
decline, indeed in all likelihood it would only serve to hasten the 
process. Rather, America should seek—as it has done hitherto—to 
pursue a policy of engagement and friendly relations with China. This 
would create the most fertile conditions for America to renew its 
economy and therefore its long-term prospects as a great power, albeit 
no longer the dominant one. As China’s rise continues, the temptation 
and desire to resist on the part of America will become greater—
whether in East Asia, over trade matters or in outer space. Powerful 
forces will be arraigned in support, from sections of the Pentagon, 
business, organised labour and elsewhere. America should not be 
tempted; its best interests will be served by pursuing and deepening the 
rapprochement of the last 30 years. n
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Easy target 
China-bashing has become an 
electoral distraction in America

By Andrew J. Nathan
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American presidential elections turn chiefly on domestic 
issues, not foreign policy, and within that category China for years 
played only a bit part. In 1952 Dwight D. Eisenhower attacked the 
incumbent Democrats for the loss of China to communism and their 
failure to end the war in Korea. In 1960 Richard Nixon and John F. 
Kennedy clashed in their televised debates over the defence of Quemoy 
and Matsu, with Nixon arguing that the US should defend the islands 
if attacked and Kennedy saying they were not covered by the US-
ROC defence treaty. In 1980, Ronald Reagan criticised the incumbent 
president, Jimmy Carter, for abruptly terminating diplomatic and 
defence ties with Taiwan and promised to treat the Taiwanese more 
respectfully if elected. But it is doubtful that these issues affected the 
elections’ outcomes.

Americans began to pay more attention to China when Deng 
Xiaoping opened the country to the West in the late 1970s. But China 
was not a political issue so long as Americans perceived Deng to be 
leading his country toward capitalism and democracy. The honeymoon 
ended in 1989 with the violent repression of pro-democracy 
demonstrators in Tiananmen Square. In the next presidential 
campaign, which took place in 1992, candidate Bill Clinton attacked 
the incumbent, George H.W. Bush, for doing business with the 
“butchers of Beijing” and “coddling dictators”. His attacks marked 
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the beginning of a pattern that has recurred frequently since: because 
the incumbent administration has had to deal with Beijing on a host 
of practical issues, it is attacked by the party out of power for being 
soft on China.

The 1992 campaign also marked the appearance of another 
perennial theme, the charge that the incumbent administration is 
“shipping [jobs] to China,” as third-party candidate Ross Perot put it 
that year. The image of China as a mercantilist cheater grew more 
sharply defined after 2000, when its trade surplus with the US replaced 
that of Japan as number one. In the 2004 campaign, candidate John 
Kerry accused President George W. Bush of failing to take on the 
Chinese over currency manipulation.

By 2008 China had come fully into its own as an economic bête 
noir. The candidates in both major party primaries and in the general 
election referred repeatedly to “the half a trillion dollars we owe 
China,” as John McCain put it (the estimated size at that time of 
Chinese holdings of US treasury bonds—also referred to in political 
debates as 500 billion, 700 billion, or a trillion). This big number 
condensed many worries into one symbol: anxieties about US self-
indulgence in running a large budget deficit, about a perceived decline 
in economic competitiveness, about Chinese cheating in the world 
marketplace, and about a feared shift in global power.  

The candidates in the 2008 Democratic primary campaign voiced 
these concerns in one of their debates. Barack Obama asserted, 
“[W]e’ve got to have a president in the White House who’s negotiating 
to make sure that we’re looking after American workers. That means 
enforcing our trade agreements; it means that if they’re manipulating 
their currency, that we take them to the mat on that issue; it means 
that we are also not running up deficits and asking China to bail us 
out and finance them, because it’s pretty hard to have a tough 
negotiation when the Chinese are our bankers. (Cheers, applause).”  
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Senator Joe Biden agreed: “The fact of the matter is … they hold 
the mortgage on our house. (Crowd reacts.) This administration, in 
order to fund a war that shouldn’t be being fought and tax cuts that 
weren’t needed for the wealthy—we’re now in debt almost a trillion 
dollars—a trillion dollars to China. We better end that war, cut those 
taxes, reduce the deficit and make sure that they no longer own the 
mortgage on our home.”  

Senator Hillary Clinton joined in: “I want to say amen to Joe 
Biden, because he’s 100 per cent right … We’ve got to get back to 
fiscal responsibility in order to undercut the Chinese power over us 
because of the debt we hold. We also have to deal with their currency 
manipulation. We have to have tougher standards on what they 
import into this country. I do not want to eat bad food from China or 
have my children having toys that are going to get them sick. So let’s 
be tougher on China going forward. (Cheers, applause.)”

The same themes were vetted in the Republican primary campaign. 
In the general election the Republican candidate, John McCain, did 
not bother to defend the policies of the unpopular incumbent 
Republican, George W. Bush. Instead, both McCain and Democratic 
candidate Obama competed to state more forcefully than the other 
the need to rein in the deficit, increase America’s competitiveness, and 
make the Chinese stop cheating.

So far in the 2012 campaign, China has continued to play its 
established role as a symbol of America’s anxiety about itself. Since 
the expected Democratic candidate, Barack Obama, has not yet 
started his formal campaign, China has so far come into explicit 
electoral play only in the Republican primary campaign. The leading 
contender, Mitt Romney, has spoken about China perhaps more often 
and with greater toughness than any previous candidate in a 
presidential election. The Chinese threat is the natural counterpoint 
to his central theme that he is the kind of businessman and “job 
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creator” who can fix what’s wrong with the US.

Romney’s remarks on China have focused on currency 
manipulation, intellectual property rights, counterfeit goods, and 
jobs. He set the tone by saying that on his first day in office he would 
“brand China a currency manipulator”. He wrote a Wall Street 
Journal opinion piece entitled “How I’ll Respond to China’s Rising 
Power”, in which he said, “President Obama came into office as a 
near supplicant to Beijing, almost begging it to continue buying 
American debt so as to finance his profligate spending here at home. 
His administration demurred from raising issues of human rights for 
fear it would compromise agreement on the global economic crisis or 
even ‘the global climate-change crisis’. Such weakness has only 
encouraged Chinese assertiveness and made our allies question our 
staying power in East Asia.”

The other Republican candidates have said less about China, but 
like Romney have used it as an emblem of the decline of American 
competitiveness. In addition, Newt Gingrich and Rick Santorum have 
mentioned China’s human rights violations; Gingrich has advocated 
using dialogue to promote a Chinese transition to democracy; and 
Santorum has spoken of a gathering threat to US security from a 
variety of international forces that include China. While he was still 
in the campaign, Jon Huntsman damaged his candidacy by arguing 
that the US should avoid a trade war with China. He was explicitly 
criticised by Romney for having served as ambassador to China. The 
valence of the China symbol is firmly negative.

THE 2008 Democratic primary candidates are now managing 
American China policy in their roles as president, vice president, and 
secretary of state. They have to explain to the electorate why China 
has not yielded promptly or fully to American demands. Although 
President Obama will remain officially in incumbent mode rather 
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than campaign mode until the Democratic convention in September, 
he has already been rebutting criticism on China policy from the 
Republican candidates. In his 2012 State of the Union address, he 
announced the creation of a new enforcement unit to investigate 
“unfair trade practices in countries like China.” More technically and 
harder for the public to understand, he pointed out that his 
administration has lodged a larger number of World Trade 
Organisation complaints against China than the previous 
administration and has often won. Stumping to sell the success of his 
economic recovery policies, Obama has celebrated firms that 
succeeded in what he calls “insourcing” jobs that had previously been 
outsourced to China.

Also useful in Obama’s upcoming campaign will be the strategic 
pivot to Asia that he announced in late 2011, which involves a more 
active diplomacy in the region, promotion of the Trans Pacific 
Partnership to enhance trade, beefed up US military deployments in 
the Pacific Command despite a planned reduction in the rate of 
growth of overall defence spending, and strengthened military 
cooperation with Australia and other regional partners. The pivot is 
more symbol than substance, since the US posture in Asia has remained 
strong throughout his administration, and American military 
capabilities there have been continuously upgraded. Washington has 
denied that the pivot—whether rhetoric or reality—is directed against 
Beijing. Yet it stands ready for use as a campaign tool if needed to 
shield the President from charges of weakness toward China.

Despite these efforts, any president who has managed US-China 
relations for four years remains vulnerable to criticism on many 
fronts. Obama’s treasury secretary has refused to label China a 
currency manipulator: the excuse that the yuan has been steadily 
appreciating will hardly work in the heat of an election campaign. 
Obama did not bring China to heel on diplomatic issues like North 
Korea, Iran, Sudan, and Syria: to say that Beijing gave quiet, partial 
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cooperation behind the scenes will not get applause lines at political 
rallies. American evangelicals are concerned about the erosion of 
religious freedom and the use of abortions in China; the human rights 
and labour movements believe that the President has not done enough 
to defend Chinese dissidents and workers. Although the President has 
publicly voiced his concerns about these issues to Chinese leaders, he 
cannot claim that they have heeded his pleas.

But these issues—and others involving China like Taiwan and 
climate change—are unlikely to get much air time during the 
campaign, partly because they are too complicated, partly because 
there is not much real disagreement among mainstream strategists in 
the two parties over how to treat them, and above all because 
American campaigns focus on domestic issues unless the public’s 
attention is seized by a losing war. The US has already withdrawn 
from Iraq, is on the way out of Afghanistan, and China is not involved 
in either of these conflicts.

ONCE the 2012 election is over, US China policy is likely to remain 
on much the same track it has been on since the Nixon presidency: 
cooperation in the economic rise of China through the provision of 
capital, technology, education, and access to US markets, combined 
with efforts to bring China into compliance with global norms, 
jawboning on human rights, and maintenance of a sturdy defence 
posture in Asia—in short, engagement. Even if the Republican 
candidate wins and tries to push China harder on economic issues, he 
will encounter firm pushback from a new Chinese leadership headed, 
if current expectations are fulfilled, by a self-confident and assertive 
Xi Jinping. After a year or so the usual tropism will assert itself, by 
which a new president reverts to the norm on China policy. That 
dynamic was visible when Reagan defeated Carter and tried to 
recalibrate Taiwan policy, when Clinton defeated Bush I and tried to 
assert a stronger human rights policy, and when Obama defeated 
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Bush II and tried to establish a more cooperative relationship with 
China. In all cases the new policy proved to be less workable than the 
old one.

The next president, of whichever party, will continue to press 
China for greater compliance with international economic norms. 
Where China has signed and violated economic commitments—as in 
many of the intellectual property rights provisions of its WTO 
accession agreement—the path of American policy is reasonably 
straightforward, although not necessarily short. Where the rules 
themselves are unclear or up for grabs—as with the international 
currency system, where China has not broken any norms—American 
policy cannot be as forceful as political rhetoric would like to pretend. 
A Republican president may handle economic relations even more 
gingerly than a Democratic president, since the Republicans lean 
more on Wall Street and less on the labour movement than the 
Democrats.  

Likewise, the next president will maintain the American strategic 
position in Asia. No major candidate has suggested any other course 
since Jimmy Carter’s ill-considered and quickly abandoned proposal 
during the 1976 campaign to withdraw American troops from Korea. 
But the future administration will have no means to stop China from 
building up its own military strength. There was a time when the 
George W. Bush administration, in its National Security Strategy of 
the United States published in 2002, proposed to maintain military 
“forces [that] will be strong enough to dissuade potential adversaries 
from pursuing a military build-up in hopes of surpassing, or equaling, 
the power of the United States.” But with respect to China that 
strategy has failed. The task for future presidents will be to avoid 
military miscalculation or miscommunication, while finding and 
maintaining a balance that fulfills core Chinese security needs and 
also protects those of the US and its partners.
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No president of either party is likely to give up publicly promoting 
human rights in China. The Obama administration has been more 
vocal on this issue than most previous administrations. Besides 
frequent public statements by the President and other top officials, 
the State Department has funded new programs to support internet 
freedom and women’s rights. A Republican administration might do 
less, or it might shift attention to issues more important to its 
ideological base like religious freedom and the right to life. But the 
idea that any administration, Republican or Democrat, will bring 
freedom to China on its own is a fantasy.

US policy on Taiwan—favouring peaceful resolution of the issue—
is unlikely to change, as is its policy on Tibet—recognising the region 
as part of China but advocating respect for human rights.  

In short, so long as China itself does not change its trajectory of 
growth and self-strengthening, the US has no fresh strategic options. 
It can neither abandon its extensive position in Asia, nor stop China’s 
rise. After the political season ends, the US administration will 
continue to deal with China in practical ways.

In the longer run, to be sure, change is a constant in world politics. 
China’s rise may stall; the US may really decline—so far the US decline 
has been more a bad dream than a reality—or disorder may break 
out on China’s periphery or somewhere new in the ambit of American 
power. These events could cause changes in US-China relations. But 
change is not likely to come from the 2012 election. n
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Slowing down
China’s three decades of miraculous 
growth is over, soon the table will 
turn in America’s favour

By Diana Choyleva
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This being an election year in America, reports of the death of its 
economic primacy are exaggerated, as are expectations of future 
Chinese dominance. The past 15 to 20 years have seen a huge Chinese 
catch-up with the advanced economies and many experts predict this 
trend to continue. But the distortions entailed by China’s chosen mode 
of development now threaten it with a turbulent period of adjustment. 
Meanwhile, the unwinding of those same distortions will remove 
artificial barriers to America’s competitiveness and thus fuel future 
economic growth.

China’s growth and size have produced a meteoric rise to more than 
13 per cent of world GDP in 2010 measured at comparable dollar prices. 
But during the past 18 years of China’s supersonic expansion, Beijing 
has chosen to attach its economy to the US. It fixed the yuan rate to the 
dollar in 1994 to stabilise an economy that had just seen inflation 
accelerate to 30 per cent. At the time, that rate reflected China’s 
competitiveness. Between 1995 and 2004, China saw 10 years of falling 
export prices as rural labour was brought into the cities and profitably 
employed at low wages. America’s modestly positive inflation moved 
bilateral competitiveness sharply in China’s favour. 

At comparable purchasing power, China’s GDP moved from 21 per 
cent of the US in 1993 to 70 per cent in 2010. The dollar zone created 
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by Beijing’s exchange rate policy is no longer a tiny Chinese moon 
attached to a huge US earth, but a near-equal pair of seriously 
mismatched economies. The global market values the combined entity 
at roughly the right rate, but the result has been overvaluation of the 
US arising from deliberate continuation of Chinese undervaluation.

In such a zone, the undervalued part (China) will tend to inflation, 
the overvalued part (America) to deflation. In July 2005 Beijing allowed 
the yuan to start rising against the dollar and by mid-2008 it had gained 
18 per cent. But clearly this was insufficient as China’s current account 
surplus exploded and China’s consumer price inflation rose to 8 per 
cent in 2006-2008. The global economy was approaching crisis, driven 
by imbalances partly resulting from the relative cost shifts between the 
US and China. The financial crisis provided China with a respite from 
inflation at the expense of recession. The onus of the adjustment was 
temporarily shifted to US domestic demand deflation.   

Beijing’s response to the crisis was re-fixing the yuan to the dollar 
in mid-2008 and then a massive monetary stimulus in 2009-10. Inflation 
accelerated on all fronts. The US Federal Reserve, fearing the onset of 
deflation, also tried to stimulate the US economy. The second round of 
quantitative easing sent global food and energy prices up 20 per cent, 
increasing Chinese inflation further by adding cost-push pressures on 
top of domestic demand-pull inflation. By the middle of 2011 China’s 
headline consumer price inflation was up 6.5 per cent.

China’s refusal to let the yuan appreciate was a blunder. Its real 
exchange rate has gone up hugely, but through the toxic back door of 
inflation. The adjustment with the US in terms of labour costs occurred 
even faster than it did for consumer prices. China’s wage inflation 
increased as a result of the massive stimulus and the shift towards 
dwindling cheap migrant labour and lower productivity growth. China’s 
unit labour costs have risen by about 21 per cent in dollar terms since 
the end of 2007. On the OECD’s estimates, US unit labour costs in the 
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business sector rose by just 0.6 per cent in 2007-10 and were flat to 
falling in 2011. So the US has seen bilateral competitiveness vis-à-vis 
China already improve by close to 21 per cent. Not much more is needed 
for the necessary US real exchange rate rebalancing to be complete.

The chief obstacle preventing a sustainable improvement in US 
growth prospects has now been removed. America has made substantial 
progress down the rebalancing route, while China has deepened the 
excesses on which its growth model is built.

BEFORE the global financial crisis America had consumed beyond its 
income for years, with its private sector building huge debts. But 
American profligacy was not the key driver in the Beijing-created dollar 
zone. The surge of China’s domestic savings to an excessive rate due to 
the yuan-dollar peg caused the build-up of excessive debt in the US. 
The consistent fall in real interest rates is the key evidence showing the 
direction of causation. If America’s desire to borrow was the cause of 
China’s excessive savings the result would have been rising real interest 
rates. 

As long as American households could rack up debt to finance 
excessive consumption, providing demand for China’s surplus products, 
the dollar zone was chugging along fine. But the accumulation of debt 
could not last forever. Once the debt capacity of US households was 
exhausted, the edifice of strong growth collapsed. The adjustment 
necessary for both economies to recover sustainably involved, put 
simply, America consuming less and producing more and China 
consuming more and producing less.  

The effective revaluation of relative unit labour costs between the 
US and China is now almost sufficient to allow the US economy to see 
a rise in production as a share of GDP. Renewed American 
competitiveness will prompt businesses that had moved offshore to 
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return to the US, boosting capital spending, which cash-rich firms can 
easily finance. 

American non-financial firms were in good shape before the 
financial crisis, yet they restructured aggressively and improved 
profitability by slashing jobs and pay. Their finances swung into a large 
surplus. Initially they used the surplus mostly to buy back their own 
stock. This supported the liquidity-driven upswing in the equity market, 
but prolonged the household adjustment. The support the equity market 
provided to household wealth delayed or dampened the necessary rise 
in the household savings rate. 

A much better use of firms’ free cash flow would have been 
investment in new capacity, especially if the investment did not substitute 
capital for labour. But the yuan-dollar peg prevented fast dollar 
devaluation. The US has now clawed back its competitive edge, which 
should encourage productive investment. Building new capacity as part 
of bringing production back to the US is also much more likely to be 
accompanied by a boost to employment growth.  

The US business sector that particularly needed to restructure was 
the financial sector and in particular the banks. The uncertainty about 
the banks’ exposure to the toxic subprime debt caused a major bank 
liquidity crunch. The Federal Reserve was right to alleviate the liquidity 
squeeze with the first round of quantitative easing measures, which 
worked to arrest the panic.

But the fundamental issue was solvency and the capital destruction 
in the banking sector caused by the US housing market crash. This, 
together with continued pressure from excessive global savings and the 
yuan-dollar peg, created a peculiar situation in America. In this context 
the slashing of policy rates by the Federal Reserve was counter-
productive as it worked against the necessary increase in the national 
savings rate, but the central bank had no other means of enforcing the 
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necessary dollar devaluation. 

The primary need of the US after the financial crisis was to be able 
to generate growth by stimulating net exports. The best policy route 
for this would have been to devalue the dollar but raise domestic interest 
rates. This would have allowed the national savings rate to rise and 
excessive debt to be paid down without depressing domestic demand, 
growth and employment too far. But here again the yuan-dollar peg 
put a spanner in the works. Instead, the Federal Reserve had to slash 
interest rates to create the necessary real effective exchange rate 
adjustment by exacerbating the natural tendency towards inflation of 
China’s undervalued economy.  

Money became even cheaper in the US as interest rates plunged to 
zero, but it was scarce because banks had to rebuild their capital and 
were not willing to lend. Cheap money discouraged households from 
saving, but at least scarce money pushed along household deleveraging. 
Scarce money also meant that the revival in equity prices was driven by 
reduced risk aversion and lower demand for holding money, making it 
a hostage to investor sentiment. This meant the recovery in household 
financial wealth was temporary as shown by the collapse of equity 
prices in 2011. At the same time low interest rates did little to stimulate 
business investment, while scarce money meant that non-financial firms 
were keen to rebuild their own savings despite their relative balance 
sheet health before the financial crisis. 

It seems that when money is scarce low interest rates lack their 
stimulatory effect, especially when the return to healthy output growth 
is predicated on a higher household savings rate. But the good news is 
that US banks have made substantial progress increasing their capital, 
boosting profit growth and improving their net charge-off rates. They 
seem willing to lend now, whether to the private or public sector. The 
Federal Reserve’s second round of quantitative easing measures has also 
helped support US overall liquidity. In fact US broad money growth has 
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picked up speed fast in recent months, so it may finally be on the road 
to becoming plentiful.   

US households were the key excess borrowers and needed to make 
the biggest adjustment. Positively, the household story is also one of 
significant improvement. As mentioned above, there were two forces 
pulling in opposite directions. On the one hand, the initial increase in 
the household savings rate and scarce money ensured that households 
began paying down debt and the debt-to-income ratio has fallen. But 
on the other hand, the ultra-low interest rates and the liquidity-driven 
equity market upswing worked against the necessary continued increase 
in the household savings rate.

Even so, household debt fell to 113 per cent of household disposable 
income at the end of last year from a peak of 130 per cent in mid-1997. 
Based on historical experience and a return to normal interest rates, 
the sustainable level of household debt is around 110 per cent. So 
households are not particularly overleveraged any more. This should 
start to help put a floor under house prices, which in real terms have 
fallen by between 15 and 25 per cent. But with the household debt 
build-up overshooting during the boom years, it is likely the deleveraging 
will undershoot during the correction phase. Hence, households could 
well continue to pay down debt further. Moreover, current levels of net 
household wealth are historically associated with a higher household 
savings rate than the current 4.6 per cent. So the household sector is 
not fully out of the woods yet, but there has been a major shift in the 
right direction. 

The biggest remaining adjustment is to prevent government debt 
spiralling out of control. The public sector took the baton from the 
household sector in the wake of the financial crisis and perpetuated the 
borrowing and spending pattern on which output growth was previously 
based. The US has now engaged in sharp fiscal deflation that will 
dampen growth in 2012, especially given external weakness such as 
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Chinese growth slowing down fast and the euro area in recession. Even 
sharper fiscal deflation is in the pipeline for 2013, but by then US 
growth could start to surprise on the upside. 

The necessary public sector deleveraging and rising household 
savings suggest the next two to three years are unlikely to see any rapid 
increase in American domestic demand but a rising US production share 
of what demand there is should ensure reasonable overall GDP growth.

THE same cannot be said of China. Its export-led growth model is 
rendered obsolete by America’s inability to continue to run huge current 
account deficits on the back of excessive domestic borrowing. Its huge 
size, compared to other export-led economies, notably Japan, is a major 
problem. Export-led growth is a dud strategy now the US is unlikely to 
be the easy market of first resort. In short, China is the one left standing 
as the US music stops.

China’s miraculous growth era is over. Real GDP growth in the 
next 10 years is likely to be at most half the 10 per cent growth rates 
achieved in the past 30 years. The challenges that Beijing faces in 
changing its growth model are huge. The next few years will see 
heightened economic and financial turbulence, fundamentally changing 
investors’ perceptions of China. But the assumption is that Chinese 
policymakers will do the right thing, eventually. Hence, the 5 per cent 
average growth rate is the positive long-term scenario.   

After Mao, the Chinese people had nothing but sheer determination 
to succeed. The disbanding of agricultural communes and the shift of 
capital and labour to low-end manufacturing meant the first two 
decades of reform saw substantial productivity gains, which was mostly 
for export. China’s growth model has continuously relied on a relentless 
increase of its global market share. The strong export income and a 
high domestic savings rate allowed the economy to industrialise at 
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breakneck speed. 

Savings are vital for an economy as they provide the financial 
resources needed for investment in homes, factories, machines, roads 
and schools. The more savings are used for investment, the faster 
incomes grow and the easier it becomes to save more. This was the 
virtuous cycle that the thrifty Chinese enjoyed. But savings can turn 
from tonic into toxic. Investment is ultimately derived from demand. It 
depends on consumption and export growth. The more people want to 
save, the less they spend on clothes, phones and cars. Saving more to 
invest more is a dead end when there is no increase in the desire and 
ability to consume or export. Such investment becomes unprofitable, at 
the end of the day hurting company profit levels and people’s income. 
This is why excess savings dampen demand.

Investment in social infrastructure is different, but it also has limits. 
Building roads to nowhere can continue for a long time. But if the cost 
of building infrastructure exceeds the implied productivity gain, 
ultimately financing such investment becomes unbearable. Either the 
taxes people have to pay become too high or public debt begins to spiral 
out of control. 

However, the usual limits to investment have not applied to China. 
In China private and state-owned firms alike are not driven by 
profitability. Private entrepreneurs are focused entirely on the short 
term, exploiting arbitrage opportunities with little regard for strategic 
planning. It is no wonder that the production of fake goods is so 
widespread. State-owned ‘national champions’ appear profitable but 
enjoy a raft of subsidies or monopoly positions. 

The most important subsidy is access to mispriced cheap loans. 
China’s exorbitant investment rate has been sustained and increased for 
years because the state uses government-owned banks like an ATM to 
finance its massive expansion plans. Beijing controls the direction, 
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amount and cost of loans, and keeps borrowing costs low. If state firms 
can’t pay their debts, new loans are dished out to keep them going. 
Banks accumulate bad loans. But the expectation is that strong output 
growth will diminish those bad loans over time. Banks may be insolvent, 
but as long as the closed exchange controls prevent capital outflows—
thus keeping domestic savings at home—state companies never default 
and banks can’t go bust.

China’s ability to industrialise quickly has driven supply, but the 
final demand for China’s surplus products has come from abroad. At 
home, a rising savings rate has meant that the share of household 
consumption has declined to an ultra low 34 per cent of GDP last year. 
Meanwhile, China’s investment rate was already at 43 per cent of GDP 
in 2004 and not only was this sustained over the next six years, but 
increased to 49 per cent in 2010. The key question is what has changed 
to prevent the investment rate from being pushed up further in coming 
years, to, say, 55 per cent in six years’ time. The answer is the financial 
crisis, which has fundamentally changed the rules of the game. 

China can no longer rely on good fortune abroad. The rest of the 
world will struggle to achieve strong growth. Reducing the debt excesses 
of the past decade will take years. This export shock will undermine 
the sustainability of China’s investment strategy. Moreover, China has 
exhausted the easy productivity gains from shifting labour from 
agriculture to low-end manufacturing. It is simply too big. And the 
world is not big enough for China to reach US real income per capita 
levels via catch-up growth and value-added chain. Whatever it does, 
China cannot reasonably expect to make all the world’s manufactured 
goods.  

BEIJING has realised the need to rebalance growth away from wasteful 
investment towards domestic consumption. But the authorities will have 
to contend with the social and political consequences that come with 
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slower growth. The pressure to fall back to what seemed to have worked 
best in the past—state-directed, credit-fuelled investment binges—will 
be strong. 

But it will not work this time. Monetary and fiscal ease will do 
more to boost inflation and create asset price bubbles than to achieve a 
sustainable boost. The more China goes down this route, as it did in 
the wake of the global financial crisis, the more it risks blowing up like 
Japan, which spawned a real estate and equity bubble in the 1970s and 
1980s. But given its size, China does not have 20-more years to be 
blowing bubbles like Japan. 

The more inflationary China’s cycle becomes, the more difficult it 
will be for Beijing to use the banking sector indiscriminately to bankroll 
fiscal expansions and hide the bad loans. China’s export and investment-
led growth model has reached its use-by date and this will become 
increasingly clear over the next few years. n
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Rise America!
The US can reverse its economic fortunes 
by looking to China’s energy policies

By Stephen Leeb and Gregory Dorsey
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Political campaigns, to the extent that they deal with serious 
issues at all, invariably oversimplify both the problems and potential 
solutions. The 2012 US presidential campaign clearly won’t be an 
exception. One serious issue that Americans deserve to hear discussed 
in a thoughtful and reality-facing way is China’s growing role in the 
global economy and what this means for their future. But while China 
will certainly be mentioned at various times during the campaign, 
candidates from both parties are almost certain to ignore the most 
significant aspect of this economy’s emergence.

Candidates will try to score points talking about Beijing’s trade 
practices, its supposedly undervalued currency and its human rights 
record. Meanwhile, they’ll overlook an issue destined to impact 
American life in an infinitely more damaging way: China’s energy 
policies and how these relate to America’s long-term energy needs. 
The failure of the US to understand and respond to China’s energy 
policies benefits China more than anything else. And it puts America’s 
future in peril. 

Look at what is going on in China today: Beijing has identified 
a number of strategic economic sectors that it is fostering, including 
alternative energy, biotechnology, next-generation information 
technology, high-end equipment manufacturing, advanced materials, 



Stephen Leeb and Gregory Dorsey

American 50 Review

alternative-fuel cars, and energy-saving and environmentally friendly 
technologies. The current five-year plan will steer trillions of 
dollars into these sectors through policy incentives to corporations, 
investments by local governments and bank lending. But all this 
understates the magnitude of what the country is undertaking.

China is in reality relentlessly, some would say frantically, 
pursuing a policy of developing its alternative energy generating 
capacity. This goes far beyond Beijing’s unwavering commitment to 
nuclear power. China will also make huge investments in a wide range 
of renewables. The country’s ambitions are truly stunning: its target 
is to generate 20 per cent of its primary energy from alternatives by 
2020, up from about 12 per cent in 2010. In the United States today, 
renewables account for less than 2 per cent of primary energy usage 
and are likely to account for only a very modest portion of the energy 
pie going forward. 

Implicit in China’s energy transition is the need for massive 
amounts of commodities. Building wind turbines, smart grids, solar 
panels, and nuclear reactors requires tremendous quantities of 
everything from hard commodities like oil, copper and iron ore, to 
human labour.

ANOTHER transition the country is undertaking is redirecting its 
economy from being heavily dependent on exports and investments 
to one based more on consumer demand. This implies wages rising 
faster than the economy and inflation. So far, China is succeeding and 
then some. Wages have been rising at about 12 per cent annually, and 
they will probably accelerate in the next several years. Wage increases 
will make inflation a long-term problem. But unlike the developed 
world, China has a powerful weapon for battling inflation, whether it 
is wage- or commodity-driven: currency appreciation. It will continue 
to manage this according to its own timetable while ignoring America’s 
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misguided call to accelerate the pace of the yuan’s rise.

The country also has plans to move 400 million citizens off 
farms and into cities in the next 20 years. China’s program of rapid 
urbanisation, part and parcel of its goal of raising workers’ wages, 
meshes on one level with its energy aims, since cities require less energy 
per person than rural areas. Nevertheless, building and expanding 
cities will add further to China’s need for resources, including energy.

To achieve its goals China has set about gaining complete control 
of any industry it considers vital to its future. In just a few short years, 
for example, China has become the world leader in solar energy with 
more than 60 per cent market share. Chinese solar companies have 
attained this dominance though generous government support and 
by pricing their goods far below products from Western competitors. 
Short-term profits suffer, but in the longer term China will dominate 
this critical industry. This promises to further increase China’s already 
commanding position as other solar companies fall by the wayside.

China has also become the leading producer of wind turbines and 
has a nearly insurmountable advantage thanks to its near monopoly 
of heavy rare earth elements, which are vital elements in the 
construction of turbine motors. The country is likewise on the verge of 
establishing an unassailable position in desalination, producing fresh 
water from the sea. As with solar, they are using the latest technology 
and selling the water at 50 per cent of its cost, virtually assuring no 
other country will compete. China is exporting solar panels and wind 
turbines to other nations, using its competitive advantages in labour, 
land, and taxes to dominate the market. This strategy is straight out 
of America’s playbook whereby the Pentagon acted as the primary 
market for the US semiconductor industry in its infancy in the 1960s 
and 1970s while those manufacturers gained economies of scale. 

The corporate graveyard is already populated with Western 
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companies that have faltered against this determination. And those 
still standing are destined to lose ground as China reproduces their 
technological expertise on the cheap.

IN CONTRAST to China, America’s energy policy, endorsed by both 
parties, is to maximise the extraction of hydrocarbons. The use of 
horizontal drilling coupled with hydraulic fracturing, more simply 
known as “fracking”, has opened up vast shale deposits previously 
thought to be uneconomical to exploit. This technology is seen by 
some as having the ability to unlock limitless hydrocarbons and the 
early results have been impressive. Unfortunately, however, these 
efforts are only likely to provide America with a temporary respite. 

Tapping the Bakken Shale, the nation’s largest shale oil formation, 
has seen American crude production rising to its highest level in eight 
years. North Dakota, the centre of this renaissance in oil production, 
should soon overtake Alaska as the second-largest US oil-producing 
state after Texas. Yet even using the most optimistic estimates, the 
oil contained within the Bakken is less than what was initially found 
in Alaska’s Prudhoe Bay, which has been in decline since 1990 and 
where only an estimated 2 billion barrels of recoverable oil remains. 
Even the US Energy Information Agency, which has historically 
offered overly optimistic forecasts, expects the nation’s shale oil and 
deepwater production to peak by 2020.

In the natural gas arena, the practical results from fracking have 
also been stunning in the United States. So far, it has really been too 
much of a good thing, as record high natural gas production has led to 
low natural gas prices. Now many of those natural gas rigs are being 
moved over to spots that are more likely to contain oil or natural 
gas liquids, which command much higher prices than dry gas. In any 
event, the increase in natural gas production has been a great ride. 
But with natural gas prices depressed and drilling rigs shifting over to 
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oil, production of natural gas is likely to start to decline. 

It may not only be the changes in where and how the rigs are 
deployed that is causing the decline. Capitalism may be the greatest 
economic system ever created, but it does have its warts. And one wart 
is the tendency, just like the male peacock, to show off its feathers for 
an exaggerated effect. So just as female peacocks who base their mating 
choice on an impressive display of feathers don’t always get what 
they are bargaining for, consumers may be in a similar position when 
it comes to companies engaged in fracking. There is strong evidence 
that the companies so avidly engaged in shale gas production have, 
in effect, been showing off their feathers—that is to say, going for the 
easy and most impressive stuff first. Evidence is bountiful that one 
part of a shale formation can contain huge amounts of hydrocarbons 
while another very close by may contain very little at all.

A little-known recent story is that China, a nation with a 
voracious appetite for energy of all sorts, has postponed plans for 
tapping its shale deposits for at least a decade. It turns out their 
shale formations, which as recently as six months ago were believed 
to be among the most potentially productive deposits in the world, 
on closer examination are now considered to represent an extremely 
complex challenge. 

In short, the oil and gas America is extracting from its shale 
deposits will buy the country some time, but it is no long-term panacea 
in a world in which oil production is likely to remain constrained and 
several billion people in emerging economies are eager to consume 
greater quantities of fossil fuel. China has set its course toward 
alternative energies not so much out of concern for the environment, 
although that will be an added benefit, but because the country’s 
leadership recognises that the world is entering an era of resource 
scarcity. 
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THERE is a lot of debate about the phenomenon of peak oil and, 
indeed, peak everything. We won’t attempt to settle the debate here, 
but suffice to say we know from reading Chinese commentaries that 
they buy into the notion of not just peak oil, but peak hydrocarbons. 
Several years ago, for example, an academic paper penned by two 
Chinese professors argued, as others have, that even coal, which is 
so vital to China’s energy production, will peak some time in the 
next decade. Such articles have not been limited to the Chinese press, 
either. Moreover, the arguments are increasingly focused not just on 
oil, but pointed toward critical base metals such as copper (vital for 
wind power) and silver (essential for solar power) as well. This is a 
major change. For in the past, whenever resources were mentioned in 
scientific journals and magazines they were mentioned in connection 
with our desperate need to develop renewables before global warming 
destroyed our earth, rather than in terms of the implications of our 
inability to produce enough resources to keep up with demand. 

But scientists are coming around to the belief that perhaps more 
important than global warming is resource scarcity. For instance, an 
article in the 26 January 2012 issue of Nature is titled “Oil’s Tipping 
Point Has Passed”. The only controversial assertion it makes is 
that the amount of incremental oil that we can expect from North 
America is nowhere near enough to fill the gap caused by natural 
depletion. Prices of many key industrial materials have been in steady 
uptrends for more than a decade as supplies have tightened. Contrary 
to historical norms, prices have even remained high despite slow to 
non-existent growth in the US and Europe in the last few years. 

Emerging economies are behind the stunning growth in demand. 
In particular China has become a big consumer of industrial 
materials. The new demand from the emerging economies, which, on 
a per-capita basis, is still just a small fraction of the materials used in 
mature economies, is likely to continue climbing at a rapid pace. But 
with the global production of resources such as oil, coal and copper 
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on a plateau, future gains in resource prices could be alarming. High 
and rising resource prices are the primary reason behind the decline 
in Americans’ standard of living in the past decade. The price hikes 
impose an implicit tax on every American, throttling growth in what 
is a mature economy. China, on the other hand, because it is growing 
rapidly, can absorb high and rising commodity prices as part of the 
cost of conducting business. 

The stark contrast between the energy policies of America and 
China may have a lot to do with the time horizons on which politicians 
in each country operate. In the US officials intent on remaining 
in power are always looking just ahead to the next election. They 
therefore typically shy away from issues that might require voter 
sacrifice. In China, while the Communist Party’s legitimacy rests on 
delivering a rising standard of living for its citizens, the government 
does not have to answer to a fickle electorate. That gives officials 
room to plan on a time perspective that can stretch into not just years 
but decades. China has committed to spending trillions of dollars over 
the next few years alone on new industries, primarily new energies. 
Meanwhile, the Obama administration’s increase of federal subsidies 
for wind and solar to $14.7 billion was sharply criticised, with a 
recent New York Times article describing it as “overly generous”.

America would benefit if its politicians employed China’s foresight 
on energy needs. A government-sponsored alternative energy program 
on the scale of the Manhattan Project would put the United States on 
a path to sustainable economic growth. This would be a huge effort 
requiring trillions of dollars, which might not be popular with voters 
since it would add to the nation’s already high deficit. However, it 
would create high paying jobs that would help to boost a stagnant 
economy, and in the long run it would help to make the nation truly 
energy independent. n
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“The cool air hums  
with hope and capital. 
He changes back into 
street clothes and  
re-enters life, a whole 
man again.”
From Totally Hot Man, 
a fictional story on the 
American war experience  
in Iraq by John Sullivan. 
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US President Harry S. Truman famously 
wished for a one-armed economist, 
someone who would not explain “on 
the one hand, on the other hand.” 
Truman never met John Maynard 
Keynes or Friedrich Hayek.

Journalist Nicholas Wapshott 
provides a fine account of an economic 
battle which continues from the grave. 
The fact that both Keynes and Hayek 
were one-handed economists helps 
explain why their debate still illuminates.

Fame and fortune early favoured 
Keynes. Educated at Cambridge, he 
became a leader of the Bloomsbury 
Group, which included artists and 
writers, such as Virginia Woolf. He 
worked for the British Treasury during 
World War I and wrote a devastating critique of the impact of the 
Versailles Treaty, The Economic Consequences of the Peace. He 
revolutionised economic thinking with The General Theory of 
Employment, Interest and Money.

An 80-year battle of ideas underlies today’s economic debate

The great debate

Keynes Hayek: The Clash that Defined 
Modern Economics 
by Nicholas Wapshott
W.W. Norton & Co
New York, 2012
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Friedrich Hayek left the remnants of the Austro-Hungarian Empire, 
which was formally dismantled by the Versailles Treaty, to become 
Keynes’ most important intellectual foil. Hayek was a disciple of 
economist Ludwig von Mises, the dean of the Austrian school, 
eventually outshining the master. 

From Vienna in 1927 the obscure Hayek first contacted the famous 
Keynes, seeking a copy of a book by another British economist. Explains 
Wapshott: “That Hayek should ask Keynes for a copy seems less an 
innocent inquiry than a purposeful attempt to snag Keynes’ attention, 
an audacious act of homage rather than a challenge.”

The challenge was soon to come. 

After the Labour Party triumphed in 1929, Keynes became an 
advisor to the new government, though it largely rejected his 
recommendation to open the Treasury doors to reduce unemployment. 
At the same time, Hayek served as director of the Austrian Institute in 
Business Cycle Research. He warned against state manipulation of the 
economy, since doing so would only exacerbate the business cycle. 
Artificial booms inevitably led to busts, he argued; all government 
could do was deepen the crash and prolong the recovery.

“The battle lines between Keynes and Hayek were thus drawn,” 
writes Wapshott: “Keynes believed it was a government’s duty to do 
what it could to make life easier, particularly for the unemployed. 
Hayek believed it was futile for governments to interfere with forces 
that were, in their own way, as immutable as natural forces.”

The two men first met in 1928 when they informally debated 
interest rates. Out of that encounter grew what Wapshott terms a 
“prickly friendship.” Keynes published A Treatise on Money in 1930, 
which Hayek reviewed critically. Hayek was invited to lecture at the 
London School of Economics the following year to counter Keynes’s 
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influence. 

Hayek faced not only Keynes but a growing band of Keynes 
loyalists. Of one exchange between Hayek and a Keynes acolyte, writes 
Wapshott: “This side duel in the great Keynes-Hayek debate was 
technical, obtuse, difficult to follow, and ill-tempered. Much of it 
amounted to little except an exercise in logistical sparring between two 
heavyweight thinkers.”

In 1936 Keynes published his landmark The General Theory. Notes 
Wapshott: “Keynes determined that the new book he was setting out 
on would be aimed not at the general public, nor at politicians, nor 
civil servants in the Treasury, nor the masters of finance in the banks, 
but at his fellow economists.” Keynes’s ideas, which Wapshott ably 
summarises, were complex and broke with economic orthodoxy at the 
time. 

Keynes’s most important policy prescription was to use government 
spending as a multiplier to promote economic growth. Keynes 
explained: “The newly employed who supply the increased purchases 
of those employed on the new capital works will, in their turn, spend 
more, thus adding to the employment of others, and so on.” Hayek’s 
response was that a bust would inevitably follow any government-
induced boom. He explained: “To combat the depression by a forced 
credit expansion is to attempt to cure the evil by the very means which 
brought it about.”

The stage was set for a grand intellectual confrontation, yet it 
didn’t happen. After publication of The General Theory, observes 
Wapshott:

“But answer came there none. Hayek remained hushed. Faced with 
confronting Keynes at full flow, Hayek blinked. Weeks passed, but his 
expected counter-blast was not forthcoming. Hayek’s life purpose, the 
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very reason [LSE Director Lionel] Robbins summoned him from Vienna 
… appeared to have come to nothing. Keynes’s great work was met 
with neither a bang nor a whimper. Hayek’s response, so keenly awaited 
by classical economists throughout Britain and the Continent, was a 
yawning silence.”

Hayek later admitted feeling that he had “shirked what should 
have been a plain duty.” He explained that he wanted to finish his book 
as “a prerequisite for a thorough disposal of Keynes’s argument.” But 
that “thorough disposal” never came. Hayek’s The Pure Theory of 
Capital took another four years to complete and won little notice. 
Moreover, during a time of high unemployment politics favoured 
Keynes’s activist prescriptions. Hayek’s standing within the profession 
declined as even former allies declared for Keynes. The latter died at 
age 62 in 1946 while Hayek entered what Wapshott calls the “wilderness 
years.”   

Hayek turned to political economy, in 1944 publishing The Road 
to Serfdom. Hayek targeted collectivism, particularly communism and 
fascism, rather than Keynesian economics. Although the book received 
professional brickbats, “Over time The Road to Serfdom established 
itself as a key work in challenging the legitimacy and usefulness of 
economic planning,” notes Wapshott.

Hayek organised the Mont Pelerin Society, which continues to 
bring together free market activists from around the world. He moved 
to the US where he became a professor at the University of Chicago. 
He wrote more books, including The Constitution of Liberty, which 
received less and less favourable attention, and later returned to Europe. 
His influence was at its nadir when even president Richard Nixon 
declared himself to be a Keynesian.

However, Hayek won the Nobel Prize for economics in 1974. 
Stagflation replaced prosperity and politicians like Ronald Reagan and 
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Margaret Thatcher, who rejected Keynesianism, came to power. 
Communism collapsed. Wapshott proclaims it Hayek’s 
Counterrevolution—an overstatement, perhaps, but intellectual 
fashions had changed. 

Still, though markets seemed ascendant, the policies of most 
governments could not be called Hayekian. States generally grew ever 
more expansive and expensive around the world. Politicians were more 
faithful in articulating Hayek’s criticisms than in implementing his 
principles. Wapshott acknowledges: “Hayek’s idealistic vision had been 
defeated by old-school politics.”

Then came financial collapse and economic recession in 2008. 
Governments around the world turned to bailouts and stimulus 
spending. “Keynes was back, with a vengeance,” writes Wapshott. 
Again, politicians preferred activity over passivity.

The battle between Keynes and Hayek continues to rage. Economist 
(and New York Times columnist) Paul Krugman says the stimulus was 
not big enough. Harvard University economist Robert Barro contends 
that government outlays actually shrink future growth. President 
Barack Obama wants more spending while his Republican opponents 
demand less debt. Similar political struggles are occurring across 
Europe. 

“So, 80 years after Hayek and Keynes first crossed swords, who 
won the most famous duel in the history of economics?” asks Wapshott. 
Both have influenced their peers. Wapshott cites Milton Friedman, 
another Nobel laureate, as a free market economist who used many of 
Keynes’s analytical tools but “agreed with Hayek that whenever the 
state intervened in the economy, it hampered the free market’s ability 
to create wealth.” 

Keynes has had more influence than Hayek on government policies. 
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But the political struggle continues. America’s upcoming presidential 
election may prove to be just another round in this ongoing intellectual 
match. n
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There is a paradox at the heart of 
baseball, or any other sport for that 
matter. It is loved because on some level 
it is considered an art form.  As Chad 
Harbach writes in The Art of Fielding 
“… baseball is a somewhat pointless 
affair, undertaken by people with a 
special aptitude, and which sidesteps 
attempts to paraphrase its value, yet 
somehow seems to communicate 
something true or even critical about 
the Human Condition.” Baseball really 
shouldn’t matter, but it does.

Ok, I’ll buy that. Baseball is an art 
form. So, how big is the canvas? How far 
can a player push his art? Is there such a 
thing as a perfect player, a perfect play? 
And if perfection is possible in sport/
art, what happens when we get there? These are the lines of thinking 
Harbach pursues with locker room wisdom and backyard wonder.

His notions queue up at Westish University, a fictional liberal arts 
college on the shore of Lake Michigan. Henry Skrimshander, shortstop 
for the Westish Harpooners, is about to set the single season record for 
errorless games. He is nothing short of a revelation; the effortlessness 

A sports novel with a twist 

Perfect game

The Art of Fielding 
by Chad Harbach
Little Brown and Company
New York, 2011
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with which he plays the position approaches a zen-like state. 

Off the field, rarely separated from the crook in Henry’s arm, is the 
unofficially recognised baseball bible (also titled The Art of Fielding) a 
guidebook penned by Aparicio Rodriguez, holder of the aforementioned 
record. 

Rodriguez’ book is not a mechanical salute to technique but a 
papyrus of monkish reminders, a spiritual manifesto. It’s concerned 
with preparing a player’s inner eye, readying him to play shortstop, the 
most challenging position on the field. It contains such psyche-affirming 
pronouncements as: “The shortstop has worked so hard for so long 
that he no longer thinks. Nor does he act. By this I mean that he does 
not generate action. He only reacts, the way a mirror reacts when you 
wave a hand before it.” 

It’s all pretty much a nod to Robert Pirsig’s Zen and the Art of 
Motorcycle Maintenance, theorising that perfection is expressionless 
and that “expressionless expresses God”. Henry’s teammates recognise 
and marvel at his skill level, but can never really know it. They play 
outside of the ivory shell, not so much pushing for perfection as striving 
for competence. 

Then comes the moment: Henry has already tied the errorless streak 
and is seeking to pass it. It’s a cringe-worthy moment when he uncorks 
the impossible error. This turns into a plotline special. The stray toss 
strikes Skrimshander’s best friend in the cheekbone, nearly killing him. 
As for Henry’s perfect stint on earth, it’s time to hit the showers.

This is no spoiler; the freak error occurs early in the book. That’s 
when Harbach turns his attention to what happens when perfection 
makes a pivot. When the game shifts from being played on the field 
to being played in the head. It seems that little good happens once the 
brain gets overly involved. Henry undergoes a breakdown, errors pile 
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on errors; he can barely release the ball for fear of making a bad throw. 
It’s a spiritual crisis stitched into the shape of a small, hard sphere. 
Henry second-guesses his every move once he knows that mistakes can 
happen. Slowly, his life unravels.

If this all feels too ‘thinky’ for a sports novel, realise that Henry 
Skrimshander has, in his gangly South Dakotan way, managed to 
incorporate The Art of Fielding into his very being. He plays out 
philosophies to perfection, never thinking, ever reacting, always 
unassuming. He has even managed to capture the eyes of major league 
scouts. His is the great American story. A comet appearing from 
nowhere, winging its silvery tail, humble as pie and a virgin to boot. 
And then the fall from grace. 

Without resorting to preaching, Harbach pecks at his queries again 
and again. By tempting perfection, do we supersede it? Do we lose our 
personal God? And once we pass perfection, do we end up on a rocky 
outpost, alone, out of fate’s hand?  

And then he delves deeper, posing the notion that spiritual failure is 
most profound when it enters the realm of sports— its most pedestrian, 
banal place.

As first-time novelists are apt to, Harbach occasionally drifts into 
wooden dialogue, casts an unlikely love triangle, contrives too many 
deaths and near-deaths and finally uncorks one head-scratcher of a 
plot twist at the end. The puppet strings are too visible in places. But 
honestly, who knows, maybe it’s just my own cynicism rearing its head, 
finding imperfection where possibly none exists. 

Twenty-five years ago, I can safely say that The Hotel New 
Hampshire was the first book I ever fell in love with. The oddball 
characters embracing their failures, the romances washing up on reality, 
the constant selflessness required to construct a mundane, magical life. 
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I was ripe for all of it. I somehow get the feeling that not a handful of 
today’s 20-somethings will read The Art of Fielding and fall in love 
with literature for the first time as well.  

What John Irving conjured, Harbach revisits here with fresh, 
wide-open eyes. It’s the stuff that dreams are made of, and to be 
sure, innocence–and the belief in perfection–is still a part of the great 
American dream.  n  
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The titles and especially the subtitles of 
the library of books about Rupert 
Murdoch indicate the fascination he 
exerts. They present him variously as 
wizard, ringmaster, mogul, titan, 
prince, and the world’s greatest 
dealmaker. They also claim to see him 
as Aussie, arrogant, barefaced, cheeky, 
obsessive, secretive and unbridled. Like 
Stalin, he runs an archipelago for his 
zeks. He owns the news.

Two things distinguish the latest 
study, David McKnight’s Rupert 
Murdoch, which takes as its starting 
point the phone hacking scandals in 
Britain. The first is that it is almost 
exclusively concerned with Murdoch’s 
politics (see the book’s subtitle). 
McKnight does not dismiss Murdoch’s political ideas as rationalisations 
or mere programs for making money. He sees Murdoch’s ideas as all-
important to him and his company as a political crusader. His genius 
for making money is a means of adding clout to his politics. Beyond 
that, McKnight appears to have zero interest in Murdoch the 
businessman. He mentions in passing “a financial crisis that nearly 

The political idiosyncrasies of Murdoch and of the 
Australian population

Power and panic

Rupert Murdoch. An Investigation of 
Political Power
by David McKnight
Allen & Unwin
Sydney, 2012
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destroyed his media empire”, but he tells us nothing about it. 

He traces Murdoch’s political development from the anti-Tory 
schoolboy rebel at Geelong Grammar through the days door-knocking 
for the Labour Party in Britain and speech-writing for Gough Whitlam 
in Australia, and on to his later espousal of the radical-conservative 
Thatcher-Reagan ideology of populism, free markets, low taxes and 
small government. At Oxford he stood for the secretaryship of the 
Labour Club but was disqualified because he openly campaigned for 
votes—an ungentlemanly practice banned under Club rules. “Forty 
years later,” according to McKnight, “Murdoch was still livid about 
the ruling.” Even the other day he was tweeting against the “lies and 
libels” of “old toffs and right-wingers.”

McKnight plainly despises Murdoch’s libertarian political vision. 
Once a journalist on the Communist weekly Tribune, he remains a 
man of the left. But—and this is the second point that distinguishes 
his book—he is able to expound Murdoch’s political ideas in an 
almost even-handed way that makes it easy to cheer Murdoch and 
support him in his current travails. He remains sceptical of Murdoch’s 
scorn for snobs and elites although he admires his Aussie independence 
of them. He quotes (twice) an observation Murdoch made in 2005: 
“A long time ago the British were pretty patronising towards 
Australians, pat you on your head and say ‘You’ll do well’, and when 
you do well, they kick you to death.” Typically Private Eye, which 
Murdoch regards as an offbeat and snobbish voice of the British 
Establishment, dubbed him the Dirty Digger, a sobriquet he hates but 
which stuck. McKnight also recalls David Frost’s patronising and 
never-to-be-forgiven television interview with Murdoch in 1969. The 
biographer Michael Wolff quotes Murdoch 40 years after the 
interview: “I feel like saying ‘I’ll get that bastard one day’ but he’ll 
die before I get him.”

McKnight makes a similar attempt at even-handedness in his 
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depiction of Murdoch the journalist and editor-in-chief. One minute 
he is the boss who tolerates no disagreement from his zeks, the next 
his editors ignore him or argue furiously with him. McKnight tells 
the story of one London editor who protested to a grumbling Murdoch 
that his paper had followed the Murdoch line supporting Margaret 
Thatcher in the Falklands War. Murdoch responded: “Yeah, but you 
didn’t mean it, didya?”

In a supportive foreword (“disturbing … deserves a very wide 
readership”) Professor Robert Manne concludes that Murdoch’s 
empire is “beginning to look decidedly shakey”. This is an old story. 
Twenty years ago there was a book on Murdoch called: The Decline 
of an Empire. McKnight is more perceptive than these happy 
doomsters. He ends his investigation with the prediction that the old 
man will continue to influence world politics “for a considerable time 
to come.”

THERE are two David Marrs battling it out 
in Panic, his new selection of articles, essays 
and orations. One of them, the dominant 
Marr, sees Australians as a flighty, fearful, 
gullible people easily stampeded into panics 
over anything from terrorists to illegal 
immigrants. “It came to me,” he tells us, 
“that I have been writing about panics all 
my career.” Hence this book. But the other 
Marr sees Australia as “this golden country, 
so prosperous, so safe and orderly”, a society 
which in the end settles its noisy 
disagreements calmly, rationally, 
democratically. How does he reconcile these 
two visions?

Panic
by David Marr
Black Inc.
Melbourne, 2011
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The answer is he doesn’t. The first David Marr is the award-
winning journalist—clear, stylish and leftish. He scores several hits 
when mocking the ebbs and flows of public opinion. But I doubt he 
really believes that the stories he tells are examples of an Australian 
penchant to panic. The issues of child pornography or drugs, for 
example, inevitably and properly arouse forceful argument. It is not 
panic-mongering to debate them robustly. 

In one chapter Marr depicts prime minister John Howard’s rally 
in Sydney’s City Recital Hall launching his 2001 (‘Tampa’) election 
campaign. It was, Marr says, “one of the most extraordinary scenes 
I’ve witnessed in my life.” Towards the end of his speech Howard 
turned to border protection and in a low-key, almost tentative voice 
spoke these famous words: “We have a proud record of welcoming 
people from 140 nations. But we will decide who comes to this 
country and the circumstances in which they come.” It was a winning 
speech and Howard received a standing ovation. But how could such 
a simple statement of Australian sovereignty possibly be seen by Marr 
as panic-mongering? 

In another chapter Marr ridicules the preparations for the 2007 
APEC meeting of world leaders. Sydney was in lock-down. Most city 
workers recall it as an unpleasant if brief abridgement of their rights 
in their home town. But they also knew that if you are hosting a 
meeting which includes the presidents of the United States, China, 
Russia and Indonesia, you’d better be sure of their security. Marr 
presents it as the dead end of Howard’s grubby “politics of fear”. In 
this age of terrorism, with fresh memories of Bali, London or Madrid 
among scores of terrorist attacks around the world, does anyone 
(apart from a couple of ABC dorks, the Chaser ‘boys’) really share 
this assessment?  

One particular reason for doubting Marr’s commitment to his 
theme of panic is that there is not a word in his wide-ranging book 
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about one of the greatest panics that ever gripped the country: global 
warming. We were all going to die of thirst. The Great Barrier Reef 
was dying. The South Pole was melting. Our coastal suburbs would 
be washed away. In the end Marr’s second theme—how the rational 
Australia will always prevail over the panic-mongerers—is the real 
message of Panic. Perhaps there is another book here. How about 
calling it No Panic? Or, quoting Marr, The Golden Country? n
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His world view is crushed and contained—a portion of a fountain, high 
school kids flirting on the edge, feigning to push each other in, the 
cascade burying their words. Beyond that a Barnes and Noble, ever 
faithful readers marching in and out. From the left a white-wheeled 
cart intrudes—the Casual Corner—seller of beads, day-glo rabbit’s feet, 
moose key fobs, lobster placemats, stained glass seagulls. Day trinkets.

Shoppers pass by pointing at him, a curiosity between errands. A 
few gather the nerve to approach, peer into the rectangular slot and 
make faces. Girls kiss the glass.

There’s nothing in his periphery besides bolts and clamps; the world 
passes before him. A puppy biting red ribbons, a goldfish in a plastic 

Chapter One: Man in Mall
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bag, a kid kicking the plastic palm, an infant struggling in her stroller, a 
father hurrying, checking his watch. In and out of frame, squared bags 
hung from knuckles. Everything is crystal clear and temporary, finally 
exiting into darkness.

Men might guffaw for shame; women like him, want to use him.

His arms are out, waiting to do their job. Not his real arms of 
course, but the iron extensions of the vessel. Eight hours a day he’s 
inside, stripped down to a pair of paint-spattered shorts. Afterwards 
he’s wheeled behind the boilers that keep the mall gurgling. Moods 
removes the four slip bolts along the crease and cracks him open, claps 
him on the back, slaps a few bills into his palm. The cool air hums with 
hope and capital. He changes back into street clothes and re-enters life, 
a whole man again.

It’s a job.

He met the creator of Totally Hot Man the same morning he climbed 
inside. Error Free Moody or Moods. “Moods are for the common 
man, uncommon Moods are for you. I feel you are the way I speak.” 
After listening for a bit, he gathered he’d be encapsulated inside this 
contraption. It was a deep-sea diver iron suit, arms rigged in supplicating 
butler’s gesture, one knee bent at an alarming angle, preparing to kneel. 
“From the painting of Chris Columbus,” Moods explained. “Thrusting 
his staff into the Cuban sand, grateful to God. His jack-of-all-trades 
helmsman beside him.” He indicated the boiler-room wall as if the 
portrait was there.

Totally Hot Man’s helmet is ringed with welder’s lamps, and set in 
the middle is the view-piece. Triple-heatproof glass. “Not that the heat 
will ever get to you, not to worry—the plate coils are contained at the 
extremities.”
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The plates. Certainly they’re the main things, the reason for his 
being. Non-stick, Teflon hot plates. Skillets essentially. One welded flat 
to each of his outstretched mitts, one jammed in the crook of his elbow, 
one on the beggar’s knee. One on either shoulder like flat epaulettes. One 
atop the crown. Seven in all, dinner-sized with lips to prevent drippage.

“You’ll be a saucier, an alien saucier. And this is just for starters. 
You’ll soon be visiting homes, catering private dinners; there’ll be dolls, 
a cookbook, a Totally Hot Woman.”

He slithered in for a trial run despite Moods’ enthusiasm.

Steel walls cold as a saltpetre cave. The four bolts clicked behind. 
The arm and leg openings weren’t openings at all; they were sealed-off 
from his body. There wasn’t much room to manoeuvre. Hands crossed 
at his genitals, shoulders stooped. His back ached immediately.

Moods stepped in front of the mask, knocked on the glass and 
yelled, “Rump it back! There’s a little stool!” Indeed, a lowering of 
his ass revealed a slight outcropping built into the suit coccyx, taking 
the pressure off his legs. He seeped into darkness. “But keep your face 
forward, head up; there’s no gimmick if they can’t see the human.” He 
craned his neck, a pterodactyl. He twisted his forehead to figure the 
range. “Good! You look positively spooky!”

The temptation was to hold his breath, but Moods had worked 
out the ventilation. “It’s the same system they install in Winnebago 
bathrooms!”

Silence.

“Outhouses!”, Moods yelled.

Blood hummed in his ears, hands around his balls, a bench-player 



John Sullivan

American 75 Review

FictionSPECIAL

with an urge for chewing tobacco. “I’m going to turn it on now,” Moods 
said. “Knock if you feel anything. Knock!” The clicking of a gas-stove 
started and Moods backed away to gain perspective. Clicks came from 
everywhere, the base of his skull, the shut-off armholes, somewhere 
deep out there, out by the proffered plates. Moods cupped his hands, 
“Hot?” Hot Man rattled his eyes no.

When he climbed out Moods said, “Remember, you’ll be in there 
for long stretches, so it will warm up some. Not a lot but some. You’d 
be better to strip down to your skivvies. That way you can even diddle 
with yourself while they cook. Some of these mamas are all bothered, 
frustrated fajitas, they like a man in uniform, a hard man especially, so 
keep your strength, amp your karma, keep the weight off your knees, 
you’ll need your legs. And don’t steam up the glass. No one wants to 
look into the eyes of a horny stove.”

Lou Stappis’ Orange-Cranberry Pancakes: Preheat 
griddle to 425F. Sift together two cups Aunt Jemima 
Pancake Mix and one tablespoon corn muffin mix. 
Add grated rind of one orange, half cup of orange juice, 
and 1/3 cup frozen cranberries (thawed). Stir well and 
add pinch of ground cinnamon. Ladle onto griddle in 
generous portions. Serves six. Enjoy!

Muffled muzak buffs his helmet. Faces press in and expand. In-
grown hairs, acne and dry spittle, crow’s feet and eye crud. It’s not a ton 
of effort to stand there doing nothing, but it’s hard not to be disturbed, 
alert as a paralysed butterfly. He has a sense of being vertically bed-
bound, attended to by a rotation of grotesque nurses.

First in line is trouble. She was there when Moods wheeled him up, 
half an hour before official cooking hours. She had that look of waiting, 
waiting for Clark Gable’s kiss or the coming of Christ. Hope padded with 
defeat. Five dollars pinched in an arthritic hand, bag shoved up under 
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her ample armpit, shuffling her stubby feet in place. Moods swivels the 
suit and she whomps into frame. She hands the money to Moods and 
leans in with a bone to pick.

From the bag she pulls an apple. Sticks it under her other armpit. 
Next is a half-block of cheddar cheese, which she manages out of plastic 
wrap. She puts these on his outstretched left plate, which he can see 
by crooking his eye-line down, creating a painful cross-orbital throb. 
Shakily she cores the apple and halves it, halves each of these, tops each 
with a sliver of the cheddar. Her neck skin lies loosely on her tendons, a 
worn hide draped over cables. She won’t take her eyes off him, as though 
he will steal her food if she isn’t vigilant. The fact that he’s bolted inside 
an iron suit means nothing to her; he simply can’t be trusted. That’s 
the confrontation built in—“So you think you’re a fancy cook, Mister 
Stove”. Her eyebrows are wild, jumping bean eyes beneath. She reaches 
behind his ear—at the neck of his suit is the on-off switch, a somewhat 
disconcerting placement, a Herman Munster touch.

Moods explained it once. The subsurface heat coils run down 
insulated pathways from the switch, across the chest like a bandito 
bullet belt, down the thigh to the knee plate; separate coils vein down 
either arm to the hand and elbow plates. A header line shoots up the 
back of the neck and down to his shoulders. He feels a dithery shiver 
throughout whenever the suit is on. Moods insists every plate is heated 
equally; he knows the head gets hotter.

She sprays a little Pam, and the apples sizzle on his palms; the 
cheese sweats and bends thoughtfully around. She pokes at him with 
a wooden spoon, keeps the slivers heated evenly. After checking for 
proper browning, she scrapes him onto a paper plate, takes a loving 
sniff and bites vengefully. Chews with an open mouth. An antenna of 
chin hair quivers; she swallows and wipes her lips, finished with him 
for now.
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We took on the prisoners and gathered down beside one of the 
tanks. It still had the marks of gunfire scratched on it. Sgt. Birch was 
lighting cigarettes ten at a time and telling about women in a nearby 
camp. One of the prisoners kept shouting nonsense into Birch’s ear and 
swooping his arms up and down, flapping invisible sheets. “Where is 
where!” Guy was the pimp of information. He had it all figured out, 
had a plan engrained on his brain and a jerky smile, the kind I know 
from methheads. Birch looked low at him and blew out smoke, said he’d 
listened to the man and if he understood right, we were a stone’s throw 
from a palace of virgins. Someone had to ask. “Is he talking afterlife?”

Tanks give a look of lumbering from outside. Mammoths we 
sometimes call them, like the one they found frozen whole. But inside it’s 
more like riding a speedboat over sand. They almost feel light. ‘Desert 
Dynamic’ is the name they give for it. The occasional bump and seeming 
to take on air. The mystery of heft and speed, that’s a mammoth for you.

That’s how I got there. Unfolded myself out of that beast. Nothing 
fancy. Not like the transport vehicle, which moves sort of like a bigger 
mammoth overland, but with more rocking side to side. With the couch 
and wide-screen and barbells and exercise bike, it’s a real Noah’s Ark, 
loose objects falling like boulders when they’re not bolted down. But the 
3-ton tank is a sleek piece, moves like a snake tongue, dangerous and 
fast. For viewing I like the lower slit, eyes peeled on all the big nothing. 
That’s what I’ll paint on the side. The Big Nothing. Big Sky and Sand. 
Sheer Blue, Shit Brown. But they discourage graffiti. Not like it used to 
be; they say personal opinions can be “misconstrued”, especially when 
they’re the truth.

The prisoners had just walked over, the whole bunch, each with their 
own white flag, all looking down and to the side, a little embarrassed 
to be asking such a thing. We halted and the info pimp walked right up 
like sugar was on his mind. “Take us America. Not support Saddam!” 
And now he knows a villa of virgins past the ribby dunes. “Not go to 
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Baghdad.” That was the general advice. “Take long way back!”

Birch said he’d take a battalion west to determine civilian count. 
I volunteered. The transport and the rest were to proceed as ordered 
and off they sped, leaving the seven of us with a day’s roundabout. The 
sunset seemed duller and slower than normal, it hung around and kept 
the cold sting off longer. Which was fine by me. I was ready for any 
diversion offered up.

This is the first of a four-part fiction special on the American war 
experience in Iraq. The next chapter will be available in the August issue.
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James Fallows talks to one of America’s most respected 
foreign policy thinkers, author, and editor-at-large at 

The American Interest

Walter Russell Mead

On Iran: “You cannot go on for five years calling something unacceptable 
when your plan B is to accept it.”

On China: “China is riding a bicycle on a tightrope … the more successful 
they are the more difficult it is to keep going.”

On blogging: “The short personal essay is the key form of persuasion 
and communication for the last 200 years and I think the blog revitalises 
that.”

Excerpts from the interview
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From coup rumours in China through crusade-mongering in Africa to 
revelations of revolution in the US State Department: social media is 
cutting a trail of creative destruction across international affairs in 2012.

I have argued in previous columns how diplomatic and intelligence 
institutions need to move with the times and embrace social media to 
gather, share and spin information in their respective nations’ interests. 
One would think that the foreign services of smaller nations have an 
opportunity here to erode the tyrannies of scale—social media can be 
inexpensive and reliably agile.

Curiously, though, it turns out that the United States is combining 

Drawing the line
In social media, where does public diplomacy stop 

and virtual crusading start?
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size and speed, taking a lead in the harnessing of internet 2.0 for foreign 
policy goals, thanks to some sustained and sweeping innovation at the 
State Department.

This pleasantly surprising tale is told in a new research paper, 
Revolution@State, by Brookings Institution visiting fellow and Lowy 
Institute scholar Fergus Hanson. With tens of thousands of downloads 
(surely a think-tank record) in its first few weeks, thanks to assiduous 
dissemination via yet more social media, this paper tells a welcome 
good news story about how America’s foreign policy establishment is 
transforming itself. 

Encouraged by social media convert Hillary Clinton, State is wisely 
showing itself willing to risk the occasional petty scandal by freeing up 
the talents of many hundreds of its staff online, including through blogs, 
Twitter accounts, wikis and even custom-made mobile phone apps. With 
this contemporary toolkit, American diplomats—and not only the fresh-
faced kind—are acting as soft power force multipliers on everything 
from counter-terrorism to consular assistance, from information sharing 
to the promotion of internet freedom in authoritarian societies.

In a stunning rebuff to the notion that governments are becoming 
marginalised in this global age of so-called transnational actors, it 
turns out that Washington’s diplomats have already amassed a direct 
audience of 8 million direct readers via social media—greater than the 
subscriber base of the nation’s top 10 newspapers alone. And this is just 
the beginning.

I particularly like the fact that Foggy Bottom’s social media 
insurgency-from-above is finally puncturing the dull idea that humour 
can have no place in the diplomatic armoury. The State Department’s 
Center for Strategic Counterterrorism Communications, writes Hanson, 
is a “freewheeling office, where staff are given great leeway in crafting 
messages”, including those that ridicule the hypocrisy of jihadist 
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terrorists, for instance the prostitute predilection of Anwar al-Awlaki.

Beyond the headlines of relative decline, war weariness and economic 
malaise, all of this is a reminder of America’s capacity for reinvention. 
Even during (or perhaps because of) tight budgetary times, and despite 
(and most certainly because of) the need to deal with a unique image 
problem, the United States is leading the way in dragging diplomacy 
into the 21st century.

What is baffling is how long it is taking some smaller foreign services 
representing liberal democratic societies, including Australia, to get 
the hint. Yes, the Department of Foreign Affairs and Trade’s Canberra 
headquarters offers a quotidian stream of tweets (including rather 
random-seeming bursts of trade data), but where are the authentic 
voices of envoys in the field?

What is less surprising is the extent to which the public diplomacy 
and, even more so, the domestic propaganda machinery of authoritarian 
states is being thrown off balance by the social media phenomenon.

In China, there are now more than half a billion internet users, thanks 
in good part to that country’s decades of success in raising literacy and 
income. Staggeringly, something like 300 million Chinese reportedly 
have a microblogging account, using domestic Twitter-like services like 
Weibo. (Access to Twitter itself is banned within China, which makes it 
extra piquant that the editor of the Communist tabloid Global Times 
newspaper, Hu Xijin, now has a Twitter account for interaction with 
the wider world.)

The very new fact of such vast numbers of curious and communicative 
individuals being online is now colliding directly with ingrained official 
obfuscation. Censorship will surely become all that more noticeable 
and grating when it confronts millions of active readers at a personal 
level, by delivering blank results on search terms that worked for them 
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just the day before.

This happened notably with the temporary suspension of elements 
of leading Chinese microblogging services in the wake of coup rumours 
around the March 2012 purge of Bo Xilai. In the words of the valuable 
and forthright Seeing Red in China blog:

“The authorities … are simply not able to keep up with the speed 
at which these rumors are spreading. Much of Weibo’s controls rely 
on mass blocking of a few key words (like Bo Xilai), while individuals 
scour posts for oblique references to the parties involved. The Bo story 
may have simply gone viral in a way that censors were unprepared and 
ill-equipped for … Chinese has so many homophones and puns that 
blocking keywords can hardly be called an effective way of stemming 
discussion of sensitive topics.”

The implications may be hard to predict, but they will be real, and 
it is hard to see how they will not involve damage to the legitimacy of 
the Communist Party’s rule.

But the biggest social media story in international affairs for early 
2012 would of course have to be the bizarre ‘stop Kony’ war wagon (and 
no I am not going share their Twitter handle; they have all the exposure 
they need). At one level, it is hard not to be impressed at this no-holds-
barred campaign by a California-based non-government organisation, 
using all the tricks of Hollywood and the web. You can’t have missed 
its use of leading-edge internet marketing to rally global public opinion 
against someone who undoubtedly deserves the public enemy mantle: 
messianic lunatic Joseph Kony, he of the Lord’s Resistance Army, who 
has led mass murder and enslavement from Uganda to the Central 
African Republic.

But where does the virtual crusading stop? This is a time when 
America’s comprehensive national power needs desperately to consolidate, 
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concentrate and repair after a decade of expeditionary wars gone awry. 
Washington heeds the Kony model of net-driven interventionism—led 
from behind by crowds and celebrities—at its peril. n

 

Follow the author on Twitter @Rory_Medcalf
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Veteran Australian tabloid journalist and radio shock jock Derryn Hinch 
earlier this year described Twitter as, “the biggest advance in journalism 
and news gathering in the 50 years I’ve been in the business.” I’ve been 
working in online media for five years now, so you might expect me 
to be cheered by the fact that this old-school journalist, newsprint still 
flowing through his veins, is apparently bowing to the power of the new 
media.

Actually, I found the comment intensely frustrating, for a couple of 
reasons.

The first comes from the perspective of someone who works in an 

Tweets v. blogs
Journalists and politicos jumping on to the Twitter bandwagon 

are missing out on the real revolution
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older online format, the blog. When The Interpreter, the Lowy Institute 
blog, which I edit, started in late 2007, it was with the ambition that it 
could be part of a belated rise of Australian political blogging. Belated 
because political blogging had taken off in the US in the early 2000s, to 
the point where prominent US bloggers were finding bigger audiences 
than some mainstream media outlets, setting the agenda on political 
debates, fanatically fact-checking big media and sometimes beating 
them to stories. But it has just never happened in Australia the way 
it did in the US. To borrow a phrase from a European observer who 
has similar frustrations about blogging on that continent, Australia has 
political blogs, but it doesn’t have a political blogosphere.

What’s the difference? Networks. On its own, a blog is a powerful 
instrument; a platform that allows anyone, regardless of their status, to 
post opinion, analysis and information that could conceivably be read 
by millions. It’s a publishing and distribution revolution that would 
have left newspaper proprietors of an earlier era giddy with its promise. 
Yet now we all have access to it, and it’s free.

But blogging reaches its full promise when all those voices form a 
network (one which has come to acquire the unlovely term ‘blogosphere’). 
What blogs exploit is the internet’s power for conversation. But that 
conversation can only be sustained by high numbers of bloggers and 
readers, and by their mutual desire to engage with one another. The 
American model of political blogging adds one more factor—an A-list 
of bloggers who have the audience and thus the clout to really influence 
political debate. The lower orders of the blogosphere are constantly 
trying to get the attention of this A-list so that some of that audience 
will notice them. 

That model of blogging has never quite caught on in Australia. 
Instead, we now see that conversational energy and that intense 
competition for audience attention focused on Twitter, which has 
captured the imagination of the Australian political class in a way 
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blogs have never managed. Senior Australian journalists, commentators 
and political figures (Annabel Crabb, Mark Colvin, Malcolm Turnbull 
and Kevin Rudd come to mind) are now enjoying the network effects 
of Twitter, getting a new distribution channel for their ideas, instant 
feedback and tips for new reading. 

This emulates the effects of the blogosphere, but in a more feverish 
and less reflective environment. It was blogging pioneer Matt Drudge 
who observed that a blog is a broadcast, not a publication. That was 
only partly true of blogs, but it gets closer to the mark when applied to 
Twitter.

Which brings me to the second reason Hinch’s comments were 
frustrating. Hinch is a veteran newsman and broadcaster, and he sees 
Twitter as a new tool to improve an old model of journalism. Hinch 
checks Twitter daily, he says, “because any breaking story is going to be 
on Twitter.”

Breaking stories and creating scoops are powerful forces in journalism. 
They are a commercial driver for news organisations (scoops create 
attention and thus increase ad revenue) and are an important marker of 
peer status for journalists. Scoops are also an area where professional 
journalists have an advantage over novice citizen journalists. A scoop 
is essentially a revelation of hidden facts, and journalists get them by 
cultivating sources. This takes time, money and physical proximity. 
Credentials from a recognised media outlet also help. 

Amateurs working on blogs have none of those advantages, so 
they rarely get news scoops. But where citizen journalists can make 
their mark is in creating conceptual scoops. If a traditional scoop is 
all about revealing hidden information, a conceptual scoop is about 
finding revelatory meaning in facts that are in plain sight. It’s about 
manipulating information to create new meaning from it. This is turf 
where amateurs, who often specialise in niche areas, come into their 
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own against professional journalists, who are generalists by necessity.

A small example comes from The Interpreter’s archives. In late 2007, 
a Pakistani TV news report about a new cruise missile was posted online; 
the missile was designed to carry a nuclear warhead, and the footage 
showed the missile being carried aloft by a Pakistani Air Force jet for a 
test launch. The video had made its way on to online forums frequented 
by military enthusiasts, and that’s where The Interpreter discovered it. 
From an Australian perspective, what was significant about this footage 
was that the missile was being launched from a Mirage jet of the same 
type Australia had sold to Pakistan in 1990. Thus Australia was playing 
a small part in Pakistani nuclear proliferation. 

This information was never hidden, but discovering its significance 
required a level of plane-spotting expertise unlikely to be found in a 
newsroom. The Age, a respected broadsheet from Melbourne, picked 
up The Interpreter’s story and ran it on its front page.

The moral of this story is that, by focusing on the speed of the Twitter, 
old-school hacks like Hinch are celebrating the least of the internet’s 
virtues. And in taking up Twitter, Hinch and his contemporaries in the 
Australian political class have embraced a good tool at the expense of a 
better one. What sets the blogosphere apart is the way it can harness the 
power of networks, exploit previously hidden pockets of expertise, and 
encourage genuine conversation. The barrenness of Australia’s political 
blogosphere means we’re missing out on some of those strengths. Our 
political debate is weaker as a result. n
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